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PREFACE 


The author of this book is not to be numbeted amongst those 
who decry purely theoretical study. On' the contrary, it is his 
opinion that until the student has carefully explored the theory 
of a subject in all its bearings, he is not. in the way to become 
a really reliable practical exponent of it, certainly he is not 
equipped to the point when any new advance in practice may 
be expected of him. Notjiiag can be more sterile than the end- 
less logomachy to which,, in a certain type of mind, the study 
of theory often descends ; but then nothing is more dangerous 
than the all too facile handling of large questions by those who 
have acquired their knowledge by rote, and can give no reasons 
for their acts or decisions. 

The unreality of any antithesis between theory and practice 
is apjiarent when we consider the meaning of the word “ account- 
ing.” Though it is variously used, the popular understanding 
of the word, which defines it as the practical application to 
account-keeping of the science or theory of book-keeping is perhaps 
the truest, and this is the meaning that is suggested by a 
perusal of the syllabuses and examination papers of the various 
examining bodies. There we see that theory and practice are 
not antithetical, but complementary. 

In the examinations of some of these bodies, accounting is 
the subject of a separate paper which follows upon the advanced 
examinations in book-keeping. In the accounting paper, it is 
assumed that the student has already acquired an adequate 
knowledge of book-keeping by double entry. He is not required 
to prove Ids capacity to prepare Trading and Profit and Loss 
Accounts, Balance Sheets, or similar statements, but he is 
expected to be able to ajiply this capacity, and his general know- 
ledge of double-entry book-keeping, “ to the varying needs of 
commercial undertakings, charities, etc.,” and to adapt both 
“ to the differing needs of private traders, joint-stock and other 
companies, and institutions.” He is also expected to possess 
adequate knowledge of such general matters of accounting as 
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are involved in the proper treatment of Capital and Eevenue 
Expenditure, Eeserves, Sinking Eunds, Depreciation and Good- 
will, and of statistical records and returns “rendered necessary 
by Statute, or by the special needs arising out of the formation 
and conduct 'of joint-stock companies.” The typical accounting 
syllabus also embraces such subjects as the Double-Account 
System and its application to the accounts of Parliamentary 
and other companie§ ; Foreign Exchanges ; Hire Purchase, 
Branch, Departmental, and Royalty Accounts ; Cost Accounts ; 
Partnership Accounts ; Bank and Insurance Accounts ; Insol- 
vency Accounts arid' kindred subjects. 

. ' The author cannot but be aware, especially when he recalls 
his own early studies, that the student is often in a peculiar 
difficulty in selecting the material for study, particularly if he 
lacks .the guidance of a competent insti’uotor. Happily, first- 
class teachers are becoming more and more available, thanks to 
the new spirit abroad in technical edupation, due largely to the 
work and mfluence of the Inspeotors, the Technical Advisers of 
the Education Committees throughout the country, and to the 
newer universities and their schools in Birmingham, Leeds, Liver- 
pool, London, Manchester, Nottingham, Reading and other cities. 
Still, for all that, the selection of text-books is often a trouble- 
some matter. If the student yields to the seduction of com- 
pilations vulgarly and ludicrously claiming to meet all his needs 
from the alpha of book-keeping to the omega of accounting, 
the result is usually mental dyspepsia induced by the absorption 
of a mass of excerpts, which, whatever their value considered 
as integral parts of the treatises whence they wore derived, have 
been so depreciated by unskilful use as, in these compilations, 
no longer to have any educational or commercial value. If, 
turning from the inanity of the scrap-books, the student proceeds 
to the sources themselves, it is not surprising that the task of 
extracting the things that matter from the wealth of specialised 
literature available often proves too much for him, and that his 
work wears an abstract air, and is notably innocent of practical 
detail. 

The present treatise, then, is an attempt to satisfy require- 
ments already clearly defined by the syllabuses ; to provide the 
commercial student with practical detail, and yet to keep on 
the broad highway of average experience ; to show Mm how the 
theory m wMch he has been grounded finds its expression in 
practice, and how practice often dulls the cutting edge of theory ; 
in short, to place at his disposal a manual that shall assist him 
to the fuller understanding of a subject which calls as much, for 
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constant adaptation as for a mastery of its principles, and thus 
enable him to meet not only the educational needs of the class- 
room, but also the problems that 'will confront him in the world 
beyond the class-room. To do this the more effectively, re-itera- 
tion has been deliberately employed, points made in one connec- 
tion being repeated in another. 

A note of personal experience may perhaps be obtruded. As 
an examiner, the author has been responsible for the marlqng of 
over 350,000 papers, and in his judgment large numbers of can- 
didates \/holly fad, or lose distinction becapsc, through lack of 
practice, they are unable to express the knowledge they possess 
within the examination time limit. In order to afford the student 
material for practice there has been included in this treatise a 
collection of examination questions which is probably unique. 
The wise student wdl work as many of these questions as he can, 
and work them under the same conditions as are imposed in 
the examination room. , 

The author’s thanks are due, and are here accorded to Mr. F. 
Porter Paussot, M.A., LL.B., Barrister-at-Law, and to Mr. B. B. V. 
Christian, LL.B., Solicitor, for revising the legal portions of 
this work. 

Spencer House, 

Sotttb: Plaob, E.C. 

October 1, 1923 
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CHAPTER I 

SiNaLE Entry. Slip System of PosTraa, Loose Leaf 
Ledgers 

Before proceeding to consider the more important subjects, it 
will be convenient to refer briefly to three minor matters, which 
sometimes appear in exomination syllabuses, but which do not 
deserve a chapter to themselves. 

Single Entry. 

The author has frequently been asked by teachers to advise 
them how they should teach this system of book-keeping. The 
answer is “ Don’t.” Wore it not for the fact that questions 
are sometimes asked about it in examination papers, and that it is 
still to be met with in practice, the subject might safely be dismissed. 

Its Character and Its Drawbacks. — It is, perhaps, an abuse 
of language to speak of character and system in connection with 
that which so conspicuously lacks both. Any method of book- 
keeping that does not give effect to the twofold aspect of every 
transaction can bo called single entry, but, logically, only a 
method which confines the accoimt keeping solely to the personal 
side of the trading transactions, no nominal or real accounts what- 
ever l^eing kept, is really entitled to the name. Experience, 
however, shows that even the most hardened adherent to single 
entry is compelled to keep a Cash Book, or to employ some 
substitute, e.g. the Bank Pass Book, for recording ca^ receipts 
and payments. When a Cash Book is kept and posted, double- 
entry methods are to that extent employed. In practice, pure 
single entry is practically unlmown, the metliod passing by that 
name being a composite of single and double entry. The obvious 
disadvantages of single entry arc that : — 

(1) It fails to supply the data necessary for the compilation 
of Trading and Profit and Loss Accounts. No informa- 
tion of the source cither of profits or losses is available, 
and comparisons with previous periods arc impossible. 

]2) It affords no arithmetical check on the accuracy of the 
book-keeping, and, therefore, fraud is less easily detected. 

(3) The results arrived at are necessarily approximate and 
unreliable. 
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As a matter of theory it may be admitted that if, in a Balance 
Sheet prepared upon a single-entry basis, the assets and liabilities 
are correctly assessed, the surplus or deficiency will represent 
the actual profit or loss, for the period. This result, however, is 
rarely achieved for the reason that no reliable data are available 
owing to the lack of scientific records. In any case, as stated 
above, no information is forthcoming as to the directions in 
which the profit has been ma'do or the loss incurred. 

Preparing Accounts from Single-entry Books. — ^Whon it is 
necessary to prepare accounts from books kept by single entry, 
one of two courses .inay be followed ; {a) the books may bo 
converted into dotfble-entry form, or, if that is impracticable, 
(6) statements of affairs may be prepared at the beginning, and 
at the end of the period irnder review. 

In the former case, it will be possible to present Trading and 
Profit 'and Loss Accormts in the usual form ; in the latter, the 
profit for the period is arrived at by the crude process of com- 
paring the Capital at the close with that at the beginning of the 
period, after having made any necessafy adjustments for draw- 
ings, additional Capital paid in, etc. In both statements the 
Capital figure is the difference between the assets and the liabi- 
lities. If the final Capital, after adjustment, exceeds the initial 
Capital, it is assumed that the difference represents profit for 
the period ; if it is less, that the deficiency represents the loss. 
The preparation of these statements will be easy or difficult 
accor^ng to the information available, the accuracy of the records, 
and, frequently, the tenacity of the proprietor’s memory I In 
any case the result can only be regarded as approximate, though 
it may be admitted that, theoretically, if all the necessary 
material is available, and is correct, then the profit determined 
by this method will also be correct. 

Conversion of Single-entry Books,— The conversion of the 
books to double-entry principles, where practicable, will bo 
effected by preparing a statement of affairs at the beginning of 
the period, and opening the books on that basis. Subsequent 
transactions will be arrived at mainly by analysing the Gosh 
Book, and the personal accounts of debtors and creditors in the 
Ledger. If purchases and sales have been recorded reliably, 
the information can be used for the nominal accounts under 
these headings; if not, the personal accounts must be analysed 
in some such, way as that shown on pp. 4-5. The cross-casting of 
these sheets will prove the accuracy of the analysis, and test the 
Mouracy of the Ledger. The totals of the various columns will 
be' posted to the credit or debit of tho relative impersonal 
accounts. It wifi be found useful to open “ total ” debtors’ and 
predit'ors’ accounts in the manner employed in self-balanoing 
ledgers. If a Cash Book is in use, it will probably have boon 
posted BO far as it relates to the personal accounts, These post- 
ings should be oarefully checked, and any items not posted should 
be .extracted in the manner indicated as under, or bv some 
similar method. If Bill Books have been kept, totals must be 



SINGLE ENTRY 


made and posted to the Bills Receivable and Payable Accounts 
respectively. The information collected in this way will bo 
journalised and posted, and a Trial Balance on double-entry 
principles can then be drawn up. If no Casli Book has been 
kept, analysis of the Bank Pass Book will provide the required 
particulars. Should the student desire to pursue the subject in 
fuller detail ho will find the material in Book-keeping and Accounts, 
Chap. XIII, and in Higher Book-keefing and Accounts, Chap. I, 

The Slip System, 

The slip system is a particular method of posting some, or all, 
of a set of books kept on double-entry principles ; it is not a syst'qm 
of book-keeping, though it is sometimes referred to as if it were. 

Its Utility in Bank Book-keeping . — A bank affords the most 
notable instance of the advantages of this method of posting. 
The nature of a banker’s business, and the perpetual risks run in 
conducting it, make it imperative that the current accounts of the 
customers shall be written up from hour to hour, but the various 
Cash Books and Joiirnals in which the receiving and paying cashiers 
record the day’s transactions are in constant use, and are not, 
therefore, available for the Ledger keepers till the close of the day, 
That being so, the original documents filled in by the customers 
are employed as much as possible. The paying-in slips handed to 
the cashiers are detached from the cash articles to wliich they relate, 
and, after being recorded by the receiving cashier, are passed on 
to the Waste Book keepers for analysis, then to the Ledger 
keepers for posting, and, finally, to those who write up the Bank 
Pass Books. Li like manner, the cheques drawn by customers, 
when they have been presented in due course at the banlr, are utilised 
for writing-up customers’ debits. Transactions not covered by 
cheques, or paying-in slips, are posted by means of dockets ma^o 
' out usually by the bank staff, but sometimes by the customer. 
Some of t^ese dockets are illustrated below : — , 
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Debit John Smith 

£1:4:9 

June 30th, 19.. 

£100 

For Interest m Loan 

to 


date 

For National Provincial Bank Limited 


L. C. C. 


This docket is made out by the bank staff in order to debit 
John Smith with interest on his loan to date. 


r January 19.. 

Bebit Robert Green 

£ -AO-. 6 

Bor Charges on account 6 months ending December Stst, 

19,. 

For Westminster Bank Limited 

L. 0. 0. 

lihis docket is made out by the bank staff for the purpose of 
debiting 'Robert Green with a charge of 10s. 6d. for keeping his 
account for 6 months owing to the fact that, otherwise, his account 
would not be profitable. 


January 31st, 19.. 

Debit John Smith 
£ -.9 

For Commission on Scots Cheque Collected 

For London and UniTersal Bank Limited 

L. C. C. 

A cheque payable in Scotland has been collected for John 
Smith and, by means of the above docket, he is debited with 9d, 
commission for thie trouble and expense involved. 
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February 27id, 19. . 

Debit John Jones 

£ : :6 

For Postage and Registration of Pass Boohs 

For London and Provinces Bank Limited 

• L. G. V. 

Jolui Jones having asked his banker to post his Pass Book to 
him is charged with postage and registration. 

, June SOth, 19.. 

Debit John Robinson 

£ lie -.8 

For 100 Cheque Booh Grossed 

For United Counties Bank Limited 

L. 0. 0. 


John Robinson called at the bank and took away with him a 
new cheque book. Hence the debit slip for the cost of the stamps. 
Usually, when a customer requires a new choq\te book, he fills up 
and sends to the bank the printed request form bound up in the 
cheque book. This form is then used as the posting slip. 

Fuller details of the employment of slip posting are given in 
the chapter dealing with Bank Book-keeping. 

Its Limited Use in Other Businesses. — Slip posting is universally 
employed by banks, but is not frequently encountered in cojnmercial 
houses. It is sometimes, however, employed to a limited extent 
by ordinary commercial firms in connection with the subsidiary 
books and is growing in popularity, particularly in America. A 
common instance of posting dnrcct from original documents is 
the practice adopted by some limited companies of pasting 
transfers in guard books and postmg direct from them to the share 
registers. 

In some soft goods warehouses, whore credit sales may average 
several thousands a day, carbon boolrs are kept containing sales 
notes in triplicate, one being handed to the customer, one to the 
Ledger keepers for posting, the third remaining in the book 
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Beference numbers, or other identification marks, are recorded in 
the Ledger, and the slips are filed in a manner convenient for reference. 
If a book typewriter is employed, the invoice and the debit entry 
in the customer’s personal account are vTitten by the same opei-a- 
tion. In oases where several Sales Ledgers are employed, the invoices 
are sorted to correspond vith the various Ledgers (A— I), E— (I, 
etc ) and totalled monthly by means of an adding machine, and the 
resulting total is passed through the Journal to the Hales Account 
and the sectional balancmg account, e.g. “ A— D Debtors’ Ledger 
Adjustment Account Dr. to Sales Account,” and so on. 

Sometimes, 'on entering the warehouse, the customer receives 
a sale card, on which his purchases in the different departments 
are entered successively, 'each department also handing the customer 
its own sale note. These documents are deposited when leaving, 
and, the goods having been parcelled in the packing-room, the notes 
are passed to the entering-room, where an invoice is made out, 
and tKe sales are dissected as between the various de]iartments, 
only brief particulars being entered in the Sales Journal. The 
notes are tlien tabbed together as a complete record, posted by the 
Ledger clerks, and filed for reference. 

Some of the advantages accruing from these methods are : 
(a) tW original sale notes can bo very easily referred to by means 
of the Ledger references ; (b) the work can bc) splil up conveniently, 
and its wider distribution permits the posting to be kept up to 
date ; (c) fewer subsidiary books are rcquirecl, and error due to 
the duplication of entries is less likely to arise. 

In some businesses, no Sales Journal is kept. The invoice 
forms are bound in duplicate in largo books, two or morn coiu'es 
at an opening The original invoices are torn out and forwarded 
to the customers, while the carbon duplicates remain in the books 
and form the Sales Journal. These are posted by the Ledger 
keepers in the ordinary way. The total of each invoice is usually 
entered under its number in a book specially ruled to meet analysis 
requirements for the various departments, or alternatively, printed 
summary sheets, suitably ruled, aro provided at tho end of the 
invoice books. Whichever method is adoiitod the monthly totals 
afford the necessary details for the nominal accounts. 

Eotail businesses, where the great majority of the transactions 
are for cash, arr, sometimes obliged to give credit for short periods, 
and then it is not uncommon to find the carbon copy invoices filed 
in drawers to servo the purpose of a personal Ledger, in similar 
manner to the card system described below. This method is not 
to be recommended, except where the credit given is short, and 
credit transactions are the exception and not the rule. 

These methods, and their modifications, are often very con- 
vement, and effect real economy of time and labour, but there is 
always the drawback that in the hands of careless persons 
they afford many opportunitios for error, and, occasionally, for 
fraud. 
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The Loose-leaf ob Caied System Pehpbtual Ledgers. 

This also is not a system of book-keeping, but a method of keeping 
accounts on doiible-entry principles by means of loose cards filed 
in cabinets, or books composed of detachable leaves, instead of the 
more usual bound books. 

Its Advantages and Its Drawbacks. — («) In a business where a 
large number of small credit sales are made, the Jjcdger accounts, 
if kept in boimd books, become unwieldy aijd nccassitate constant 
transfer to new folios and the frequent opening of new Ledgers. 
Tins involves waste of time and material. When looso-Ioaf Ledgers 
or cards are employed, full leaves can be replaced by fresh blanks, 
and dead accounts can be removed. (6) The, classification of accounts 
is more easily effected in the case of loose-leaf Ledgers and cards, 
than when boimd books are used, and the posting work can be so 
divstributed as to permit it to keep pace with the sales ; (c) a Trial 
Balance can bo taken out more quickly, and (d) the despatch of 
monthly statements, and trade circulars is expedited. The draw- 
backs are patent, (a) Unless great care is exercised, cards get out 
of order and items are entSred on the wrong cards. They also get 
dirty, or frayed, (6) Cards may be removed and destroyed and 
false ones substituted. This applies also, but in lesser degree, 
to the leaves in loose-leaf Ledgers. Praud of the kind can only 
be met by a scientific system of internal check. Total accounts on 
the self-balancing system ai’o of great assistance in tliis connection. 
The issue of new cards or loose leaves should be under responsible 
control. Special marks may be stamped on the cards used, and the 
loose leaves may be water-marked, or otherwise given a distinctive 
character. A detailed record should be kept of new cards, or leaves 
issued, (o) There is no doubt that auditors have to spend more time 
in checking the postings and balances of cards than of books, 
(d) The system is costly to initiate, though probably in yearly 
upkeep it is less expensive than the ordinary boimd books. 

The Ledger. — Whether composed of cards or loose leaves, the 
accounts can, by adopting a numerical classification, be adjusted 
to the general filing system, each account bearing the same number 
as the customer’s folder in which his correspondence is filed. This 
makes for simplicity, and, the customers’ number being soon 
memorised, the work of posting is accelerated. But any classifica- 
tion of the accounts may be adopted according to convenience, 
d('])artmental, alphabetical, or geogi-aiihical, or according to the 
terms of credit, etc. If a numerical classification is adopted, an 
aljjhabetical index is, of course, eascntial. When cards are n.scd 
they arc vertically filed in boxes or drawers in a cabinet. Guido 
cards projecting above the general level of the account cards divide 
the accounts into sections, and assist reference. Locking devices 
are usually fitted to the cabinets by which the control of the cards 
is restricted to the clerks deputed to look after them. The loo.se- 
leaf or card Ledgers are sometimes kept in duiilicatc, one being 
the current Ledger containing the live accounts showing open 
balances, the other containing the leaves or cai’ds relating to past 
transactions that have been settled. 
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Purchases, Sales, and Returns JournaIs.~The loose-leaf principle 
is frequently extended to these subsidiary boolcs. All invoices 
and credit notes are duplicated on the typewriter, and numbered 
in rotation. The originals are sent to the customers and the 
duplicates are arranged ^ order, and locked together between stout 
covers by one or other of the ingenious methods employed by 
manufacturers of loose-leaf books. These books of dui)licates 
serve the purirose of the ordinary bound Journals. iSaeh invoice 
or credit note is entere'd on summary sheets attached to the end of 
the book and posted in monthly totals to the nominal accounts. 
In the case of purchases, the original invoices are numbered in 
rotation and filed, nnd posted m monthly totals to the Purchases 
Account. In some busiiiosses it is customary to keep a card index 
of all customers, each customer’s card containing a reeord of tlio 
samples and quotations sent to him, with space on the card (m- a 
second card) for particulars and dates of sales made to him. This 
practice facilitates tho despatch of “ repeat ” orders. 

Where loose leaves are employed on a largo scale, the following 
rules afford a safeguard against fraud :r— 

(1) The keys of all Ledgers should bo under tho solo control of 

a responsible person, who takes no part in tho hook- 
keeping. No duplicate keys should be isHued, and each 
binder should have a key of different pattern, if possililo, 

(2) The entire stock of new hinders and leaves sliould bo under 

the same control. 

(3) When a lodger clerk requires new leaves, ho should fill in a 

requisition form (which should bo initialled by tho chief 
accountant) and hand it to tho custodian, who should 
satisfy MmseH that tho requisition is properly mado. 
The custodian should personally unlock and relock the 
binders when leaves are removed or in, sorted. Now 
binders or oases should be issued under tho same 
precautions. 

(4) All leaves handed in as complete should be filed in convenient 

order in a looked binder for the relative Ix;(lg(>r or group 
of Ledgers. These binders should bo under tho solo 
control of the custodian. No ledger clerk should bo 
permitted to destroy any leaf which may become damaged, 
or disfigured. All such leaves should be returned to the 
custodian. 

(6) If practicable, no leaves should be removed until they 
have been passed by the auditors. 

(6) If the leaves are distributed amongst the staff at balancing 

periods, the custodian should satisfy Inmself that the 
^dgers are properly reassembled on tho conclusion of 
the work. 

(7) Tim loose leaves should hear the distinctive mark of the 

and shoidd be printed to the firm’s special pattern. 
Strict mstmotiona should he given to the printer that 
the firm s special pattern of loose leaves is to be supplied 
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only on an official order form signed by the custodian, 
Ordinary forms of loose leaves stocked by stationers 
should not be emjiloyed. Miferent marks and patterns 
for different Ledgers afford a further safeguard. 

(8) A register should be kept by the custodian recording par- 

ticulars of all new loaves received into stock, and full 
details of the leaves issued to the ledger keepers, 

(9) Burpriso visits should be made by the aufhtors, if possible, 

(10) The ledger clerks should be changed’ periodically from one 

Ijcdger to another, without notice. 

Costing. — ^The employment of cards in connection with costing 
is increasing amongst manufacturers. A .card "or set of cards is 
kept for each article of manufacture, or set of articles, or for each 
job or contract. Dead matter can be eliminated and indexing 
is facilitated. The system can be usefully applied to Store-s and 
Cost Ledgers and the element of fraudulent manipulation is absent 
in this connection. 

In suitable cases, the costing of orders or jobs is recorded almost 
wholly by means of cards." A daily card is entered up by each 
workman employed on the job, and handed in to the timekeeper 
at the close of the day ; from these cards, weekly time cards are 
written up by the costing staff. Cards arc also mitten up by the 
coisting staff for all materials issued for the particular job by the 
store-keeper, and for expenses incurred for the job. These cards 
are filed in convenient form — ^usually under an order number — and 
from them the final cost card, showing the totals of all the separate 
cards, with the appropriate oncost added, is prepared. When kept 
in this manner, cards take the place of a Cost Ledger, 

Time Accounts, etc. — The author’s firm employs cards to record 
the time accounts of the staff, and finds the method convenient. 
Limited companies sometimes employ the loose-leaf or card method 
for the register of members, or debenture holders. Many other 
directions could be instanced where these methods of record are 
advantageously employed, but their widest employment is un- 
doubtedly in oomrection with Ledgers and other books of account. 

Indexing. — The card method is conspicuously justified for 
indexing statistics, orders, catalogues, reports, records of employees, 
stock records, quotations, addre.ases, lists of subscribers, corre- 
spondence, inquiries and so forth, but these things appertain to 
office organisation rather than to book-keeping. 

The loose-loaf and the card have their respective champions, 
but there is no room for hot partisanship if, as is the case, the card 
may be more suitable in one set of circumstances, and the loose- 
leaf in another. It may, however, be conceded that more elalinrate 
rulings are iiossiblc on the larger loose leaves, that they are loss 
likely to bo lost, and are, probably, less open to fraudulent mani- 
pulation than the cards. 

Meohaotoai, Aids. 

Inventors have placed at the disposal of the book-keeper several 
ingenious mechanical devices by which his work may be liglitcnod. 
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and their employment is certainly on the increase. The most 
notable of these are the listing, calculating, adding, posting, sorting, 
tabulating, combined typewriting and calculating, and book- 
typewriting machines of various makes. Poi’haps one of the 
most useful of these devices is the listing machine which typewrites 
figures in columns, and keeps the total of the items taimlated in 
front of the operator, who can print the total of tlie column at any 
desired moment. But to describe these and other machines in 
detail would be to occupy space that can bo more profitably devoted 
to the main purpose of this work ; and verbal description is in- 
effective compared with inspection of the appliances themselves. 
The same remarks, apply to filing cabinets, loose-leaf ledger.s, card 
systems and other adjuncts of the modern office. Some of these 
appliances have revolutioni.sed office work. The student is 
recommended to take an early opportunity to inspect those things 
in the show-rooms of the manufacturers or dealers, hleanwhile, 
he will be able to get a far more effective idea of their construction 
and usefulness than any that can be given hero by writing to the 
under-mentioned firms for a descriptive booklet of their products 
and enclosing stamps for a reply. 


Bubboughs Adding Maohine, Ltd., 130 
Regent St., London, W. 1. 

Elliott Eisheb Company, Bush House, 
Aldwych, W.O. 2. 


Qlodb-Weenicke Co., Ltd., 44 Holborn 
Viaduct, London, B.C. 1, 

Kalamazoo (Sales), Ltd., 40 Grosvonor 
Place, London, S W. 1. 

Lamson Pakagon Supply Co., Ltd., Queen’s 
House, Ifingsway, London, W.C. 2. 
Remington Typewiutbb Co., Ltd., 100 
Gracechurch St., London, E.C. 3. 
Ronbo, Ltd., 6 Holborn, London, E.C. 1. 


Shannon, Ltd., 67-69 Victoria St., Lon- 
don, S W. 1. 

Tollit & Haevey, Ltd., 40 Gresham St., 
London, E.C. 2. 

Muldivo Calculatino Machine Co., Ltd., 
49, Queen Victoria St., London, B.C.4, 

Bbitish Tabulating Maobpnb Co., Ltd., 
Victoria House, Southampton Row, 
London, W.C. 1. 


Adding Machines, Posting 
Machines, 

Book-billing MachiiuB, Com- 
bined Posting, Invoice 

Writing, and Adding 
Machines. 

Office Eurnituio. 

Loose-leaf Books. 

Business System Stationers, 
Carbon Chock Books, otc. 

Typing and Billing Machines. 

Copying and lJuplicating 

Maohinos and gouorul office 
apidianoes. 

Office Euniituro, Irilos, etc. 

Looso-loaf Books, Card 
Systems, Special Rulings. 

Calculating Maeliinos. 

Statistical Maoliinory. 


EXAMINATION QUESTIONS. 

1, Name some of the defects of single-entry book-keeping. {National 
Union Teachers.) 

2, In a firm where nothing beyond a Cash Book has boon kept and 
stock taken, you are required to prepare a Balance Sheet, Trading, and 
Profit and Loss Accormts. Describe your methods. {Incorporated 
Accountants.) 

3, Describe the steps you would take in order to prepare a Trading 
Account, Profit and Loss Account, and Balance Sheet from a set of books 
which had been kept upon the single-entry system, {London Chamber 
Commerce.) 
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4. Robinson started business on January 1, 19.., with £1,000, lie 
kept no books. IIo paid all moneys received into his Bank (tlioy being 
clearly dosoribod in his jinying-in slips), and made all payments by Cheque. 
He cnrofuHy prosorvcd all vouchors and invoices received, ond jiross copies 
of invoices of ni'odit sales. How would you proceed to show tho result of 
his first year’s trading, with a view to his taking a partner ? What further 
facts would you require to know ? {Chartered Accountants.) 

6. Sot out below is a statement prepared by Mr. J. Brown, a cigarette 
manufacturer, claiming to allow tho result of his year’s trading. 

1)0 you approve of the statomout 7 Give brief reasons in support of 
your views. 


DECEMBER 31. 19... 


£ 

To Capital . . . . . , . . 2,659 

„ Simdry Creditors . . , . 9,8.'i0 

„ Loan 2,000 

„ Bank Overdraft . . , . 2,000 

„ Balance, being prolit for 

tho year 1,591 


By Plant and Machinery , , 6,069 

„ Eiimiture and Eitlings ,, iS? 

„ Goodwill 1,600 

„ Stock M51 

„ Sundry Debtors . . . . 4,484 

„ Cash in hand 19 

„ J, Brown, Private Draw- 
ings 400 


£r8,100 I 

6. The following is the Balance 
December 31, 10., ! — 

LiA.Bii.mES. £ 

Sundry Creditors 320 

Reserve for Wages owing . . 30 

Capital Accounts : — 

J. Ramsey . , £700 

ir. Ryan .... 700 

1,400 


£18,100 

{London Chamber Gommeice.) 

Shoot of Ramsey <fc Ryan, as on 

Assets. £ 

Cosh in hand . . 10 

Cash at Bank 250 

Sundry Debtors 700 

Slocfc-in-Trado 640 

Offleo Furniture 60 

Plant and Maoliincry . . . , 200 


Up to that date tho boolts had been kept on an incomplete single-entry 
system, and tho firm wish you to open o new set of books on the system 
of double entry. What books would be required, what procedure would 
be necessary to open tliom, and briefly what mstuiotions would you give 
to tho book-keeper as to tlioir use ? {Lancashiie and Cheshire Institutes.) 

7. You are instructed by a client to convert his single-entry system 
into one of double entry, How would you proceed 7 Give entry or entries 
based on the following statement of Assets and Liabilities : — 


LiABn,mKS, £ 8, d. 

Sundry Creditors . , 2,146 9 2 

Loans 600 0 0 

Bills Payable .. ,. 1,686 4 9 

Bank Loan , . . . 600 0 0 


Sundry Debtors . . 3,690 7 2 

Casli 661 9 2 

Stock 1,924 2 8 

Furmtuie , . . . . . 1 87 0 0 

Premises 2,000 0 0 

{Chartered Accountants.) 


8, George Waud started in business as a wholesale tobacconist on 
January 1, 19.., with a cash capital of £2,000. Ha kept no books. All 
his receipts were paid into tho Bank, particulars being toeordod on tho 
eountorfoils of the paying-in slips. Press copies were kept of all aalo.s, and 
invoices, representing purchases, were carefully filed, A sum of £5 was 
drawn weekly for petty cash, but no details of disbursenionla wore kept. 

Waud asks you to prepare his accounts for the year ended Docombor 31, 
19 . , . How should you proceed, and what further information, if any, 
should you require 7 {London Chamber Commerce.) 

9. Waller Robinson, who is a slate merchant, has recorded Ilia transac- 
tions in the following books : (a) Sales Day Book, in which all sales lo 
customers have been entered. The sales have been posted in detail to the 
debit of the customers’ personal accounts in tho “ Salos Lodger." (b) Cash 
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Book. Only " Bank ” items have been dealt with in this book, and all cash 
thus received and paid has been duly entered. Cash received from customers 
has been posted to their credit in the “ Sahis Lodger.” Cai-h paid to 
oroditors for goods purchased has been posted to their debit in the 
‘‘ Purchases Ledger,” With these exceptions, no further posting lias been 
done (c) Petty Cash Book. This book, used for small wish payments, 
has been kept in funds by a weekly cheque passed through the “ Cash 
Book.” (d) “Sales” and “ Purchases ” Ledgers, us referred to above. 

Statements from creditors and receipts have been kept on a file, but 
not otherwise dealt with. Plxcopt os detailed above, no furlhor record 
of any kind has been kept by Kobinson of liis business transaetions. Is 
Robinson’s system of book-keeping an oflicient ono ? If not, wimt altera- 
tions or additions will be necessary, in order Hint ho may lie in a i»osition 
to prepare proper aipiual accounts ? (Royal Society Arts.) 

10. A client, who desires to purchase the business carried on by the 
late James Brown, gimsmith, instructs you to prepare aceounts showing 
the trading results for the three years ended Jimo 30, 11). ,, and the financial 
position as on that date. 

State the procedure you would adopt in proporing thoso accounts, upon 
finding the following cirouinstoncos i (a) No “Private” or "Nominal” 
Ledgers have been kept, (6) The “ Purohnso ” and “ Sales ” Journals liiivo 
been posted in detail to the “ Personal ” Lodgers, but the dates are so 
often omitted or are so inaoourate that it iaimpossililo, as tho books stand, 
to arrive at the correct Ledger balances at any given date, (r) Numerous 
small items representing “ Returns, " “Allowances,” “Overcharges," etc., 
have been entered direct into tho customers’ pereonal accounts without 
having previously possed through any books of first entry, (d) Many of the 
customers’ accounts standing upon the books am greatly overdue, and are 
obviously of doubtful value, (e) None of tho expense itonw on tlio Credit 
side of the Cash Book have been posted other than ohorjui's handed to 
creditors for goods supplied by them ond credited to their personal accounts 
through the Purchase Journal. (/) No proper return has been made for 
Income Tax purposes, taxes having been paid upon estimated ossessmoiita 
made by the surveyor. (Chartered AccounlnnU,) 

11. A, B, and C, trading in partnership, keep their books by single entry. 
Partners are entitled to 6 per cent, interest on tho amounts standing to 
their credit at the beginning of each year, and B and 0 are entitled to £300 
and £200 per annum respectively, by way of salary. Tho icmaining profits 
are to be shared, A J, B C On January 1, 10. ., their Capital Aeeoimts 
were t A, £2,700 ; B, £1,080 ; 0, £120, and their assets included plant valued 
at £820. In the hilf-year to June 30th following, each partner hatl drawn 
the interest on Capital to which he was entitled, B and C had received tlioir 
salaries, and they had also drawn at the end of each month, A £50, B £30, 
0 £25. They h^ bought further plant costing £220, and now valued tho 
whole at £950. Oreditors are £1,870 ; Cash, £460 ; Debtoifl. £3,040 ; Stock, 
£1,890. Prepare the Balance Sheet os on Juno 30, 19... (Chartered 
Aocouniants.) 

13. W. Johnson is the sole owner of a crucible stool manufacturing 
business. He instructs you to prepare a Trading Account for tlie year 
19 , and Balance Sheet os at December 31, 10... 

On investigation, you find that ha has kept a Cosh Book (in which ho 
has entered all receipts and payments, including a weekly salary to himself, 
interest on capital and drawings, all of which ho has actually drawn out 
from the business), a Sales Ledger, and a Sales Day Book, which latter has • 
never been cast up. He has not kept a Purchases Day Book or a Purchases 
Ledger, aH accounts being paid from statements or invoices. 

* How would you pieced ? (Chartered AooountarUs.) 

13. Robert Webber keeps his books by the single-entry method. 
His financial position. on December 31, 19. . , was as follows i Cosh In hand, 
,£12 10s. ; Gash at Bank, £163 ; Stock-In-Trade, £642 i6e. { Sundry Debtors, 
£421 10s. j Fixtures and Fittings, £89 } Machinery and Plant. £981 ! Sundry 
■Creditors, £1,209 ICs. 
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During tho yonr Hoborfc Wobbor withdrew from the business, for private 
purposes, Ibo sum of £480. 

At tho close of the year Webber’s financial position was as follows : 
Machinery and Plant, £l,3.'i0 10s ; Ii'istnrps and Fittings, £80 10s. ; Sundry 
Debtors, £7:12; Ktock-in-Trailo, £050 10s.; Gash in hand, £16; Bank 
Overdraft, £.')()0 ; b'undry Creditors, £1,400 10s. • 

From tho above particulars proporo a statement allowing tho pi’ofit 
made by Robert Wobbor for tho year ended Decombor Slat. Whon 
propamig this statomont no doprociation need bo n niton off any of the 
assets, and no provision for bad and doubtful debts is necosaary. {I^onclon 
Ohamhe.r Oommcrce.) 

14. X, Y, and Z, carrying on business in partnership, keep thoir books 
by single entry. On Juno 30, 19. ., tho statement of their position nos : — 

876 Cash 71 

413 Debtors 698 

218 Stock 416 

Plant 285 . 

Z 137 

£R607 £1,607 

On Juno 30lh following, Cash was £47 ; Debtors, £714 ; Stock, £380 ; Plant, 
£420; and Crcditoi's, £351. Thoy share profits in tho proportions of 
f, and f, and thoy have drawn per week during the year : X, £7 ; Y, £1 ; 
Z, £3. Interest on Capital and I’artnors’ Overdrafts at 0 %. Show the 
position of their accounts on June 30th, and how the amounts are arrived 
at. {Charleml Accountants,) 

16. C D, a client of yours, has boon invited to join A B, in partnorsliip. 
Ho is offered an equal share in tho business, for which ho is to pay an amount 
equal to two years’ purchase of tho profits made by A B, in 19. . You 
are asked to certify these profits. 

On attending at A B’a oflioo you find that he has prepared a Statement of 
Affairs as on December 31, 19.., and a similar statement as on the preceding 
December 31. The balance between the Assets and Liabilities lias been 
treated as representing A B’s capital, and the increase shown by tho oapil al 
figure of £2,041 is olaimed by A B to be the profit for that year. 

Tho Lodger contains accurate personal accounts, but no iiominal accounts 
have boon kept, although the material for their construction is available. 

Describe the steps you would take in order to satisfy jmursolf as to the 
correct figure of profit before giving the desired cortifloalo. {Chartered 
Accountants.) 

18. Henry Johnson, a grocer, keeps his books by single entry. On 
January 1, 19. ., his Assets and Liabilities were aa follows : Cash in hand, 
£2.6 ; Cash at Bank, £300 ; Stock-in-Trade at cost, £500 ; Fixtures and 
Utensils, £100 , Sundry Debtors, £276 ; Simdry Creditors, £600. 

During tho year ho drew out of the business £300, for liis own private 
purposes. 

His Assets and Liabilities on December 31st wore as follows : Cash 
in hand, £10 ; Cush at Bank, £430 ; Stock-in-Trnde, £460 ; Fixtures and 
Utensils, £120 ; Sundry Debtors, £330 ; Sundry Creditors, £560. 

Bropare a statement, showing Henry Johnson’s profit for the year, 
after writing off 10 % for depreciation on Fixtures and Utensils and pro- 
viding 10 % on the Sundry Debtors, to cover Bad Debts. (Chartered 
Accountants.) 

17, Jones kept his books by single entry. 

The following are his Balances on Dooomber 31st : Plant and Machinery, 
£6,000 ; Stock, £3,000 ; Book Debts, £2,000 ; Cash at Bankora, £360 ; Cosh 
in hand, £30; Jones’s Drawings, £600; Creditors, £2,600 ; Bills I’ayable, £300 

His Capital on December 31st, previous, was £0,800. 
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Make up Profit and Loss Account for the year, after writing off D % from 
Plant and Machinery, alloiving 3 % interest upon Oaiiital (but not on iJraw- 
ings), and reserving for Book Debts discounts at 2J %. (Chartered 
Accountants.) 

18. On January 1, 1930, A took B into partnership. A’s liooks wore 
kept by single entry, and" tlie following statement as on the above date 
showed his position as follows : — 


Liabilities. £ 

Sundry Creditors . . , , 1,600 

A’s Capital 2,000 


Assets. f 

Sundry Debtors 2,. 300 

Stock-in-Trade . . . , . . 1,000 

Fixtures and Fittings . . 300 

Cash at Bank and in hand 200 




£4,200 


It was agreed that B should not draw on aeoonnt of profits more than 
£260 per annum, until he had paid to A a premium of £100 out of hia share 
of profits in excess of £250. A’s capital was to bo f2,(i00, as shown above, 
the new firm taking over the Assets and discharging tlio Liabilities, B 
was to bring in £600, which he did on January 1, 1030, The partners wore 
to receive 6 % interest on their Capitals, and the profits or losses wore 
to be divided, A two-thirds and B one-thinl. A’s drawings wore : 1U30, 
£600; 1931, £640; 1932. £680. B drew £250 each year. 

The position (apart from Capital) on December 31, 1930, 1931, and 1932 
was as follows : — 


1020. 1931. 1932. 

S t S, 


Assets 6,000 4,9.60 6,700 

Liabilities 1,760 1,600 1,000 


Amounts due from B to A in respect of premium wore to bo traiwferrod 
from his Capital to A’s Capital Account. 

Make out a statement showing the profit or loss for each year, and write 
up the Partners’ Capital Accounts. 

Also show the position between A and B as regards the premium. (Chur- 
tered A ccou7itants.) 


19. A and B, a firm of surveyors, ask you to audit their books at tho 
end of the first year of the partnership. On arriving at the office you linil 
the only books of account are : — 

(1) Press Copy Book, into which the debit notes for foes are copied. 

The press copies are marked as paid, and dated as awl when tho 
foes are received. 

(2) Petty Cosh Book, in which the wooldy salaries of tho staff and all 

smaller expenses are entered. 

(3) Bank Pass Book, all payments other than potty cash boing made 

by cheque. 

The Partnership Deed is produced to you, and it appears thorofrom • 

(a) A brought into the business various assets and tho coimoction at 

the agreed value ot £000. 

(b) B brought in £600 in cash. 

(c) The profits are to be divided equally, 

(d) The partners are entitled to draw on account of profits : A £0 pnr 

week, B £5 per week, and they have, in fact, drawn those rospeetivo 
amounts by cheques. 

Under these cirenmstanoes, how would you audit the accounts for tlio 
pMt year, and what books would you advise the firm to keep in future 7 
(Chartered Accountants.) 


. „ are profit, wnoH-mum ana 

ro-fifths respectively, and instruct you to prepare their Balance Shoot 
on October 31, 19* •, together with a Profit and Loss Account for tho 
year ended on that date. 
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Upon analysing tho firm’s Cash Book for that period you find the follow- 


X. s. fi. 

Bank Balaiico, November 1, prior 400 0 0 

Black’s Drawings 4;;0 0 0 

White’s Drawings . . . , 300 0 0 

Baid to Trade Creditors (including Bills Payable) . . 3,800 0 0 

Wages 1,100 0 0 

Salaries fiOO 0 0 

Other Business Expenses .. 1,325 10 0 

Received from Trade Debtors (including Bills 

Receivable) 5,304 10 0 

Bank Balance, October 31, 19- ' (Overdraft) .. • 150 0 0 

Cash in hand, October 31, 19- • .. .. .. .. 20 0 0 

Receipts from Cash Sales ..... 1,.581 0 0 


The respective capitals of Black and White at previous November 1, 
were £4,000 and £1,000. 

Particulars of the other Assets and Liabilities of the firm are as folloivs, 
viz. i — 


Stock on hand 1,980 0 0 

Debtors .• 2,500 0 0 

Creditors 2,200 0 0 

Bills Receivable 500 0 0 

Business Promises .. .. ., .. 2,000 0 0 

Dills Payable aoo 0 0 

Office Eiirmture 120 0 0 


Oct. 31, 

£ 8. a. 

2,.500 0 0 
1,935 1 0 0 
700 0 0 
700 0 0 
2,000 0 0 

120 0 0 


Under tho Partnership Deed, 6 % interest on Partners’ Capital is to 
be a charge to Profit and Loss Aooount (ignore drawings), and Wllito is also 
ontitlod to bo credited with a oommission of (i % upon tlie not profits 
divisible between the partners after charging such commission. 

Reserve £160 for Doubtful Debts, and write off 5 % Depreciation on 
Business Promises and Office Furniture. (Ohaitcred Accoimtants.) 

21. You are instructed by T. Jones, who keeps hia books by single onlry, 
to prepare a Profit and Loss Account of his lnismes.s for tlie year onclod 
September 30, 1031, together with a Balance Shoot as on that dale. 

Upon analysing the Cash Book for the year you find the following, viz. i — 


Bank Overdraft at October 1, 1930 

Interest on above and Bank Charges . . . . , . 

T. Jones’s Drawings 

Manager’s Salary , . . . . . . , . 

Salaries anrl Wages . . . , ] ] 

Other Business Expenses 

Paid to Trade Creditors 

Balance at Bankers, September 30, 1031 !. 

Balance in hands of Cashier, September 30, 1931 . . 

Received from Trade Debtors 

Received from Cash Sales 


£ 

800 

15 

400 

200 

1,1)00 

i.nan 

3.000 
485 

15 

5.000 

3.000 


T. Jones’s capital at October 1, 1930, was £7,000. 

His Stock on hand on Oct. 1, 1930, was £1,800, and o; 

His Creditors „ „ £1,600 „ 

His Debtors „ „ £L4()0 ”, 

His PmTiitnre „ „ £200 ,’ 

His Business Premises „ „ £3,000 „ „ £3,000 

You are to allow 6 % interest on the balance of Capital at flctnbei- 1 , 191 0, 
to reserve £300 for Doubtful Debts, and to charge 5 % Deiimciation on 
Business Premises and Furniture. 

In addition to the £200 salary already paid to tlio manager, ho is cntitli'd 
to a commission of 6 % upon the net profits, after charging such Halary 
and commission. 
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Make provision for this commission, and prepare tlio accmmts ns 
instructed (Charteted Accountants.) 

33. The following IS the Balance Sheet of D, a manufnctuicr, on Juno 30, 


19..:— 

£ £ 

Assets. 

£ £ 



Freehold Buildings . . 

4,. 700 


6,500 

Plant and Machinery . . 

3,300 

„ Wages . . . . 

140 

Cash in hand 

76 

5,200 



Sundry Debtors . . 

'pen&es .. .. 

• 86 

Less Estimated Dis- 


6,726 

counts 

400 


2,400 


4,800 

D’s Capital 

13,150 

Stock 

0,600 


• £22,275 


£22.275 

His books are kept by single ontr 

y, and tho following is an 

analjHiH of 

his cash transactions foi 

the year ended dune 30, following: — 


Reobivts. 

£ 

Payments. 

£ 

In hand, June 30, 19. . 

75 

Bankers 

.. 21,300 




.. 9,125 




.. 5,000 

Additional Capital 

. . 2,000 

„ Carriage Inwards . . 

. . 140 


„ Carriage Outwards 

„ Salaries 

„ Travelling Expenses 
„ Trade Expoiihes . . 
Private Drawings 

In hand, Juno 30, 19. . 

700 
. . 1,250 

550 
.. 750 

. . l.HOO 
.. 85 


£41,900 


£41,000 


His bankers have debited him with £120 for intorest and hnnkeis’ cliargi'M 
not included in the foregoing cash statement. On June 30, the elrising ilate, 
he owed creditors net for Goods £6,600, Wages £70, Trade Hxpenses £U.“i, 
and for Carriage Outwards £100. The value of the Stock was £10,400. The 
Sundry Debtors amounted to £6,600, but of these £400 were bntl, and the 
estimated discounts on the good debts weio £460. The discnmits allowed 
duiing the year on receipts from oustomers amounted to £1,400. 'I'lie rate 
of Depreciation on the Buildings was fixed at 2 % per annum, and on the 
Plant and Machinery at 10 % per annum. Prepare Baltuieo Sheet on June 30, 
Ifl.., and Trading and Profit and Loss Accounts for the year, ignoring 
interest on capital and on drawings. {Chartered Accountants,) 

28. What do you imderstand by tho “ slip system ’’ of Ledger posting 7 
To what classes of business can the system bo advantagooimly ap))lied ? 
Illustrate your answer by giving two pro-Jorma posting slips applicalilo 
to the business you select. (Royal Society Arts.) 

24. Briefly explain the slip sj^atem of posting, and state tho classes of 
business to which it can be advantageously applied. 

Discuss the merits and/or demerits of the system from an auditor’s point 
of view. (Chartered AccountanU.) 

, ■'^hat you consider to bo the advantages and disadvantages 

of Card. Ledgers, giving particulars of the system and describing methods 
adopted for detecting missing and miaplaood cards. (Central Association 
Accountants.) 

26. What, in your opinion, are the advantages and disadvantages of 
Card Ledgers 7 Lay down a short sot of rules for the control of tho cards 
and the guidance ,of the book-keeper. (Chartered Accountants.) 

27. ^at speoial precautions do you advise when Loose-leaf Lodgers 
are used 7 (Inwrporated Aceountanis^ 

Briefly explain the merits and demerits of Loose Leaf and Card 
Books 'of Account from on auditor’s point of view. 
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Blank, a client of yours, employs six .Sales Journals — one for each week- 
day. Those Journals coiiHist of the ordinary bound books. They are posted 
to three Ledgoia — Town, Country and Export — which consist of cards Hied 
alphahetically in cabinets. 

Blank reports to you that a member of his staff received payment of 
several accounts in cash over tho coimter, tore up the rotative Ledger Cards, 
and misappropriated tiie money. Ho asks you to advise him how to prevent 
a recurrence of sirmlar frauds in the future. 

What advice should you give 1 {Oharlered AcoounlanU.) 



CHAPTER II 


Teading, WoRkiua, ahb Manotaottjbing Accounts. Revenue, 
Rbcedpts, and. Payments, and Income and Expenditure 
Accounts The ‘Graphic Presentation of Business 
Statements. 

It is assumed that the student is fully acquainted with the book- 
keeping operations which lead up to the extraction of a Trial 
Balance and the preparation therefrom of Trading and Profit and 
Loss Accounts and a Balance Sheet. • 

Trading and MAHUEAOTURiNa Accounts. 

Construction of Trading Account.— It is the author's experience 
that, when an examination question is set which calls for the prepara- 
tion of accounts from given figures, an almost bowildemig varia- 
tion will be shown in the construction of the Trading Account, 
and consequently, of course, in the figure of gross profit. Such 
divergencies are, perhaps, not greatly to be wondered at considering 
the variety of methods adopted in actual practice. Indeed, it 
may be admitted at once that the special needs of the trade or, 
indeed, the particular requirements of the proprietor, should be 
met. It IS impossible authoritatively to define the term “ gross 
profit,” so great is the confu.sion of opinion upon the subject. 
Even in identical businesses the term may indicate six difterent 
results to half a dozen men, though it should not be difficult to 
agree upon the items which ought to oomprise the Trading Account 
of a distributing business. After all, if the Trading Account is 
to serve a really useful purpose, it should furnish the proprietors of 
the business with the desired information in the moist useful form , 
At the best, the actual gross profit figure is not of supremo impor- 
tance ; the really important thing is the ratio which it bears to 
former trading periods. Fluctuations iu the ratio of gross profit 
between period and period are of vital importance. 

Basis must be Consistent. — ^It will not be disputed, however, 
that Trading and Manufacturing Aoooimts ought to be drafted 
upon some reasonable and consistent plan. Such a iilan is fre- 
quently lacking in the answers sent in by examination candidates. 
The author ventures to suggest that the wisest course for the 
student to adopt when answering examination questions is to 
include in the Trading Account all such items as directly affect 
the prime coat of purchasing or producing the article dealt in or 
manufactured, leaving the costs of sale and distribution and all 

30 
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general overhead charges to be dealt with in the Profit and Loss 
Account. 

Prime. Cost Basis . — ^By prime cost in this connection is meant 
the cost of raw material plus carriage inwards and the wages paid 
in producing the commodity dealt m. AH these items should 
move in sympathy with the turnover, whereas the majority of 
the Profit and Loss Account charges will to a large extent at any 
rate, remain unaffected by the volume of the sales. This method 
will result in a gross profit figm’e which is capable of comparison 
year by j’^ear on the basis of the turnover of the .business. 

It IS probable that almost every trial • balance will contain 
items which can be reasonably asserted to enter into the cost .of 
the article produced, such as repairs, depreciation, rent, etc. Such 
items do not, however, rise and fall with the turnover, and, in 
the absence of specific instructions, and fuller detail of the con- 
ditions under which the business is worked, the examination candi- 
date will be well advised to confine his Trading Account to the 
elementary constituents of prime cost. 

Attempts have been *rmade for the benefit of the student 
to differentiate between Trading, Manufacturing, and Working 
Accounts. In the author’s opinion, these endeavours are not 
very helpful in view of the fact that all three terms are used in the 
commercial world without much discrimination. The phraseology 
of the heading of the account is not a matter of vital moment. 

Various Forms of Trading Accounts.— In the simplest form 
the Trading Account will probably appear as follows : — 



In accounts prepared upon these lines, the discount obtained 
upon the purchases is sometimes credited to the account in order 
that the absolute net cost of the purchases only shall be charged. 
It may well be argued that it is inconsistent to credit discount on 
purchases while ignoring the debit for discount on sales, since both 
are matters of financial policy rather than of trading proper. 

Two-Section Trading Accounts. — Some busmess men who 
manufacture the whole, or part, of the goods they handle prefer 
to divide their trading accounts into two sections in a way Bimilur 
to that shown in the accounts of the Blast Furnacc.s given at 
p. 27. By this method one may either show (1) the actual cost 
price of the goods manufactured, or, alternatively, (2) credit the 
manufacturing account with the current market value of the goods 
produced and so ascertain whether the manufacturing depart- 
ment has justified its existence. For many reasons the latter 
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method is to be preferred, but experience shows tlie former 
procedure to be the more common. Assuming tiiat the inauufao- 
turer manufactures the bulk of the goods sold by him, his Trading 
Account under method (1) would appear as follows: — 


MANUFACTURING 'ACCOUNT FOR THE YEAR ENDED 
DECEMBER 31, 19... 



* Soeiumarlifi on provioua page regariilng this Hem. 


TRADING ACCOUNT FOR THE YEAR ENDED DECEIMBER 31. 10... 



Trading Accounts and Costing.— In these days, when soientific 
costing systems are becoming more and more important, it is 
not unusual to find that the older and more stereotyped form 
of Trading Account and Profit and Loss Account is superseded by 
a form of account specially devised to give the information in the 
form rendered necessary by the details required for the compilation 
of the costing system. The various expenses of production are 
grouped as between direct and indirect charges, and the shop or 
works oncost figures represent ofBice or establishment expcnsc.H. 
In such cases it is usual to deal with the initial and final stocks 
in the Ledger accounts for each class of purchase and to bring in 
the net figure only as representing the consumption of each par- 
ticular article for the period. A Trading Acoount drafted upon 
these lures is given in the chapter on Cost Accounts, at p.773 
Percentage Trading Accoimts.— These are merely Trading 'or 
Manufacturing Accounts prepared in the ordinary way, but with 
an additional oolumn for the insertion of the proportion which the 
expense figures bear to the sales or output as the case may be . 
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TRADING ACCOUNT FOR THE YEAR ENDED DECEMBER 31, 19. 


on Sales 
28-20 
G4-81 
75 
26 40 

To stock 

„ Piu'chasea (Wet) . . 

„ Carriage . . . . 

„ Balance carried to 
Profit and Loss 
Account, Being 
gross profit for 

1 '961 

5,207 

0 

0 

0 

0 

d. 

0 

0 

0 

on Sales 
100 0 
24-25 

By Snlesfnet).. .. 

„ Stock .. ., 

20,000 

4,850 

0 


124-25 

£ 

24,850 

0 

0 

124-26 

£ 

24,B60 


3 


In some cases the percentages which the costs bear to the 
sales are contrasted for a number of years for the information, of 
the management in the manner shown below : — 


MANUFACTURING ACCOUNT. 


PERCENTAGE STATEMENT FOR THE FIVE YEARS ENDED 
DECEMBER 31, 19.,. 



The student will realise that no stereotyped forma can be given 
for the preparation of Trading Accounts. The particular circum- 
stances of the business, the preferences, or even the fads, of the 
management, all influence the way in which they are presented. 

Typical Trading Accounts. — ^The great majority of companies 
are careful not to give the public any indication of the cost or 
volume of their turnover, and they therefore abstain from pub- 
lishing Trading or Working Accounts. For this reason the 
theoretical student has little opportunity of examining " live ” 
accounts of the kind, and it may be helpful therefore to set out 
a few specimen Trading and Working Accounts. 

The Theatres Working Account shown combines the working 
results of the several theatres owned by the Company. The account 
is framed in the above manner in order to show the actual working 
profit on the theatres. All the “ costs of entertainment ” arc 
debited and all takings are credited. The great majority of the 
films shown are rented for three or six days, as the case may he, 
only those of transient mterest, such as “topical budgets,” etc., 
are purchased, and these are resold to smaller theatres at reduced 
prices, according to their degree of novelty. Separate accounts 
are kept showing the working of the refreshment deiiartment, 
and the resulting profit only is shown in the above account. I'hc 
“ theatre profit ” js cairied to the Profit and Loss Account, which 
is then charged with secretarial and of&ce salaries and oxpen.scs, 
printing, stationery, legal expenses, Income Tax, directors’ fees, 
and so forth. 
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TRADING ACCOUNT OF TOBACCO PLANTATION 


TRADING ACCOUNTS 
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The Jam Manufacturers’ Account at p. 24 is designed to 
arrive at the gross profit achieved after all cost of manufacture 
and distribution have been charged against the sales. The balance 
of the account is carried to the Profit and Loss Account, 'which 
is then charged with office and management salaries and expenses, 
depreciation, directors’ -fees, and general overhead expenses. 

The purpose of the Crop Cost Account on p. 25 is to ascertain 
the actual plantation profit shown upon the basis of the coat of 
producing the year’s tobacco crop in the East, as compared with 
the price realised by its sale in Amsterdam — the tobacco market 
of Europe. The account is self-explanatory, with the exception 
of the item “ loss by 'death of coolies.” When coolies are engaged 
an advance is made to tliem which is repaid out of future earnings. 
The item in question represents bad debts which have arisen in 


connection with the death or default of coolies. Owing i.o the fact 
that the tobacco crop is sold outright by auction, or toniler, there 
are no stocks to be dealt with in the accounts. But if a crop is 
very late in any one year, the stock actually in hand at the date 
of the Balance Sheet will be valued ^.t the prices subsequently 
realised, and not at cost, since the whole aim of the accounts is 
to ascertain the crop profit. Were this method not adopted, 
there might be a “ year ” without profit, the following year’s 
accounts including two years’ profits — ^whicli would ))0 ahsiird in 
the circumstances. The item “ Replacements and Rejiairs ” will 
doubtless appear to be heavy to the student. Plantation Coin- 
|)anies not infrequently treat the “ Plantation,” “ Estate,” or 
“ Block ” asset account in the Balance )Shoot as a fixed amount 
and charge all future estate expenditui-e against tlio current crop. 
This practice is a wise one owing to the very heavy dei)rocitition 
which takes place in tropical climates, and in view of the frail 
construction of many of the buildings. 

The profit arrived at in the above account is transferred to the 
Profit and Loss Account, which is then charged with the expendi- 
ture at the London office. Income Tax, directors’ fees, and so fortli. 

The first of the accounts at p. 27 is designed to show the iron- 
master the exact cost per ton of the iron produced by him. This 
formation is of paramount importance. Tiie whole cost of produc- 
tion is debited to the Eurnaco Account, which is credited with 
the sale of by-products (Slag, etc.) and a small amount received 
for hauhng materials for neighbours. The resulting balanoo shows 
the cost of the pig-iron produced which, in this case, amounted 
to 37s. 5fd. per ton. The student udll note that no stocks of raw 
materials appear in the Eurnaco Account : this is duo to the fact 
that stock figures are adjusted in the Ledger accounts, as shown 
m the Coal accoimt, the balanoo of the account — roT)rosentin£; the 
transferred to the Eurnaco Account, 

Ihe Pig-iron Tradmg Account forms the second section of the 
working account, and is debited with the stock brought forward 
from the previous period and the cost of the pig-iron produced 
dmmg the curtent year._ The “ Smdry Trade Charges ” Represent 
the cost of sellmg the pig-iron. The account is credited with the 
sales for the year amd with a small amount of iron used in the 
Company s own foim^ ^d repairing shop, and the balance of 
the account is ^en transferred to the Profit and Loss Aoooun! 
and represents the gross profit on the tu rnoveii. fQr .the year 
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Tiio student -will note that the account on p. 28 is divided into 
three sections. The first section shows the gross amount of the 
Bills of Costs representing the year’s work of the fu’m. The debits 
in this section consist entirely of disbursements made on behalf 
of clients charged in their bills. The balance of the section shows 
the 'net amount of the professional fees earned during the year. 
The second section contains the working costs of conducting the 
business and the sundry receipts, and results in a balance which 
represents the profit for the year available for division among the 
partners The third section shows the division of the profit in 
accordance with the partnership deed. 

The account at pp. 30-1 is drafted to show the working results 
of (a) the Country Printing Works, (6) the City Jobbing Works, 
and (d) the Retail Branches of a firm of printers. All charges 
connected with the production of the work executed are debited, 
including discounts and allowances to customers and the cost of 
the work spoilt during printing. The balance of the account is 
carried to the Profit and Loss Account, which bears the usual 
charges for office and mansigement expenses, directors’ fees, and the 
like. 

In the wholesale meat trade it is customary to prepare weekly 
Profit and Loss Accounts. The trade is on a cash basis, and, in 
view of the fluctuations to which the trade is subject, it is of impor- 
tance that the meat salesman should ascertain his results week 
by week. A ruling of a Sales Journal and the form of Weekly Profit 
and Loss Account employed in the Smithfield Market is given 
at p. 32. 

The foregoing illustrations could be multiplied, but it is thought 
that they are sufficiently varied to demonstrate to the student 
that it is impossible to stereotype the form in which such accounts 
should be presented. 

Comparative Trading Accounts. — ^There can be few businesses 
where accounts giving comparisons of the figures with one or 
more preceding years are not of great value. Such comparisons 
of trading results are conveniently accommodated by means of 
the recpiisite number of columns on either side of the account. 
In the case of a Trading Accoimt, mere increases or decreases 
expressed in sterling are of little value. The information of real 
importance i,s the variations which have taken place in the ratio 
which tliose figures bear to the turnover for the several periods 
dealt with. Percentage comparisons enable the management to 
draw conclusions of practical value. Por example, fluctuations in 
the amount of stoclts held require careful watching in some trades. 
In a distributing business the ratio of stock to turnover should 
vary very little, but, in a manufacturing business, fluctuations in 
the market cost of raw materials may reflect an element of specula- 
tion in the manufacturer’s stock percentages which needs careful 
consideration. Overstocking usually indicates bad management 
and may oven point to dishonesty. Decreases in the percentage 
of gross profit earned need careful examination A continued 
decrease in this direction should act as a danger signal. Inereaves 
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WORKING ACCOUNT 
WORKING ACCOUNT FOR THE YEAH, 



in theJaanufaoturing wagea and expenses, cost of power, carriage 
and oimer variable expenses need explanation and justification. 

An example of a Comparative Trading Account is given below. 


COMPARATIVE TRADING ACCOUNT FOR THE YEAR ENDED 
DECEMBER 31, 19..,* 



Comparative Profit and Loss Accounts, — ^Tbe principle of compar- 
ative results may also be usefully extended to the Profit and Loss 
Acoonnt, Some items, of course, will not vary in diroot relation 
to tlie turnover, e.g. rent, rates, or taxes. On the other hand, 
such items as commission, travelling expenses, trade expenses, 
carriage outwards, discount, allowances, spoilage, garage and 
stable expenses, packing expenses, bad debts, and so forth, are 
affected by the volume of the sales. 

Comparative Balance Sheets. — When comparisons with former 
years are given in the Balance Sheet, the variations can, of course, 
only be shown in sterling. In, some cases increases and decreases 
are indicated in red and black ink respectively. 

In all cases where comparative figures are given the important 
consideration to ensure is that the principle employed is sound 
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OP PRINTERS. 

ENDED DECEMBER 31, 19... 



and that the basi.s adopted is consistently adhered to from -period 
to period. It is of the first importance that these accounts should 
be so framed that they will furnish the necessary information 
in the form desrred fay the proprietor of the business, for, after 
all has been said, the accounting method employed by a business 
man should be his servant and not his master. 

Parliamentary Companies. — Companies working under the 
double -account system must of necessity employ the statutory 
form of trading or worldiig accoimt imposed upon the class of 
undertaldng to which they belong. Specimens of accounts of this 
nature, together with full explanations, will be found m the Chapter 
on the Double-Account System. 

Eevenub, Rboeipts and Payments, and Income and Exeendi- 
TDBE Accounts. 

It is assumed that the stuc^nt is already well- acq^uainted with 
the distinctions between, and the uses and methods of compiling 
Revenue, Receipts and Payments, and Income and Expenditure 
Accounts. These matters have been fully dealt with in Boolc-hc&'ping 
and Accounts, Chapter XIX, and need not ho repeated here. 

Receipts and Payments Account. — ^It may be well to remind the 
student that these accounts are only suitable for the needs of 
small benevolent or non-trading undertakings. They deal with 
cash transactions only, and consist of a condensed summary of 
the Cash Book. They should take the form of : — 

B. Blank, Esq., Treasurer, 

In account ivith 

The Parenthetic Society. 

Revenue Account. — ^This term is frequently very loosely 
employed, Amongst amateur.? it is frequently regarded as synony- 
mous with “ Receipts and Payments Account.” In business circles 
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EEVENUE, RECEIPTS AND PAYMENTS 33 

the term is applied to the Profit and Loss, or Income and Expendi- 
ture Accounts, of insurance and similar undertakings, as distinct 
from manufactixring or trading undertakings. The term is also 
employed in connection with the various statutory forms of account 
which are obligatory in the case of the Parliamentary companies 
for which they were prescribed. 

In its widest sense, of course, the term covers all earnings 
and income from trading, manufacturmg,. or any other source, 
and its application to accounts which deal with these matters 
is, after all, largely a matter of custom or persqi^al preference. 
The author does not find it easy, however, to imagine circumstances 
in which the term could not be advantageously replaced by the 
more explicit headings “ Income and Expenditm-e,” or “ Profit 
and Loss,” indeed he would venture to suggest that the distinc- 
tions which are sometimes drawn between the headmgs “ Income 
and Expenditm-e” and "Revenue” are purely pedantic, and 
that if the latter heading were abandoned it would not be missed. 

Income and Expenditure Account. — This term pre-supposes 
double-entry book-keeping* and accounts presented in this form 
must be aocomjDanied by their correlative Balance Sheets. 

The student is aware that such accounts should include the 
whole of the income and expenditure appertaining to the period 
covered by the account irresiiective of whether it has actually 
been received or paid, or not. The result of such an account will 
then show the actual income for the year and will lead up to the 
relative Balance Sheet which will exhibit the financial position 
at the close of the year. 

Examination of some of the accounts published by the various 
societies, clubs and institutions who enrol members or appeal 
for donations, discloses an astonisliing variety of statements, the 
majority of which are incorrectly presented, and consist of a combina- 
tion of Cash Statement and Licomo and Expenditure Accoimt 
unaccompanied by a Balance Sheet. Set out on p. 34 is a typical 
example of the manner in which the accounts of many under- 
takings of this class are presented. The statement affords a good 
illustration of The Wrong Method. 

In order to disclose the proper financial position, the statement 
must be redrafted as shown at p. 35. 

The Statement published by the Society is unfortunately 
typical of the accounts presented by many imdertakings to their 
subscribers. The student will note that the Statement docs not 
disclose the Society’s income for the year. He will also observe 
from the Treasurer’s note that the Society possesse.s assets and 
should therefore present a Balance Sheet. It is, moreover, reasonable 
to assume that a Society of this description must have had out- 
standing liabilities — oven if small— which would be an additional 
reaspn for the publication of a proper statement showing the 
actual financial position of the Society'. 

The income of the Society and the exact financial position are 
exhibited in the Income and Expenditure Account and Balance 
Sheet as re-drafted. 

4 
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Thb Grathio Presentation of Business Statements. 

Accounts and business statistics frequently prove more arresting 
to the commercial man when shown graphically, or pictorially, by 
means of diagrams, than when presented in the oi-dinary columnar 
or tabular form Tliis is especially the case when the statements 
are prepared for the information of those who are unversed in, 
or impatient of, the, usual accounting methods. It sometimes 
happens that the general trend of a series of figures is not readily 
grasped at first sight when pre-sented in the usual financial form, 
but when the same, -figures are presented in the form of a chart 
or diagram, their significance is immediately perceived. 

• Diagrams in several forms are commonly used in business, 
each varying with the character of the facts wliioh it is desired 


The Vertex Motor Manufacturing Coy., Ltd.., 
comparative statement of sales. 



Fio. 1. 

to present. It will suffice, perhaps, to illustrate three forms of 
diagram in general use. A little thought and constructive ability 
will enable the student to arrange graphically in suitable form 
any ordinary series of figures. 

The paper employed for charts and diagrams is Imown as 
“ sectional,” each sheet bemg covered with horizontal and perpen- 
dicular lines which divide it into numerous small squares. If one 
square, or the length of one side of a square, is taken as representing 
so many units of the figure which it is desired to show graphically, 
it becomes possible to display, in the form of lines or solid diagrams, 
any number of sets of fi^es side by side. In this manner com- 
parisons between successive amounts or periods are demonstrated 
very clearly. 

In Mg. 1 thick lines are employed for the purpose of showing 
comparatively the successive annual sales (i.e. turnover) of a 
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business for four years, the length of each line representing the 
total sales for the particular year. 



Fia. 2. 

In Fig. 2 solid diagrams are employed for the purpose of 
showing (a) the cost of raw material and labour {shaded squares), 



Pia. 3. 

(6) the cost of selling and general administration (dotted squares), 
and (c) the profit (plain squares) of a manufacturing company 
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for five successive years. In this case each square represents £5,000. 
The total of the shaded, dotted and plain squares set against 
each year represents the total sales for that year, and tho dotted 
and plain squares for each year, taken together, represtmt the gross 
trading profit for that year. 

In Kg. 3 the form employed is that of the ordinary barometer 
chart. By this means the monthly sales for three years are 
compared, tho sales of each year being recorded by emjiloying a 
differmt kind of line.' It is easy, from this form of chart, for a 
busy man, unversed in accounts, to compare the sales of each 
month witih the corresponding periods of past years, and also to 
follow the general tyend of each year’s business. In the preparation 
of this chart the months are ranged across the page at the head 
of the diagram, and the amounts of each month’s sales appear 
in pounds sterling on the left-hand side. The sales of each month 
are brought into the chart by noting where the “ amount ” lino 
intersects the “ month ” line, and by joining this point to tho 
previous month’s point by means of a ruled line. 


Costing Chaets and Dxageams, 

The presentation of costing results by means of Progress Charts 
has come into prominence during recent years. Tho graphic method 
of presentation indicates the progress of a contract or job more 
clearly than the ordinary forms employed, particularly, perhaps, 
to persons accustomed to the use of blue prints, as members of 
the technical and works staff usually are. Charts of tho kind also 
assist the cost accountant in his work by enabling him to compare 
the prime cost in material and wages, with tho estimated costs 
as originally allowed for. Most useful information in connection 
with oncost charges can also be presented by this means. Of 
necessity, the form of chart employed varies with the typo of 
facts to be illustrated. Per the purpose of affording a simple il'lustra- 
tion a &m manufacturing goods on a tonnage basis has been taken. 
According to the last completed year’s figures tho total oncost 
charges were £5,000 and the tonnage output was 2,600. Each 
ton of output therefore during the current year should on this basis 
bear £2 of charges, and the tonnage output should be maintained 
at 60 tons per week, at least. In this case, the chart will assumo 
the form as given in Mg. 4 ; — 

In the chart (Fig. 4) the base line is divided into 12 months 
and sub<hvided into 52 weeks. The left-hand vertical lino indicates 
oncost charges, and the right-hand vertical line tonnage output, 
I he diagonal hue shows at the various points of intersection tho 
weight turned out for each week of the previous year and the 
correspondmg oncost charges. The dotted line shows the progress 
during the cment year. Where the dotted line falls below the 
solid diagonal line it indicates the extent to which production has 
fallen below that for the previous year ; where it rises above it. 

current year’s production exceeds the previous 
years, men the works are closed, the output line is ertended 
horizontally. Should the tonnage figure for the ourreut year exceed. 
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say, £3,000, it does not of course imply that oncost charges have 
advanced to £6,000. On the contrary, these charges may not 
greatly exceed the oncost charges for an output of 2,500 tons. 

A simple jjrogz'ess chart for a specific job can be similarly built 
up. In the chart at ji 40 the base line ,is divided into periods 



as before, whilst the left hand vertical column is divided to show 
the wages which have been estimated or allowed for the job. The 
actual wages paid each week are indicated by the dotted diagonal 
line. By keeping watoh on the chart, during the progress of the 
work in the shops the works manager can judge if the cost is being 
exceeded and can act accordingly. In the chart here given a rather 
extreme case has been assumed, viz. where the wages allowed 



40 ACCOUNTING 

have been exceeded and the wort has taken far longer than it 
was estimated to take. 

It will be seen that a period of twelve weeks was allowed for 



Pro. 6. 


the work, and that the wages were estimated to bo £76. The 
solid diagonal line therefore shows how the work should have 
progressed. The dotted line shows the actual progress, Clearly 
the work proceeded too slowly for the first three weeks, as evi- 
denced by the wages paid. Thereafter the wages paid exceeded 
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the estimate, and had the work been completed at the end of the 
eleventh week all would have been well. The Avorks manager 
would, of course, be in touch with the work, and Avhen, say, at the 
end of the ninth Aveek he found that the wages paid exceeded 
the estimated wages, he should have taken steps to expedite 
the work. At the end of the twelfth Avcek the Avages paid 
had exceeded the estimate by some £8 and the job Avas stiil 
uncompleted. In the end, £86 had been paid in Avages, and fourteen 
weeks had been taken for the work. When estimating for similar 
work on a subsequent occasion, either a higher price Avoiild haA^e 
to be charged, or the 'work would have to be earried through more 
expeditiously and economically. 

■ Charts may be usefully employed for demonstrating re, suits 
other than trading results. An excellent example, affording a 
record of the exaimnations held by the Royal Society of Arts 
for a series of years, is given at p. 41. 

Many more elaborate types of chart might be given, but it 
is thought that the simple illustrations above Avill surrici(‘nf.ly 
indicate the value of charts. Whatever*^ preference the acommtaut 
may have for figures presented in the ordinary Avay, it must be 
admitted that the chart has a fascination of its own. In view 
of present-day tendencies, the cntei'prising student aauII bo Avoll 
advised to pm'sue the subject farther and to familiarise himself 
Avith the general principles for presenting records in graphic form. 

EXAMINATION QUESTIONS. 

1. What is the difierenoe, as ordinarily understood, between Gross Profit 
and Net Profit t 

State some of the advantages to be derived from arriving periodically 
at the gross profit of a business. {Oharlered Accounlants.) 

2. Explain the difference between a Trading Acooirat end a Profit and 
Loss Aooount, and state in which account you Avould place tho following 
items, giving your reasons : Purchases, Oarriage and Freight, JJoliouturo 
Interest, Depreciation, AUoAvanoes, Bad Debts, Wages, Commission, Ad- 
vertising, Sales, Stocks on hand, Ketums, Discounts, Fuel, J’ackagos, 
Directors’ Fees. [Ohartered Accountants.) 

3. In the audit of a manufacturing concern of which you are the auditor, 
under what circumstances would you consider it your duty to iiujuiro 
specially into the question of Gross Profit ? Doscribe fully your method 
of proceeding, stating the nature of the manufacture you aro dotding with. 
{Ohartered Accountants ) 

4. Give an example of a Trading Account for the year ended Juno . 30 , 
19. ,, showing a Gross Profit of 20% on the Sales, and an incrooso of 20 % 
in the value of the Stock m hand. (O.I. Secretaries.) 

5. The directors of a manufacturing company are anxious to compare 
the results of the past year Anth those of the two preoadiiig years. 

Submit a pro forma Manufacturing Aooount, which, in your opinion, 
Avill furnish the desired information in tho most convenient form. (O.I, 
Secretaries.) ’ * 

6. In a manufacturing business, *hat are some of tho principal charges 
which should appear in the Manufacturing or Trading Aooount to produce 
gross profit or loss 7 {Ohartered Accountants.) 

7. In closing the books of a manufacturing firm, how would you arrive 
at the amotmt representing the value of “ work m progress ” ? How would 
such an item be treated in the annual accounts f {Mogal Society Arts.) 
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8. A maimfacturer sends out from tune to time considerable quantities 
of goods on “ Appro.” or “ Sale or Return.” How would you advise that 
these should bo dealt with in the manufacturer’s books, and how should 
they appear in his Balance Sheet 7 {Chartered Accountant,) 

0. In a manufactxinng business, what classes of Salaries and Wages 
should be charged against the cost of Manufacture, and which against Profit 
and Loss. (Chartered Accountants.) 

10. When returnable cases and tins are charged by a trading firm to 
its customers at a price in excess of cost, how would you recommend they 
should be dealt with (o) in the books of the firm ; (6) for the purposes of 
the Balance Sheet 7 {Chartered Accountants.) 

11. The Blank Electrical Engineering Co., Ltd., purchased a large quantity 
of lead early in 19. ., for which they paid £16 pew ton. On December 31, 
two years later, 600 tons remained m stock, the market pneo, as on that date, 
being £30 per ton. Some of the directors desire to value the lead at Ihe 
latter price, but otlieis contend that the original cost price should bo adhered 
to as the stock of load is' being constantly drawn upon for maintenance 
contracts entered into at pro-war pneos. 

The matter is referred to you as auditor to the company. 

What advice should you offer, and why 7 {Chartered Accountants.) 

13. The market price of copper has fallen very heavily in value during 
the last few weeks of the year, and on December 31st is 20 % below 
the average prioo of the year. A finn, whose manufacture is exclusively of 
copper good.?, have contracts ruimmg for the delivery of copper to it at 
prices oonsidorably above the market quotation of December 31st, and 
also have on bond a large stock of raw material and finished and partly 
finished goods. They ask your advice as to the proper basis on which to 
valuo on December 31st: (1) their stock of row material j (2) their stock 
of finished goods j (3) their stock of partly finished goods. {State what 
you would advise under each head, and your reasons for such advice. 
{Chartered Accountants.) 

18. Is the Profit and Loss Account, as set out below, properly drawn 
up 7 If not, submit the account as you would present it. 


PROFIT AND LOSS ACCOUNT (DECEMBER 31, 19..). 



{Eoyal Society Arts.) 

14. At balancing period there arc sundry closing entries to be made 
both of the nature of abate and rebate, but essential to an_ accurate sfcato- 
mont of affairs. Name such items likely of ooourrenoe in trading and 
manufacturing. {Incorporated Accountants.) 

16, The manager of a manufaoturing concern, of which you arc auditor, 
is paid partly by salary and partly by commission. Under the agreoinont 
for service, in ease of dispute as to the commission payable, the auditor’s 
decision is to be final. 

Such a dispute has arisen, and in order that your decision may bo wholly 
unbiased, the Profit and Loss figures are given to you, without any indioa- 
tion as to which arc the items in dispute. Eollowing are the figures supplied, 
and you are asked to prepare and certify statements showing : {a) the 
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19. Explain tho information and advantages to bo obtained by a careful 
tabulation of comparative statistics and percentages in relation to • (a) Gross 
Profit, (6) Wages, (c) Stock, (d) Material, (e) Costs of Distribution, (/) the 
detection of fraud in accounts. (Incorporated Accountants.) 

20. What advantages and disadvantages do you see in presenting along 
with a Revenue Account a tabular system of percentages ? Draw up an 
imaginary account of this lund for three years in connection with any business 
w'ith which you are familiar, and make a report stating the conclusions 
you have come to from the figures. Point out fallacies that may arise from 
a study of percentages alone. (Incorporated Accountants.) 

21. Percentages of gross profits are calculated on the turnover or selling 
price of goods and also on tho buying price. Give illustrations with figures 
of tho two methods and state which you prefer 'and why. (Incorporated 
Accountants.) 

22. Clients of yours, who are chemical mahufactmers, are anxious ’to 
institute a system of percentages in connection with their Annual Trading 
Accounts in order that they may watch results more closely. They ask 
you to advise them as to the best basis to adopt when calculating tho per- 
centages of cost. 

Suggest alternative methods, compare their merits, and advise which 
you consider boat in the oiroumstances. (Ohartered Accountants.) 

23. Take tho figures for tl*ree years from the Trading Accounts of any 
business with which you may be familiar imder the heads of Sales, Pur- 
chases, Returns and Discounts, Wages, Carriage, Packing. Sot them out 
m a tabular form so arranged that tho proprietors can derive from them 
all tho information possible as to comparisons and percentages. (Incor- 
porated Accountants.) 

24. What are tho advantages of a Trading Account and Profit and 
Loss Account shown separately over a Trading and Profit and Loss Account 
combined ? Show in umat way light can be thrown on transactions recorded 
m Trading and Profit and Loss Accounts if percentages or rotes per unit 
are given in the margin. Mention units commonly in use, and the classes 
of imdortaldng to which they ore applicable, and soy how it is that per- 
centages of turnover (i.e. sales) are in some respects unsatisfactory. 
(Chartered Accountants.) 

26. B'rom tho following Trading Account ascertain and state . (a) the 
cost of moteriols used ; (b) the value of the output of manufactured goods , 
(o) the percentage of gross profit on sales. 

TRADING ACCOUNT. 

£ £ £ £ 
By Sales . , . . . . 42,000 

4,000 Stock— 

1,200 Einishod Goods . . 3,600 

5,200 Raw Materials . , 1,400 

12.000 4,900 

20.000 
1,000 
8,700 

£40,000 £46,900 

(Incorporated Accountants.) 

26. In a manufacturing business, whore the expenditure nooessary to 
keep the works in proper order and efficiency varied very greatly from year 
to year, how could this expenditure be dealt with in the yearly accounts, 
BO that tho profits available for dividend should not fluctuate greatly by 
reason of such expenditure being so varlablo 7 (Ohartered Accountants.) 

27, As auditor to a manufacturing company, do you conaidor that it 
is your duty to devote any consideration to tho poreenlagoa of gross jiroflt 
earned as between one period and another ? If you consider yourself under 


To Stock — 

Emishod Goods . . 
Raw Materials . , 

Purchases . . 

Wages 

Carriage . . . . 

Gross Profit. . .. 



46 ACCOUNTING 


any obligation in this respect, (a) select a type of mamifacttiring bnsiness 
■with which you are familiar, and submit a projorma Manufooturing Account, 
giving figures for two years ; (6) describe the procedure you would follow 
when comparing the two periods, and (o) the deductions you would draw 
from the figures you submit. {Chartered Accountants.) 

28. Draft forms suitablo’for thefollowing partnership statistics: (a) Com- 
parative Departmental Besulls ; (6) Travellers’ results (there are ton 

travellers, five home and five foreign). (Incorporated Accountants.) 

29. Draw up a scheme, with illustrations of your own, for dotormining 
the percentages which the various items of charges bear to the turnover, 
and arrange your figures in sueli a manner as to indicate items whore further 
investigation into the acoounia is necessary. _ Point out any obvious dnngora 
arising from a purely meahanioal interpretation of variations in percentages. 
{Incorporated Accountants.) 

rSO. The aoeounts of a business for the year 19.. show a not profit of 
£16,800 ; this is an increase of £6,580 over the previous year, which on an 
analysis and comparison of the two years you find made up as fullows ; — 
1st Year. 2n<lYc,ar. 
f £ 


Stock, January 1st 1,200 1,310 

Stock, December 31st 1,3-10 2,070 

Increase in Sales 3,200 

Decrease in Returns inwards 740 

Decrease in the provisions for depreciation 300 

Increase in Trade Charges 160 


The Purchases were practically the same each year. 

What would be your procedure on the foregoing information and what 
further steps would you take 7 Give reasons for the answer you make, 
(Incorporated Accountants.) 

31 , The following is a statistical return in the form of a I’orcputago 
Analysis (on the basis of sales) of a manufacturing businesH, and you are 
required to make observations thereon, interpreting and ciitieiBing the 
return , — 



1926. 

1927. 

1928. 

j 1020, 

1030. 

1081. 

101)2. 

Cost Price of Material 
Productive Wages .. 
Gross Profit . . . . 

Non-Produotlve Wages 
Office Wages .. .. 
Carriage ,. .. 

Puel .. .; .. .. 

Lighting . , • 

Bank Charges .. .. 
Other Expenses.. .. 
Depreolatfon . . '. . 
Hei Profit.. .. -.. 



63-64 

14-71 

56-68 

16-37 

27-05 

60 53 
15-10 
26-37 

16 

61 

4I 

1 60 33 1 
1-1 46 1 
20-22 

65-52 

18-32 

20-10 

56 03 
16-3.3 

3- 34 
0-66 

4- 53 
0-30 
0-91 

0- 29 
10-63 

1- 05 
0-22 

3-74 

0 81 

0-46 

0-67 

0- 40 

1- 81 
8-28 

4-33 

0 82 

4 00 
0-40 
0-81 
0-60 
0-60 
2 02 
^ 2-02 

4 

0 

0 

0 

2 

30 

10 

18 

02 

74 

SO 

0 

8 

Q 

0 

1 

7 

48 

01 
43 
73 
14 
30 , 
17 
81 

0 m , 
3 *00 1 

0- ao 1 

! 

1- 78 i 

3 --12 

4 41 

0-i)t 

0-04 

7-7f) 

« 60 

1 

31-65 

27-06 

25-87 

25' 


j 20 22 

20-10 



.8 understood that you are at liberty to make, or suggest, any further 
mvestigation wherever desimbla. You are asked to confine your attention 
to the items other than ‘ Other Expenses.” {Incorporated Accountants.) 

82. A large firm of seed crushers own a number of mills in various parts 
of the country. They desire to standardise their forms of annual accounts 
so that the working results of each mill may he compared. 
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36. On completion of the audit of S. & Co., Ltd., the following statistics 
j put before you. Give your instructions to your staff in relation thereto. 



1st Year. j 

2nd Year. 

1 3rd Year 

Per cent 

£ 

Per cent. 

£ 

I’er cent 

£ 

Net Purchases 

VVagoa . 

Gross I'rollts 

08-40 

1 "10-10 

21 50 

0,840 

2',1&0 

09- 00 

10- 00 
21-00 

o.ono 

1.3-50 j 
20 13 1 

I’-'-i) 

Rent, Rates, and Taxes . . 
Salaries^ and Commission ■ . 

100 00 

2*60 

6-00 

1-60 

0-62 

2 50 

0 21 
6*47 

10,000 

flbo 

180 

62 

80 

250 

187 

647 

100-00 

2 00 
6-18 
1-60 
0-67 
0-85 

4-00 

0 21 

2 60 

10,000 

200 

018 

150 

57 

85 

.300 

200 

100 00 

3'On 1 

0'»2 

1*00 

0 51 
0'88 
8*01) 

2 00 

0 25 
3*07 

10,000 

300 

032 

l.jjO 

800 

307 

Trade Expenses .. .. 

Discounts 

Stable Expenses 

Net ProOt 


21-60 

2,100 

21-00 

2,100 

20-13 



(7«roi porated AocounlanU,) 


87. George Hargreave commenced business ns n builder on Jnmwry 1, 
10. .. He owns a gravel pit, from which he obtains material uhoful to liim 
in executing his building oontrocls. From the following ligurch, obtained 
from his books, you are required to prepare the gravel pit Working Aoooimt 
for the past year to December 31, 19. ., so as to enable him to charge the 
gravel he uses for his various contracts at the cost price per load. 'J’he 
gravel pit is leased to him for twenty -four years at a rental of £10 a' year, 
and this he has duly paid. The equipment, consisting of the nooossary 
screening machinery, etc., has cost him £552. The wages of the men at 
the pit for the year have been £2<t7, while supiihos to tlio department, issui'd 
from the general stores (as shown by the store- keeper’s records), were 
implements £43 158. 6d., coal and coke £20 Os. 6d., and sundries £11 lls, Id. 
Sales of gravel at the pit to outside purchasers amounted to 1,608 loads 
at 2a. 6d. per load. Mr. Hargreave has used on his contracts during the 
year 2,304 loads of gravel, carted from Ins pit with his own carls, to cover 
which he has charged his gravel pit Working Account 4Jd. n load. In 
preparing the account you are required to provide for writing off the value 
of the equipment over the period of the loose, by equal annual amounts j 
and, as he allows the pit the benefit of any profit on outsido sales, to charge 
the Working Account with interest at 6 per cent, per annum on the equip- 
ment. {Royal Society Arts.) 


38. TRADING ACCOUNT, YEAR ENDING DECEMBER 31, 19... 


To Value of stock, Jan. 1st .. 10,543 12 0 
„ Material pnrcliased 43,763 13 0 


54,307 6 3 

less Value ol Stock, Decem- 
llorSlBt 9,703 0 3 


By Sales after deduoUuK Re- 
turns and Discounts . . 

„ Kents received 

„ Kroflt and loss Account, 
Tiansfoi of Bnlanco . . 


00,1,32 15 8 
1,302 12 0 

2,180 4 6 


” Salaries ” !. ” i! 

„ Kates, Taxes, and’ In- 


„ Kepalrs and Renewals of 

Plant, etc 

„ Office Expenses and In 
cldentals 


44,643 17 0 
16,367 8 4 
2,316 19 11 
747 12 6 


£63,071 12 
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To Trading Account .. 2,180 i 5 

,, Interest on Partners* Capital 2,150 0 0 
„ Bad Delita 433 0 8 


PROFIT AND LOSS ACCOUN'J’. 

£ s d. 

By Balance (Loss) 5,3:u H 1 


;4 11 1 


£.">,33 


To Balanco 0,334 11 1 

Report briefly on tile above accounts of a maimfneturing business for llio 
information of tiio partners. 

{Chartaed Accounlnnls.) 

39. The undermentioned figures have been extracted from the Trial 
Balanco of the Blankahire Iron Co., Ltd., whose financial year closes on 
June 30th. Prepare a Furnaces Account showing Iho, cost por (on of the 
pig iron produced, a Trading Account and a Piofit and Loss Account 

BALANCES EXTRACTED FROM TRIAL BALANCE, JUNE 30. 1931. 

£ 

Coal purchnaod 7,320 

Coke and Limestone purchased 

Ironstone piirohasod . .. 7,4 01 

Wages (Furnaoes) 0,812 

Sales of Pig Iron 02,410 

Stock of Pig Iron (June 30, 1922) 9,402 

Trade Charges 5,421 

Sales of Waste Materials and By-products . . 0,803 

Office Salaries 3,401 

Directors’ Foes 1,500 

Transfer Fees 52 

Depreciation 3,8(10 

Interest received 321 

Bad Debts 1,080 

The stock of pig iron m hand as on June 30, 1931, was valued at Cf),221. 

The pig iron produced during the year amounted to 18,000 tens. 
(London Ohatnber Gotnmerce.) 

40 . Explain concisely the difference between o Stnlorncnt of Ineeine 
and Expenditure and an Account of Beeoipts and l-'aymcnts, and the 
dilferenoe between a Trading Account and a Profit and Loss Account 
(Chartered Accountants.) 

41 . Explain the difference (if any) between a Revenue Acoouul, an 
Income and Expenditure Account, and a Receipts and Payments Aoeoiint. 
(London Chamber Commerce.) 

43. Is thoio any difference between a Receipts and Paymonis Account 
and an Income and Expenditure Account 1 

The following particulars relate to the Chilworth Lilcraiy Society for 
the year ended December 31, 19. . : Subscriptions received, £110 ; Interest 
received on Investment, £38 j Net Proceeds received from Lcctuics and 
Concerts, £232 ; Bent paid for use of Hall, £21 , J’otty Cash Payments, 
£10: Advertising paid, £21; l^nnting Expenses paid. £12 JOs. 

The Society holds ton 4 % debentures of £100 each iii Iho Uiiivorsal 
Library, Ltd. As on December 31, 19.., the Society owed £8 for Rent 
of Hall and £9 10s. for Printing 

Prepare the Society’s Annual Statements of Account for tlio year cmlctl 
Dooembor 31, 19... (London Chamber Oommetce) 

43. Distinguish between a Receipts and Payments Account ami an 
Income and Expenditure Aooount. Would the fonnor give a correct mdi- 
cation of the results of carrying on a Club for a given period ? If net, 
in what would it be defective ? (Chartered Accountants.) 

44 What is the chief difference between a Receipts and Payments 
Aooount and an Income and Expenditure Account ? In w-hat underUikiags 
are these forma of aooounts respectively made use of f (lioyal Hocieltj Aits.) 
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45. Why is a Beeeipts and Payments Account unsatisfactory as nn 
indication of the result of carrying on a business for a period ? {Olmilcied 
Accountants ) 

46. In the case of a religious or oharitahle undertaking whom tlio income 
from investments in Government and Public Soeurilics, Kubscriplions, 
Donations and Legacies only is dealt with, how would you require the sums 
invested to appear in the published accounts ? (Chartered Accountants.) 

47. Submit rulings suitable for a sot of honks to record the accounts 
of a cottage hospital, and give a speoimon sot of accounts in tho form yon 
would advise the comifiittoe of tho hospital to adojit for publication to 
Subscribers. 

Assume that the hospital is endowed with a fund of £10,000 Consols 
(taken at 65), but is <itherwiao doiiondont upon public subscriiitions and 
donations. (C/tarlerfid Accountants ) 

48. Into what aecouirts of a charitablo institution would you bring 
Legacies, Donations, Annual Subscriptions, and Life Subscriptions 1 (Char- 
tered Accountants.) 

49. How would you treat Legacies, Donations, , Subscriptions, and 
Interest from Investments, in the accotints of a charitablo mstitution ? 
(Chartered Accountants.) 

50. Frequently so-called Balance .Sheets are oxhibitod, particularly by 
charitable sooioties, whereas really they ip’O only Cosh Accounts. What 
further is necessary to make them complete Balance Shoots, showing tho 
true financial position ? (Chartered Accountants.) 

61. A hospital, whose aocounta are published in tho form of an Income 
and Expenditure Account, receives a legacy of £1,000. Do you cmiKidi'r 
this should appear in tho Income and Expojidititro Account ? Give your 
reasons. (Chartered Accountants.) 

63. An auditor meets amongst charitable institutions tho following 
classes of cases : (1) small institutions tvithout jiroporty, or trading, or 
indebtedness at the close of the year ; (2) larger institutions having propetty 
hut not carrying on trading operations (a) without indebtedness, (h) witli 
indebtedness ; (3) institutions having property, carrying on trading opera- 
tions, and with indebtedness at tho close of the period. Wliat aeuoimts 
should he recommend to bo presented to tho subsoribers in each case ? 
(Chartered Accountants.) 

53. What form of Aimual Account would you recommend for a small 
charity, such as a convalosoont home, the expenses of which are mot by 
subscriptions and donations 1 How would you bring into account out- 
standing liabilities due but unpaid at the end of Uio year, (Chartered 
Accountants.) 

64. Show tho rultog and headings you would adopt for tho Cash Book 
of a charitablo institution, having income from Subscriptions, Legacies, 
Capital Donations, and Payments from Inmates, and expenditure on Hmld- 
mg. Maintenance and Usual Expenses ; also insert five transactions on 
each side. (Chartered Aocountante.) 


66. A war chanty fund received for the six months ended Decemhor 31, 
1931', £14,676 9s. 7d., and interest on investments, £180 lOs. 

The administrative expenditure amounted to £3,838 10s. Oil, and in- 
cluded £1,699 6a. lOd., the coat and expenses of making appeals for funds. 
The Expenditure on Relief amounted to £5,213 9s, lid., and on Loans to 
£pi. The latter were not regarded as recoverable, but it was dcomoil 
advisable to leave the accounts open. At the commoneomont of tho period 
there was £2,000 invested in 4i % War Loan which cost £1,977 5s., 
and this was unrealised at the date you are instructed to prepare a Balance 
Sheet and Inoome and Expenditure Account (January 1. 1932). Tlio coah 
at the Bank at July 1, 1931, was £605, and at December 31, 1931, tho various 
authorised to spend up to tho following limits: A, 
£3,418 4s 2d. ; B, £2,800 38. lOd. ; C, £1,100 6s. 2d. 

Add to the accounts you draft, a report expressing your opinion on the 
Situation as disoloaed *by them* {Incorporated Accountants,) 
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57. From the following particulars compile the accounts for the year 
ending December 31, 1931, to be submitted to the annual meeting of the 
members of a golf club. 


1 Entrance Foes and Subscriptions received on account of 

1930 (these were estimated at £9 9a.) . . 10 10 0 

2 Subsoiiptions received on account for 1931 

3 Entrance Fees received on account for 1931 73 10 0 

4. Entrance Fees and Subscriptions received on account for 


5. £ocker Bents received for 1931 30 0 0 

(i. Gri'een Fees received for 1931 120 0 0 

7. Expenses, ihcludmg Rent, for 1931 (of (hose £800 have bcpii 


. 8 Liabilities of 1930, paid in 1931 (those wore estimated at £70) (iO 0 0 

9. Subscriptions owing for 1931 . £21 taken as . . . . . , . . 12 12 0 

10. Stock (House Account), 1931 160 0 0 

11. Capital Expenditure, including Lon.so, 1930 1,000 0 0 

12 Capital Expenditure in 1931 200 0 0 

13. Capital Exjjonditure written off 250 0 0 

14. Profit on House Acooimt, including rofreahinonts, uffiw 

providing for the Staff 50 0 0 

16. Cash in hand 124 18 0 

16. Renewals paid in 1931 .. 91 3 0 

17. Interest paid in 1931 . . . . 20 0 0 

18. Loan on security of the Lease . . 500 0 0 

10. Surplus from 1930 account 494 0 0 

20. Fee to Treasurer’s Clerk lor 1931 not paid . . . . . . . 20 0 0 


(Gliartared Acaounlcinl/i.) 

68. The following yearly Statement, signed by an auditor, is coined 
substantially from that of a certain reformatory school! — 


REVENUE STATEMENT FOR THE YEAR ENDING DECEMBER 31, 


„ County and Boro’ 
'’“iracils- 

nary G 

Outfits Grai 

„ Band Eocelpts 
„ Bent from Uard 
and Faim .. . 

„ Sundiy Profits. . 


„ Qovemmont 
Account — 

Ordinary Grant 2,010 10 0 
Aid G— ■’ 


By Clothing 

' Outfit 

Stationery and PrlnlltlR 
Alterations and Iteiuma 
Furnltura . . . . 

Salaries and Wages . . 
Washing, Cleaning. Fuel, 
Lighting . . , . 
Provisions ., .. 
Miscellaneous— 

Bates and Taxes 

Conveyance ' ' nr 
Travelling. . 


Boys' Kewards . . 
Medical and Dental 


79 I 


Sewage dl,,... 

Alterations 
Building 150 i: 


What criticisms or comments would you offer upon tho form and sub- 
stance of the Statement, having regard to the following points f (i) The 
heading of the accormt ; (2) the relative position of the two sides ; (3) tho 
;()OBition of the “ balance " and its description as “ loss on year ” j (4) oortam 
special or exceptional items of expenditure, which would usually — even if 
not capitalised— be spread over say three years. (Chartered Accomtania.) 
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60. The following Statomont of Accounts of the Bliinkshiro Bonovnlf 
Chanty was submitted as shown for adoption at the annual mooting. Y 
are invited to criticise it. 

STATEMEISTT OF ACCOUNTS FOR THE YEAR ENDED 
JUNE 30, 19... 

Beoeipts ■ _ I Expenditdiik 


To Balance 

„ Interest on Investment! 
„ Donations 
„ Special Appeal 
„ Income Tav letniiiea . 

„ B.ank Interest • 

„ Amount Banked in erro 


Ineldeiiliih .. .. 

I’nntmi! 

fhiel Bent .. .. 

Bank Conumsison 
Him(Irle,s 

iialanee In Bank , . 


PB13.SENT Funds. Pnst. 

2} % Midland Bailwny Debenture Stock .. 1,UJS j 


London and Nortli-Westein lliulway Debent! 
Lancnshlro and A'orKsbhe Guaiantecd Stoek , 

Jlanehester Corporation Stoek . 

t Blackpool Corporation Stoe'- 


pointlon Stock 


Audited and cei tided correct, 


lUaiui'.llT TIU'STHM 
The Seouritlea upon winch the picaont Funds o£ the luslitutlon nio iuveslei 
duoed. to, and examined by us, and we eerllty that Ihoy are in pel 






WILLI \M T .SUi’BJ.HTIL'T, (' 

JAMES OBIOtr, ywc-Chuirmiin. 

{J ncorpomted Aacounlantn.) 

61. From the following Receipts and Payments Aocoimt of a clmrilablo 
institution, and the subjomod infoimation, proparo Genoral Inoomo and 
Expenditure Account for the year ended Uocombor 31, 19, . t — 
RECEIPTS AND PAYMENTS ACCOUNT, 


19.,. 

Jen. 81. To Balance- 


Cash on deposit, 500 


„ Donations and Sub- 

sen ptlons . . . . 1 

„ Special I'liiul Donations 
„ Intocst on Inveatmenls 
„ Interest on Deposit 


19 .. 

Deo. 31 By I’ayinents to I’euslnners 1 
„ „ Kent, tliree rpmrters 

„ Ollleo Expenses and 

SnlnrloB . . . . , 

„ „ Colleelor's Commission. . 

„ „ Printing Year Book, I'te. 


,, Postages 
„ Gratnlttos 


„ 1 ^ 


The committee of management resolve that one-half of legacies rocoived 
shall be treated as income, tho remainder being capital, and that the “ ,‘5rioeial 
Fund ” should be separated from the “ General Funds.” Bring into account 
income tax recoverable. A quarter’s rent was unpaid at December 31st. 
Sundry persona owed £16 for advertisemonts in tho Year Book. lOhariered 
Accovntemts,) 



CHAPTER m 


Capital and Revende. Goodwill. Dbpbbciation. Sinking 
Funds. Resebves. 

Capital and Rbvbnub. 

It would appear that students are frequently taught to analyse 
a trial balance, or list of ledger balances, into its component 
“ Capital ” and “ Revenue ” items by various rule-of-thumb 
devices That the student should be guided in this comieotion 
by rules is doubtless advaniageous. Too many exammees, how- 
ever, insufficiently understand those stereotyped methods of 
analysis to bo able to apply them intelligently, and are brought 
to an abrupt standstill by any item which in the least diverges 
from the details, which commonly compose an examination trial 
balance As a fact, one of the most difficult tasks confronting 
the practical book-keeper is the nice adjustment of expenditure 
as between capital and revenue. It is vital to accurate aocomit- 
ing that these adjustments should be somid in principle. Under 
the double-account system, which is dealt with in Chapter XII, 
Parliamentary companies are obliged to present their accounts 
in a form which distinguishes between caiiital and revenue expendi- 
ture to a marked degree. Discrimination between the two classes 
of expenditure is probably most frequently required in connection 
with additions to, or alterations in, fixed assets : such, e.g,, as 
Puddings, Machinery and Plant, Fixtures and Fittings, JPattorna, 
Patents, and the like. Incorrect allocation of expenditure in these 
connections will obviously falsify the whole of the financial results. 
It is frequently difficult to decide as between replacements, 
renewals and repairs, i.e. revenue expenditure, and additions, 
i.e. capital expenditure. On the other hand, failure to deal cor- 
rectly with cajiital receipts, e.g. receipts from the sale of fixed 
assets, will prove equally disastrous. Again the same class of 
expenditure may be either caiiital or revenue according to cir- 
cumstances, If, for example, an engineer employs his workmen 
in making loose tools or machinery for use m his own factory, 
the wages of the men engaged upon this work represent capital 
expenditure, and should be debited to the asset account which 
records the cost of the loose tools or machinery made. Similai’ly, 
legal expenses and architect’s fees incidental to the acquisition, 
or erection, of property is capital expenditure and may be legiti- 
mately added to the cost of the asset. 

Capital. — ^It is assumed that the student has already acquired 
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an adequate understanding of the term “ Capital.” It may be 
advisable to remind him, however, that, from the economist’s 
point of view. Capital embraces all ftinds or property employed, 
or to be employed, in earning or reproducing wealth. Li short, 
capital is “wealth employed to produce wealth.” The com- 
mercial man sometimes applies the term to the whole of the 
assets and property required to equip an undertaking for earning 
revenue. From an accountant’s point of view the capital of the 
proprietor of a business is the surplus of his assets over his liabi- 
lities to outsiders. This, of course, is not the actual capital but 
the measure of it. 'The lawyer has yet another view of capital, 
but that does not concern us here. In the case of a limited com- 
pany, capital is not a fluctuating quantity, the term being em- 
ployed to signify the amount paid up by the shareholders in 
respect of their holdings. 

Capital is sub-divided into Fixed (Revenue producing) and 
FloaUng or Circulating Capital (hield for conversion into cash). 
These distinctions have been fully explained in the book-keeping 
text-books, and need not be enlarged upon in this place. 

Revenue. — The term “ Revenue ” embraces all profil.s, earnings, 
or other income derived from the employment of capital posses- 
sions, or personal skill. 

Revenue Expenditure. — At a recent examination, a candidate 
defined revenue expenditure as “ that which is incurred in 
acquiring or losing capital ” This definition may bo uncon- 
ventional and open to objection, but, probably, it is often nearer 
the truth than the candidate suspected. It should not bo difli- 
oult during the inauguration of a new undertaking to decide 
the character of the expenditure. Presumably, the undertaking 
has been started in order to earn income in a specific direction. 
Until it is adequately equipped for the purpose, all exiicndituro 
will be capital expenditure. But when revenue has begun to bo 

NORTH-WEST BORNEO RUBBER CO., LTD. 

BALANCE SHEET. 

{Credit Side.) 

Estates Account— £ s. d. 

Purchase of Property in accordance with 

the terms of the prospectus at coat . 110,600 0 0 

Add Development expenditure on the 

estate during the year . . . . 30,684 10 2 

Purchase of Malapp Estate at 

cost 10,000 0 0 

London OiHce Expenses . . . . 1,268 10 8 


£152,463 0 10 

Less Sales of Rubber and Transfer 

Does 782 0 0 


Piehminary Expenses Account 
Cash advances outstanding 
Cash at Bank 


£166,042 11 0 


£ B. d. 


161,071 0 10 
050 10 2 
600 0 0 
1,921 0 0 
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earned, expenditure will then require scrutiny in order to deter- 
mine whether it is to be charged to capital or to revenue. 

A familiar illustration of the treatment of expenditure during 
the period of development is presented by the early Balance 
Sheets of Mining, Rubber and other Plantation companies, 
of wliich a typical extract is given on p. 58. 

It is not easy to frame a test which will sort all future 
expenditure as between capital and revemje. Broadly spealdng, 
it may be said that expenditure which extends or enhances the 
earning capacity of the original equipment, and, enables it to 
earn more income, or to work at smaller cost, is capital expendi- 
ture. All other expenditure must be charged against the revenpe 
earned by the equipment. 

By way of illustrating the above principles it may be well 
to take an enterprise possessing comparatively simple sources of 
revenue. 

lllubhation. — ^The Blanktown Picture Theatre, Ltd., was registered 
with a nominal capital of £30,000 in 30,000 shares of £1 each. Of this 
capital 38,000 shares were ^issued, fully subscribed, and paid. During 
tile year which elapsed before the theatre was opened the expenditure 
was ns follows j Preliminary expenses : Kegistration of Company, Stamp 
Duties, Law Costs, etc., £1,000 (g) ; Cost of l^reehold Land, £2,000 (a) ; 
Law charges in connection therewith, £34 (a) ; Cost of Building Theatre, 
£15,000 (a) i Arohitoot’s Charges, £760 (a) , Decorations, £420 (a) ; Seating, 
Carpets, Gas and Electric Light fittings, £1,5.50 (6) ; Purchase of right 
oE way for emergency exit, £250 (a); Organ, Piano, Instruments, etc., 
£305 {b); Uniforms of Staff, £25 (c); Lanterns, Electric Motor and 
Operating Plant, £4,360 (d); Ofiico Euniiture, £150 (e); CheoU-taking 
Machine, £25 (6)j Stock of Chocolates, etc., £20 (/). 

A Balance Sheet prepared at the moment when the theatre 
was opened would be as follows; — 


BLANKTOWN PICTURE THEATRE CO„ LTD. 
BALANCE SHEET. 

£ 


Capital — 

Nominal. 30,000 
Shares ot £1 
each . . . . £30,000 

Inmicd ; 28,000 Shaies 

of £1 each fully paid . . 28,000 


Freehold Laud and Theatre 

at cost (a) 18,454 

Fixtures, Furnituie, Fit- 
tings and Musical Inatru- 
inenls at cost (6) . . . . 1,940 

Uniforms at cost (o) . . . . 25 

Eloctric Motors and Plant 

at cost (d) 4,360 

Office Furniture at cost (e) t60 

Koireshment Stock (/) . , 20 

Preliminary Exjionsos (c). . 1,600 

26,549 

Cash 1,464 


£28,000 


£28,000 


By the time that the theatre was opened, £26,549 had been 
spent on its equipment. The whole of this expenditure is capital 
expenditure. It is gi'ouped, as shown above, for convenience in 
determining the proper depreciation on the capital oxpondiUiro. 
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The items (a), representing cost of laud and buiJclings, form 
the main asset which, because the property is freehold, will not, 
in normal circumstances, need deiireuiation. This total (£18,454) 
includes the coat of the original decorations, but when these are 
renewed the cost of rcncw'al null bo charged to reTonuc. x’ho 
item also includes' law costs and architect’s fees. These expenses 
are legitimate additions to the asset account ns the land coidd 
not have been acquired or the building erected without such 
professional assistance, h’ixtiu’cs, furniture and musical instru- 
ments are separately stated as they are subject to heavy depre- 
ciation. Uniforms will be renewed every year, and the cost 
charged to revenue. If this is done it ivould be legitimate to 
leave the original capital cxilenditure upon the books, but, in 
practice, tliis item is usually entirely eliminated. The pridiini- 
nary expenses arc quite correotly treated in the initial Balance 
Sheet as capital expenditure : but, as the student is aware, it is 
customary to write off such oxpondiluro over tliree or live years. 
The stook of chocolates will, of course, remain in the books at 
cost until tho close of the first finaneial iieriod. The item will 
then be transferred to the Trading Account, and replaced in tho 
Ledger by the now stock figure disclosed by valuation at tho end 
of the year, or half-year as tho case may bo. 

The WorUng Cainlal of the comjrany would aiipear to lie 
£1,471, i.e. Cosh, £1,451, and stock of chocolates held for sale, 
£20. Tho term “ Working C'aiulal ” indicates the funds or pro- 
perty 'which remain available for working an under talcing after 
the purchase of the fixed assets held for income-earning piirjioscs. 

During the Company’s first year several items of expenditure 
occurred the book-keeping treatment of which needed considc'ration. 

Item 1. — ^The reed organ, which cost £200, w’as sold for £100, 
and replaced by a pipe organ costing £G60. 

The new organ enhanced tho attractiveness of the rniisio and 
was a valuable acquisition. There is no doubt that it should 
stand in the company’s books as capital exponditiiro at cost 
price, i.e, £650. There is, however, already an asset account in 
the books representing the capital oxiiondituro upon tho reed 
organ (£200). This account will be credited with tho £100 cash 
reahsed by the sale of the organ, and the balance (£100) must 
be written off to Profit and Loss as representing “ loss on sale 
of reed organ.” In practice, this sum w'ould jirobably be debited 
to Depreciation Account. 

Item 2, — ^As tho result of a gale, the roof of tlie vestibulo 
of tho theatre was damaged, and the wall-paper wms ilostroycd 
by rain-water. The original cost of papering the vestibulo 
was £10, The paper destroyed was replaced at a cost of £16, 
the increased cost being duo to a rise in tho price of paper. 

The original cost of decorating the theatre (£420) was charged 
to capital, and included in the “ Land and Buildings ” figure in 
the Balance Sheet. A portion of the work then done, i.e. the 
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dceoraliou of tlio vesiibulo, was dcsl.royccl. and made good at 
a?! increased cost The fact that the jiaper has been replaced, 
even at an increased cost, does not in any way add to the value 
of the theatre The expenditure merely restores the asset to 
its original oondition, and must therclovc be treated as revenuo 
expenditure 

Item 3 — ^'Phe Borough Council insisted upon the front 
entranco doors of the theatre bm'ng set back and re-swung, 
in carrying out this work the mosaic floor was damaged and 
had to be paiLly relaid The total cost .of the' alteration was 
£36 During the progress of this work the opportunity was 
taken of replacing the phun skylight nf the entrance w'itlT a 
decorative stained glass design, the cost of which ivas £53. 

The cost of removing the doors is not capital expenditure. 
It IB merely an alteration, and liowovor annoying the ineidont 
may bo to the proprietors of the theatre, they are not entitled 
to add the cost to the asset value of the theatre It may have 
eil'ectod an inpirovcmcnt from the ])onit of view of jiublic safety, 
but xiroliably it has had the oxiposite elfect architecturally. In any 
case it docs not add to the caxnUil value of the theatre, and so 
must be regarded as roi'cnne cxxienditure Making good the 
damage to the mosaic floor was nioroly a re]iair and therefore a 
revenue charge, 

The replacement of the plain skylight by a stained glass 
decorative lead light is an imxirovemout and adds somothmg to 
the theatre asset nluch was not there before After making 
allowance for the cost of the original skx'hght the balance of 
the expend if urc' may bo legitimatcijr treated as capital expenditure. 

Item 4. — During the exhibition of a " silent ” battle filra, the 
“ effects ” boy, from excess of zeal, fell upon the big drum ami 
destroyed it. The drum cost £5. It was decided fhat such 
effects would not be rcquirotl in the future. 

The drum formed part of tlio original musical inslrinnont 
asset, and, as it has been destroyed, the expenditure upon it 
should he charged against revenue as a loss. 

Interest (luring Construction.— The above illustration has not 
been comxiliuated liy referonee to the question of interest on 
capital during the construction of the theatre. It has boon 
assumed that the work was executed under a contract, and so 
the cjue.stion of interest docs not arise. But the question of 
interest enters into the cost of all construction work. If the 
construction is in the hands of a contractor, ho naturally takes 
the question of interest into account wdien preparing his tender. 
If private individuals or com])iinics are carrjring out their own 
construction work, the iirineijile of adding interest to the capital 
cost of the undertaking eannot be challenged. The Comjtanies 
Act, 1929 (S. 54), provides foi- the payment of interest during 
construction under certain conditions (see p 312) 

The illustrations given above in connection until f,he picture 
theatre are simple in comparison with the complicated cases 
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which sometimes arise in practice (particularly where “ talkie 
apparatus is installed on the deferred payment, or hire purchase, 
plan), but they may furnish a guide to the student when allocating 
Smilfl.r expenditure. By way of further assistance the following 
broad Rules may be given. — 

(а) Expenditure incurred in order to acquire, improve, or 
manufacture assets to he used solely for the purpose of earning 
inceme, or of extending, perfecting, or enhancing the revenue- 
earning capacity of the equipment is Capital Expenditure,. Thus, 
actual additions, ,as apart from replacements, to buildings, 
machinery or tools, or expenditure which increases the pro- 
ducing capacity' of capital assets, or reduces the cost of the 
output, may be regarded as capital expenditure, ff the expen- 
diture serves to maintaiu hut not to increase profits, it should 
not bo capitalised permanently. Generally speaking, capital 
expenditure is visible, i.e. it is represented by tangible assets. 

(б) Expenditure incurred solely for working or raaintaining 
a business, or for making good waste in the fixed assets omployccl, 
in short, expenditure wlxioh simply maintains but does not 
increase profits is Mavenue Expenditure. Expenditure of thi.s 
kind rarely results in visible assets. 

(o) Expenditure which apjicars to share the characteristics 
of both the above classes, e.g. expenditure incurred in replacing 
an asset by one more efficient and costly, must bo treated as 
Capital Expenditure, only after any capital value remaining on 
the books in respect of the old asset has been written off. 

(d) Expenditure which is primarily revenue expenditure 
may, in some instances, be temporarily capitalised on the ground 
that the benefit accruing from it extends beyond the year in 
which it occurs. Such expenditure must bo treated upon its 
merits, and the annual instalments to be written off must bo 
determined by the facts of the case. Illustrations of this kind 
of expenditxue are : preliminary expenses, discount and expenses 
on debenture issue, abnormally heavy advertising, cost of 
lease, exceptional repairs or alterations, cost of removal of works, 
and so on. 

(e) Finally, it must be borne in mind that when the items 
which compose any trial balance, or list of balances, have been 
sorted into the above categories, there still remains the obliga- 
tion to provide for wear and tear and waste wliich is incidental 
to the employment of the assets comprised in the equipment 
of the undertaking. Waste of this kind cannot be made good 
by actual expenditure, and must be provided for in the books, 
in the form of depreciation or reserves, before the actual revenue 
earned by the undertaking can bo ascertained. 

Goodwill. 

Much literature upon this interesting subject is available to 
the ambitious student, but it is possible here only to deal with 
the subject sufficiently fully to meet the needs of the averoge 
student. 
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EXAMPLES OE CAPITAL AND REVENUE EXPENDITURE. 


Capitai,. 

Cost of land, buildings and struo- 
tuios (freehold and leasehold) and 
cost of structural improvements. 

Cost of actual additions to the 
foregoing which were not in exist- 
ence before, and therefore do not 
replace a similar asset. 

Alterations which actually result 
m increased producing capacity or 
rerhiced cost of working. In such 
cases, liowovor, due allowance must 
be made for the book value of any 
assets scrapped or replaced. It will 
treciuonlly bo advisable to spread 
expondituio of this kind over a term 
of years. 

Cost of draining waste land to 
enable it to be built upon. 

Cost of sinking shafts or driving 
tunnels in collieries or minis in 
order that coal or minerals may be 

Cost _ of “ developing ” a mine, 
plantation or other estate. 

Cost of machinery and plant, loose 
tools, patterns, dies, drowmgs, 
patents, trade marks, copyrights, 
goodwill 

Cost of furniture, fixtures and 
fittings. 

Administration expenses of a new 
undertaking incurred during the 
construction of a new plant. 

Expenditure upon property or 
assets in a dilapidated condition in 
order to render them revenue pro- 
ducing. 

Reconstruction of buildings, 
machinery or other assets after 
allowing for the value of the pro- 
perty destroyed or abandoned. 

Actual additions to property of 
the above classes, either in the form 
of entirely now property, or in the 
form of additional parts to existing 
assets. 

Alterations to existing assets which 
have the effect of reducing the 
expense of worldng them, or in- 
creasing their capacity, after due 
allowance for any portion of the 
asset which has been scrapped in 
the operation. 

Note. — The present capital value 
of many of the above assets is 
subject to proper provision having 
been made for depreciation, or 
obsolescence. 


Reventje. 

The upkeep and malntonanoo 
expenses of property set out in 
the “ Capital ” column, such as 
repairs, replacements and renewals 
of machinery, plant, tools, furni- 
ture, etc., stores and raw materials 
consumed, ‘and the cost of improve- 
ments which cannot justifiably be 
capitalised. 

Rent, ground rent, rates, taxes, 
royalties, insurance, wages, salaries, 
and all Similar expenses of manu- 
facture, selling, and distribution 
incurred in earning revenue. 

Renewal fees of patents or trade 
marks. 

Loss on sale of fixed assets. If 
very heavy these losses may be 
spread over a term of years. 

Interest paid on loans, overdrafts, 

The book value of assets destroyed 
or abandoned less the proceeds of 
any salvage. 

Compensation for accidents, etc. 

Amortisation of leases. As repre- 
senting rent paid in advance, the 
annual instalment of the amount 
necessary to wipe out the asset 
account at the close of its life is a 
revenue charge. 

Illustration . — Sole of old gas engine 
(book value less depreciation, £186) 
for £100, and purohaao of new engine 
for £460. As to £86, representing 
loss on sale of old engine, this 
transaction is Revenue. As to £460, 
representing cost of new engine, it 
is Capital. 


Note. — Depreciation, or other pro> 
vision for waste, although it cannot 
be met by actual expenditure, is 
nevertheless a necessary charge 
against revenue. 
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Definitions. — ^Many definitions of good-vvill are available, but 
they have no statutory authority and none is CLuito satisbiclory. 
Indeed it is impossible concisely to define so comprehensive an 
asset, Probably the oldest legal definition is that of Lord Eldon 
that “ Goodwill is nothing more than the probability that the 
old customers will resort to the old place ” [Cnilwdl v. Lije (1810)], 
In L^Tidky on Partnership it is defined as “ the benefit arising 
from connection and I’eputation.” Mr. Underhill, in his book on 
the Law of Partnership, defines goodwill ns “ the jiro liability of 
the customers or clientele of the firm resorting to the person or 
persons who succeed, to the business as a going concern.” The 
first definition is too narrow, and rather confines goodvrill to a 
question of locality. In many ca.ses, goodwill einbrace.s much 
more than this. Reputation is often far more important than 
locality. Broadly speaking the purchaser of the goodwill of a 
business acquires the right to represent himself as the successor 
to the business, and also the right to every advantage that the 
former proprietor of the undertaking can convey to- him — trade 
name, trade marks, patent rights, ccqiyrights, position, I’cputa- 
tion, organisation, current contracts, agreements, loa.scs, and 
business connection. Obviously, the precise content of the good- 
will will vary with the jiarticular business, but some, or all, of 
the elements mentioned arc essential components of goodwill. 

Rights of Vendor. — The vendor of a goodwill is debarred from 
setting up or carrying on another business in such wise as might 
lead the public to suppose that he is continuing the old busines.s. 
But he is not debarred from trading again, even in tho samo 
line of business. Bor this reason, it is desirable that tho pur- 
chaser of a goodwill should protect himself by clauses in the 
purchase agreement restricting the vendor from competition 
with him. The restrictions imposed must not be unreasonable, 
or they may be held to bo “ contrary to the public interest.” 

Value.' — ^The inclusion of goodwill in tho trial balance of an 
examination exercise appears to act like an irritant upon some 
candidates. They proceed to revile the unfortunate item as 
“ fictitious,” “ worthless,” “ unrepresented by expenditure,” a 
“ paper asset,” “ a source of wealmess ” and so forth. Even 
when not required by the terms of the question, they ■write down 
the asset by a transfer to Brofit and Loss Account, or they 
append a note to the Balance Sheet expressed in tho iGrim quoted 
above. The student is unfortimately encouraged in thilrattitude 
by ill-anformed 'writers. 

It must be admitted that the epithets beloved of some 
students are sometimes applicable. Goodwill is certainly an 
intangible asset, but by no means necessarily fictitious, though 
always subject to fluctuation, since it is based upon profits. In 
a large number, probably the majority, of cases, however, good- 
will is a very real and valuable asset, although, perhaps, not one 
which Can be readily sold. 

Those experi^oed in liquidations and receiverships will testi^ 
how difficult it'’5is''to kill a goodwill when once it has been estab- 
lished, even in &es where insolvency has supervened. 
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The price at w’hich goodwill has been purchased represents 
the cost of acquiring the facilities for earning profits possessed 
by the vendorj and the right to stand in his shoes. This being 
so, there can be no question that the purchaser may legitimately 
include the cost of Ms purchase among the assets m his balance 
sheet. Whether the original cost should be subsequently reduced 
depends upon circumstances. These are discussed later. 

Goodwill has been recognised by the Courts for several^ cen- 
eSiries as property which may be sold, mortgaged, or otherwise 
conveyed, and it is suggested that the student is ^injudicious in 
Ms sweeping condemnation of it as a balance sheet asset. 

In arriving at the value of goodwill as between the vendop 
and purchaser, the author made the follohung remarks in Booh- 
keeping and Accounts, Chapter XIX: — • 

“ The value of the goodwill attached to a given business is 
obviously dependent upon the nature of the undertaking, and 
upon the circumstances connected with it. For the purposes of 
sale the goodwill of a business is usually estimated as being worth 
a given number of years’ jiufchaso of the annual profits which may 
be expected to bo derived from its possession ; such future profits 
are usually estimated upon the ba.sis of the average profits which 
have accrued during flic last few years’ trading immediately 
prior to the date upon wMch the sale takes place. The average 
of profits to bo omiiloyed for fhe purposes of valuing a “ goodwill ” 
should bo based uiion the results of a sufficient number of years 
to give, a fair esfimato of future re.sulls, and in arriving at such 
average any special profits or losses due to extraneous circum- 
stances should bo disreganlcd The average of the previous three 
to five yc'ars’ results is usually omployid in arriving at the value 
of goodwill in ordinary commercial undertakings. 

“ The number of years’ purcha,so of the.se ascertained ‘ average ’ 
profits to be taken in any given’ instance is naturally a matter 
whicli is subjc'ct to great I’ariation according to circumstances. 
The goodwill of a professional business, in the successful conduct 
of wiiich the personality of the jirovious owner is of paramount 
importance, and ulueh can only'' be transferred to a now owner 
with the iirohabihty of considerable lo.ss of oheutelo, may, in a 
given instance, only ho ivorlh fi'om one. to three years’ purchase 
of the average profits previously diwivcd from its possession ; on 
the oilier hand, tlu' goodwill of a trading business shoving average 
profits of a similar amount may bo worth a much larger propnr- 
tionato sum. This dillerence in value would be, due. to the less 
exclusively ‘ personal ’ nature of liio latter husiness as compared 
with the former. In fact, in many commercial iindortakings the 
personal factor is practically' non-existent in connection with the 
goodwill, vhieh may he largely a question of localit.y' or of reputa- 
tion for the, quality of merchandise sold fn an ordinary case the 
goodwill of a professional business may be taken to ho wortli from 
one to three years’ ]jurchase of the average past profils, and the 
value of the goodwill of a tiacling business will ordimirilv be vorth 
from two to five years’ purchase of similar avciage past profits. 
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If a share only of the goodwill is being disx)osed of, in oases where 
the jjrevious partners, or some of them, continue to be associated 
with the undertaldng, a greater number of years’ purchase of the 
average profits will in many oases bo obtainable by the vendors. 

“ Again, where the average of the results of past years is based 
upon a series of descending iirofits, i.e. where the profits have in 
the past been steadily on the do\vn grade, the goodwill will obviously 
be worth less than where exactly the same average is shown by a 
series of ascending profits, i.e. where the business shows a seciucnee 
of profits which are on the up grade, each year showing a bettc'r 
result than its predecessor. 

“The personality of the intending purchaser of a goodwill 
IS an important factotf in relation to the price to be paid for its 
possession ; the approximate number of years’ imrchase stated 
above, viz. one to three years in the case of a professional business 
and two to five years in the ca.se of a trading business, will usually 
apply when the intending purchaser is a jirivato trader on his o\ra 
account. If, on the other hand, the goodwill of a trading business 
is to be sold to a limited company fos-med for the special purpose 
of acquirmg it, the purchase juice will frequently be considerably 
more than if it were being disposed of to a solo trader. This 
enhanced price arises out of the interposition of vendors’ or 
promotors’ profits in the case of a company, and is rendered possible 
by the fact that the shareholder with limited liability in a joint- 
stock company will usually be content with a smaller rate of 
interest per cent, per annum upon his money than would bo required 
by a purchaser trading upon his own account with unlimited 
liability. A joint stock company can usually bo more heavily 
capitalised in a similar business than a private partnership, and 
yet be in a position to satisfy its shareholders in point of income.” 

Basis of Valuation. — ^It is the recognised custom in some trades, 
more particularly in retail businesses, to base the value of good- 
will, for sale purposes, upon the turnover and not ujion the net 
profits. Again, in other trades, the quantity or weight of the 
articles sold form the basis of value. The purchaser of a good- 
will must take into consideration the interest upon the capital 
he has to expend, including the purchase prioo of the goodwill, 
and also any salary he may have to pay to any person whom 
it may be necessary to appoint to do the work previously done 
by the vendor. The purchaser can obtain reasonable remunera- 
tion from his capital by investing it in gilt-edged securities, 
without incurring the risks which attach to ooiumerce, and, 
therefore, when purchasing a goodwill, the purchase price should 
be based upon the present value of the increased income promised 
by the jnirchase over and above that wMch could bo obtained 
from investment in sound securities. 

In some cases, a lump sum is paid for a business, “ look, stock 
and barrel,” including the goodwill. In these oiroumstanoos it 
will generally be found that such assets as plant and machinery, 
stock, etc., have been tahen over at prices greater than those 
which they would realise if sold separately from the goodwill. 
When possible, such assets should be valued and an amount be 
determined as the cost price of the goodwill. In the absence of 
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tMs analysis of the purchase price, it will be difficult to fix 
satisfactory depreciation allowances for the wasting assets. 

Balance Sheet Value of Goodwill. — ^This, perhaps, is the aspect 
which most concerns the student The essential thing for the 
halairce sheet draughtsman to ensure is a. clear and separate 
statement of the asset so that the amount at which it stands in 
the hooks, and the method of its valuation, i.e. cost, or cost less 
amounts written off, are made clear to all who read the balance 
sheet. In short, the amount of capital which has been sunk' in 
goodwill must be readily ascertainable. 

By S. 35 and Fourth Schedule, Part I (9) of the Companies Act, 
1929, every prospectus, and by S. 40 and Fifth- Schedule every 
statement in lieu of prospectus, must state the amount paid for 
goodwill if such an asset has been acquired by the company. By 
S. 124 of the same Act there must be stated under a separate head- 
ing in eveiy Balance Sheet of a company, so far as it is not written 
off, the amount of the goodwill and of any patents and trade marks, 
if it IS shown as a separate item in or is otherwise ascertainable from 
the books of the company, ol- from any contract for the sale or 
purchase of any property to be acquired by the company, or from 
any documents in the possession of the company relating to stamp 
duty payable in respect of any such contract or the conveyance 
of any such property. It will thus be seen that goodwill may be 
grouped with patents and trade-marks, but not with any other 
asset. The Balance Sheet must state how the values of the 
fixed assets have been arrived at; goodwill is a fixed asset for this 
purpose. 

The item goodwill rarely appear.s in the books or balance 
sheet of a private firm or limited company, unless it has actually 
been purchased. The student will realise that there would be 
no particular object in the present owners of a goodwill attempting 
to record its value in the books, and, in the author’s experience, 
no record of the asset appears, except in cases where the admis- 
sion of a new partner, or the death or retirement of an old 
partner, has rendered it ucce.ssary, or in cases where limited 
companies have been formed to acquire established businesses. 
Thoro arc, however, other circumstances in which the asset 
goodwill is encountered, as, e.g., in the case of comiranies who 
have established a successful business by means of very heavy 
advertising in the early years of their existence, or whore a 
successful company has revalued the whole, of its assets for the 
purpose of making a capital di.stribution to its members. 

It should be remembered that the amount at which the item 
goodwill may stand in the books and accounts of an undertaking 
does not necessarily express its value, but merely represents the 
puce which was paid for it less any sums which may have been 
written off. A prospective purchaser of goodwill would be very 
ill advised not to ignore the book value when making his calcu- 
lations. The value of the goodwill of a business can only be 
ascertained when it is actually realised. In the case of a limited 
company, however, the market price of the shares — ^unless arti- 
ficially created-^mdicates to some extent the value placed by 
the public upon the goodwill. 
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Groodiwill in Partnerships,— This aspect of goodwill has been 
fully treated in the chapter on Partnership Accounts (Chapter IX). 
The matter is dealt with in the great majority of partnership 
agreements. Sometimes the agreement provides for the pay- 
ment of a certain share of the profits for a limited term of years 
to the representatives of a deceased partner as consideration for 
his share of goodwill. Such payments may bo treated as though 
they were actual appropriations of profit to a partner, or they 
pray be debited to a goodwill account, and allowed to remain in 
the books as an asset, or written off over a period. In some 
cases the a^eement fixes the goodwill of partners at a definite 
sum, and an insurance policy (joint or several) is taken out to 
cover the amount. Although the Partnership Act, 1800, does not 
directly provide for the treatment of goodwill upon dissolution, 
any goodwill there may be is the common property of all the 
partners, in the absence of any provision in the partnership 
agreement to the contrary, and the goodwill can only be sold 
for the benefit of all, in accordance with S. 39 of the Act. 

Depreciation. — ^It has ah-eady been stated that some examination 
candidates, on their own initiative, write depreciation off the 
asset goodwill, and charge the provision amongst the various other 
depreciations in the Profit and Loss Account. This should never 
be done unless direct instructions to that effect are given. It is 
suggested that " fluctuation ” is a happier expression than 
“ depreciation ” in this connection. There is no analogy between 
the diminution in value of goodwill and that of other fixed assets. 
Goodwill is not consumed, nor is it subject to wear and tear, 
pbsolescence, or diminution by efldux of time, in the process of 
earning profits. The value of goodwill at any period d<‘, ponds 
greatly on the profits earned, and as profits fluctuate so the value 
of the goodwill may be said to fluctuate. As in the case of some 
other classes of fixed assets, the value of which fluctuates from 
various causes, e.g. freehold land and buildings, so hi the case 
of goodwill, such fluctuations should be ignored. It is sometimes 
contended that in any event goodwill should be eliminated from 
the books on the ground that all goodwill disappears m course 
of time.* In the author’s opinion that is advice which should 
not be too hastily accepted. The question is not always so 
elementary as this view would seem to suggest, but needs careful 
consideration in the light of all the ciroumstanoes. K the profits 
tend to decrease, and the tendency becomes serious, it will 
probably be impracticable to ,make any provision. If, on the 
contrary, _ profits are mamtained, it is impossible to allege that 
depreciation has taken place in the goodwill. The very fact that 
profits are available for the reduction of the asset is in itself 
excellent evidence that it is alive and valuable. Goodwill is not 
static; a live goodwill is constantly being renewed in a normal 
business; it is therefore unnecessary to write it off unless such 
renewal is in fact not taking place, but, as already stated, in the 
latter case, it may be impracticable to write it off. 

The appropriation of revenue for the purpose of reducing the 

17' .'* ffhe author is'-aoq;uainted with a business, soheduled in Dornesdav 
Book, and still fiouriehixigl * 
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book value of goodwill has, of course, the effect of creating a 
secret reserve, and enhancing the financial position of the com- 
pany, and, from this point of view, the appropriation may he 
commendable It is a cheap method of obtaining additional 
Working capital for the undertakmg, inasmuch as money is 
retained in the business which otherwise would be distributed 
as profits or dividends. In the absence of special regulations in 
the Articles of Association, there would appear to be no legal 
obligation on a company to reduce the cos’t price of goodwill 
{W%lmer v. McNamara, [1896] 2 Oh 245). 

Summary.— To sum up, it may be repeated that goodwill is 
a fixed asset, and any attempt to state its fluctuating value from 
time to time in the annual balance sheet’ is both unnecessary’ 
and impracticable. But it may be conceded that in some cases 
there may be excellent financial reasons for reducing its book 
value. This, however, is a matter of financial prudence and not 
of obligation. In any case, students should not, as they fre- 
quently do, refer to sums appropriated for this purpose as ordi- 
nary charges against profits. In no sense are they charges 
against current profits ; they are appropriatiom otit of profits [See 
also StapUy v. Read Bros., the decision in which is dealt with on 
p. 370.] 

Depkbciatton- 

Definition. — ^The word “ depreciation ” is frequently wrongly 
used, and, sometimes where its use may be allowed to pass, it 
is not always a happy term to apply. The student is often 
bewildered by the divergent opinions to be met with upon the 
subject, due for the most part to the different meanings given 
to the term. It may be well, therefore, to say at once that the 
term is here held to mean the diminution in the financial value 
of an asset owing to wear and tear, effluxion of time, obsolescence, 
or similar causes, the suggestion being rather that of gradual 
deterioration than sudden loss or diminution in value. 

■ The student should clearly understand the difference between 
depreciation and fluctuation in value. Depreciation is per- 
manent: fluctuation is temporary. The former term is only 
applicable to assets in which waste is inherent. The latter term 
applies to the variations which may take place in the market 
value of assets owing to fluctuations in the cost of materials and 
labour, the laws of supply and demand, or from other causes. 
The market value of assets which are not held for sale are of 
little moment to a going concern. The real point of importance 
is to ensure the equitable distribution of the original cost of the 
wasting asset over its working life. 

The term depreciation, as employed commercially, applies to 
the waste, and consequent decrease in financial value, which 
takes place in assets used for the purpose of earning profits. 
Such assets are not primarily held for sale, but for use. The 
measure of the waste, or shrinkage in value, which occurs owing 
to their use, is called depreciation. This must be provided for, 
and is therefore a proper charge against revenue. Auy fluctua- 
tions which may occur from time to time in the market value 
of such assets can be disregarded, except that, if the fluctuations 
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persistently tend downwards, the residual “ scrap ” value taken 
into aooount when fixing the depreciation rate may need revision. 

Necessity for Depreciation— There can he no doubt that 
commercial men frequently deal with the qiie.stion of deprecia- 
tion upon nnscientific lines, and do not observe that scrupulous 
care which they exhibit in other directions. In .some ou.sos, the 
amount of tho provision made for depreciation i.s regulated hy 
what can be “ afforded ” during the period in que.stion. This 
attitude is, of coursd, quite unsound. Depreciation has no relation 
to profits. It is a charge which has been incurred and must he 
provided for in any event. The object of jiroviding for de2)re- 
ciation is to maintain the trader’s capital intact, and this end will 
not be achieved unless the provision is based upon sound linos. 

The whole question is a large, and often a very technical 
one. The fact of depreciation may lio incontostahlos hut its 
correct assessment may he very difficult. All ihat can ho 
re^onahly expected from the student, at this stage, is a know- 
ledge of the chief governing principles. It may he well to warn 
prospective examinees that in tlus<r connection, fd.so, failure to 
comprehend the scope and difficulty of tho sulijc'ct frequently 
leads candidates to a display of injudicious dogmatism in tho 
examination room. 

Speaking broadly and commercially, dcprociatiou represents 
waste which has taken place durmg a given period in asHots pos- 
sessed by the trader or company. As a general rule, tho waste 
arises because the depreciating asset has been emi)]oyecI in j)ro- 
duciug revenue. Clearly in such case.s depreciation is a part of 
the cost of production, and must be charged against tho revenue 
of the period before any true estimate of profit can bo deter- 
mined. Probably the commonest example of tho diminution in 
value incidental to the use of assets is that of macliinory and 
plant used for producing goods for sale. 

A simple illustration will convince the student that the waste 
which takes place in connection with tho employment of machi- 
nery is a proper charge against profits. 

Jllustrcuion. — B, a boot manufacturer, purchases a welting machine 
for JEIOO. At the rate at which the inachmo is worked, it will be worthless 
at tho end of ton years. In ton years, then, this £100 will hovo diani)- 
peared. It is obvious that the money can only he recovered out of proiits 
derived from tho sale of the boots. B has, in fact, paid £100 in advance 
for work to be done by the machine during its ten years of life. The 
cost of this work is jnst as much a charge against trading as wages, the 
only diilerence being that it is paid in advance, Cloarly, each year of tho 
ten should bear its proportion of the sum thus paid in advance. If such 
provision is not made the profits shown for the intervening period will 
not be true profits. They wiU. appear to be larger than they really arp. 
The only question which remains is the amount to be charged against 
each Six or twelve months’ trading during which the machine is worked. 
These divisions of time ore, of oourse, purely arbitrary, and the only 
matter of importance is that each penod should be charged with its due 
proportion of the original outlay. The sum so charged against revenue 
is oaUed depreciation. It might be called "proportion of sum paid in 
advance for machine work expired during the year." 

Assessment , 61 Depreciation.— The important point for the 
student is the correct assessment in money of the depreciation 
which has tak^n place w respect of wasting assets during any 
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accounting period. A little thought should convince him that, 
at the best, the amount of depreciation arrived at can only be| 
an estimate, Tailure to recognise this fact frequently impels' 
students to dogmatic insistence that a hard and fast 5 %; 
rate is a universal panacea for depreciation in all and every class- 
of asset, irrespective of its nature and employment, even -when 
there is no real need for the provision of depreciation at all' 
Such narrow views are not permissible. Indeed, the attempt 
sometimes made in text-books to give tables' of rates suitable to 
various assets, irrespective of the circumstances in which they 
are used, is injudicious and would not be made by an accountant 
of experience Each case must be judged on its merits. The rates, 
published from time to time, as agi’ced for 'Income Tax purposes 
are, on the whole, lower than would normally be adopted in the 
accounts, a fact which students often fail to appreciate. 

The crux of the whole matter is the true assessment of the 
waste wliinli lias taken place in any given asset during the account- 
ing jieriod. I'lio (piostions to bo asked and answoied arc: 
(a) What is the monen equivalent of the deprecialimi which will 
take, plare, daring the Ufa of the asset ? and (6) how is this amount 
to ha faiHg dislnbuied over the, trading of the period during which 
the asset is employed^ In many cases, eg. in connection with 
machinery, the accountant is largely dependent u^ion the ongi- 
iieei’ing exiiert for information There are, however, some facts 
which all'oi'd a useful guific for the calcidation of doxireciation 
rates, viz. (a) 'Tho original cost of the asset, (6) the length of 
time it will last as at present employed, (c) tho extent and effi- 
ciency ot tho repairs and renewals carried out, (d) its liability 
to be(!omc obsolescent, (e) the amount of interest iijiou tho 
capital sunk in accpiirmg it, (/) tho price the a.sset will fetch at 
tho close of its usefulness to the present owner, {g) the use to 
which tho asset is jiut, o.g. if a machine, docs it run night and 
day, or has it been idlo for any appreciable time’ * 

All these points must be taken into consideration in order to 
arrive at a suitable depreciation rate. Tho only eatain facts are 
the original cost of tho asset and the interest on tho cajiital sunk 
to acquire it. But the experts will bo able to supply answers to 
such of the above questions as [all to them with reasonable 
exactitude, with the exception of (d), which presents the greatest 
(lifficLdty and becomes increasingly troublesome. In some trades 
the risk of obsolescence is small; in others it is considerable. In 
any case, provision for diminution in value under this head can 
only be roughly e.stirnated, and frequently it i.s ignored alto- 
gether because of the difficulty in obtaining data upon whicli to 
base an estimate ft is undoubtedly wise, where tho wasting 
assets are numerous, to obtain ])ciiodically, where practicable, 
an in(lo]iendcnt cxjiert valuation so that the hook values of 
wasting assets may he checkcfl. Having ohiainod answers to 
tho questions stated above, tho object now is to determine the 
percentage rate which will eliminate the asset from the books at 
the end of its useful life. 

♦ 111 soma oasos, o g in Uio laoo trade, maelunot. wiislo more rainclly when 
idle than when m employment. 
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Various Methods. — ^The various methocla, enumerated below, of 
providing for depreciation are in general use and have already 
been encountered by the student in his book-keeping text-book,* 
and need only be briefly reviewed in this place. They are as 
follows ; — 

(1) The straight line, or equal instalment, method, 

(2) The diminishing balance method. 

(3) The annuity method. 

(4) The sinking fund method. 

(6) The insurance policy method, 

1. The Straight Line Method. 

By this method, the original cost, or the present value, of 
the asset is divided by the number of years of tho “ useful life,” 
and the revenue of each year is charged with an equal part of 
the cost. In other words the basis of the neGCs.sary calculation 
is, original cost loss residual value spread in equal m8tahnent.s 
over the life of the asset. The advantage of this method is its 
simplicity, and the fact that, however rough and ready it may 
be, it entirely eliminates the asset at tho close of its life. Tho 
cliief objection advanced against it is that it ignores the ques- 
tion of interest, and that while each year of tho “ useful life ” 
bears an equal charge for depreciation, the expenditure upon 
repairs increases as the asset becomes more and more decrepit, 
and its earning capacity is reduced, and so tho later years bear 
more than their share of the burden. It is also said to bo incon- 
venient, since, if additions to the asset are mado during the 
period, it is necessary to make new calculations in order that 
the further capital charge shall bo eliminated at the same time 
as the original outlay. But this cannot be a serious inconveni- 
ence, for, by means of a Memorandum Plant Ledger, jiartioulars 
of all additions can be so recorded that the necessary adjustment 
of the annual depreciation figure can readily be made. 

In the author’s opinion much can he said in favour of spread- 
ing the cost of wasting assets in equal instalments over tho period 
df their productive life. The system works satisfactorily where 
|the plant is extensive. The charge against profits is the same 
year by year. It is true that tho charge for repairs on any 
parbioular machine increases as it ages ; but in a largo concern, 
at any rate, this is counterbalanced by the fact that machines 
of all ages receive the same treatment. Then again, in some 
oases, the best is not got out of machinery until it has been 
running some time, and considerable sums are spent in adjust- 
ment and " tuning up ” in the early years. 

This method is not infrequently applied to leases of short 
duration. As is pointed out later, however, the more correct 
method to apply to leases of any length is the annuity system. 

2. The Diminishing Balance Method. 

By this method, a fixed percentage is written off the diminish- 
ing debit balance of the asset account every year. Bor this 
'J'* The author has dealt with thorn in Booh.h&pim.g mx(t Aoaovnls, 
Chapter IX, and in Higher Book-keeping and Accounts, Chapter III. 
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reason it is sometimes referred to as the E,ediicing Instalment 
Method. It will be clear to the student that a much higher rate 
of depreciation must be employed by this method than by 
method (1) if the asset is to be eliminated from the books during 
its working life. 

It is claimed that this method has the advantage of averaging 
the burden borne by revenue, inasmuch as m the early years of 
the life of the asset when the depreciation charge is heavy, the 
repairs are correspondingly light, and vice v&-sd.\/Lii also avoids 
the necessity for fresh calculations every time additions are 
made to the asset account. For these reaso.ns, the method is 
popular with commercial men and is commonly adopted for 
depreciating machinery and plant. XBut this method also ignores ' 
the question of interest, and the original cost of the asset is lost 
sight of. Further, owing to the high rate of depreciation which 
must be fixed to eliminate the asset at the close of its life, the 
early years, in some cases, arc subject to an unduly heavy burden 
compared with later years. If the percentage is scientifically 
ascertained, this method will, like method (1), reduce the asset to 
its scrap value at the end of its life. Unfortunately, it is usually 
found that the percentage employed is inadequate, and a residual 
value above its scrap value is loft on the books after the useful* 
ness of the asset has disappeared. There is a tendency to fix 
the rate under the diminishing balance method upon the same 
basis as that which would eliminate the asset under the straight 
lino method. Tins, of course, is a fallacy. 

lUu$lralion.—li a maobiiio, with a useful life of flvo years, coat £1,000, 
and IS depreciated upon tho stiaight Imo method, onc-flfth or 20 % of 
the ougmal coat (£200) will bo w'ritton olt annually, and tho asset account 
will bo closed at tho end of tho fifth yeai. But if tho samo macliino is 
dopieoiatod upon tho tUmimshing balance method at 20 %, tho asset 
account will still show a balance of £327 13s. 7d. at llio olo&o of the fifth 
year. 

The Annuity Method. 

By this method the amount written o(¥ each year is calculated 
so as to eliminate, at the end of its useful life, the original cost 
of the asset plus interest on the capital sunk. Each annual 
instalment is ascertained from tables and intcrc.st. 

Tninrost at the agreed rate on the capital sunk in the asset is 
debited to the Asset Account and credited to revenno every year. 
The theory is that the capital sunk in the asset earns, during caoh 
trading period, the amount of interest which is credited to revenue. 
The interest credited to revenue mil thus gradually diminish as the 
asset account is reduced by each instalment of the depreciation charge. 
As this latter charge is a constant amount, it is clear that revenue 
will bear a gradually increasing burden. This is probably tho 
most scientific system, particularly in tho ca.yc of leases, but it 
is not very commonly mot with in practice. An objection fre- 
quently raised against it is that in the early yeans the book value 
of the asset exceeds tho actual value, since a heavy fall in 
the market value takes ]jlace immediately the asset becomes 
“ second-hand ” Again, where frequent additions arc made to 
the asset, there is tho inconvenience of continually revising the 
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calculations, and, in practice, this system is seldom applied to 
such assets as machinery and plant, and the like. 

It may be of interest to recall that, Avhen the Post Office 
authorities acquired the undertaking of the National Telephone 
Company, the Ai-bitration Commissioners declined to recognise 
this method as suitable in the case of the plant as between buyer 
and seller, and decided in favour of the sti’aight line, method. 
It must he admitted that, as compared with a lease, there is the 
differenoo that the "date upon which the lease expires is Icnoim, 
whereas the duration of the useful life of plant is esLimated only. 
There is also the question of rejiairs and renewals, and the income 
which will he earned by the asset. These are unknown quanti- 
'ties at the outset -Perhaps, for these speculative reasons, the 
annuity method does not commend itself more widely to com- 
mercial men. 

4. Sinking Fund Method. 

This method (also referred to as “ Depreciation,” “ Redemp- 
tion ” or “ Amortisation ” Pund)„ is similar to the annuity 
method, and also takes interest into account. An agreed amount 
is set aside each year and invested, which amount, accumulated 
at compound interest, will produce a sum equal to the original 
cost of the asset at the end of its life, and so provide the cash 
wherewith to replace the asset. The asset is left on the books 
at its original cost nntil the end of its useful life, when the ncou- 
mulated profits are used to extinguish it. This method is un- 
doubtedly to be preferred where it is essential that working capital 
should be left intact, and the funds necessary to ro])lace the wasting 
asset should be available in ready cash. At first sight, it may appear 
to the student that the charge against revenue is l(‘ss than under 
the former system. It must he remcraborod, however, that the 
undertaking is deprived of the power of earning profits uixm the 
sums withdrawn and invested in the Sinking Pimd. The question 
of Sinldng Punds is separately dealt with at pp. 81-Rfl. 

5. The Insurance Policy Method. 

By this method, which is another form of the Sinking Fund 
Method, an endowment policy is taken out maturing at the date 
when the useful life of the asset is reached, for an amount whicdi 
will replace the capital sunk in the purchase of the asset. These 
policies are dealt with at pp. 89-90. 

On reviewing the above methods, the student will realise 
that, granted that they are properly employed, the only vital 
^fferenoe between them is that methods (1) and (2) ignore tlio 
question of interest while the other methods take it into account. 
The essential end to achieve by all the methods is the reduction 
of the asset to its residual value by the time that it has lost its 
usefulness. 

Re-valuation. — It has already been stated that, in some cases, 
periodical re-valuation of wasting assets is desirable to ascertain 
the waste or depreciation. Any diminution in value disclosed by 
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the re-valuation is treated as depreciation. Obvious objections 
to this method are the cost and the labour involved, which in 
some cases would bo prohibitive. Another objection is that in 
unscrupulous hands the method might well become dangerous. 
This procedure is, however, almost essential in the case of some 
assets — such, for instance, as loose tools’, horses, cattle, sacks, 
oases, casks, bottles and the like. Instances will probably sug- 
gest themselves to the student where the application of this 
method of ascertaining depreciation would be impracticable -owing 
to fluctuations in the market value of the assets involved. Such 
fluctuations have no relation to the actual depfeciation which 
has taken place in assets owned by a going concern, and used for 
the sole purpose of producing revenue. 'As an occasional chock 
upon book values, however, there ean be no doubt that periodical 
valuations arc helpful. 

It may bo advantageous to consider briefly a few tyjncal 
assets from the point of view of provision for depreciation upon 
thorn. 

Freehold Property. — It, is impossible to formulate any useful . 
rule for this kind of iiroiierty. The land itself may fluctuate in 
market value, but this cannot bo dealt with as depreciation in 
the accounts of a going concern, since its value depends on 
the facilities it affords. It is not usual to deal with any 

shrinkage m value in this connection, unless tho actual dc])rc- 
oiatinn wlucli has occurred is disclosed by realisation of tho 
property. It is very dilfioult to oonvinco commoroial men that 
any provision for de]irooiation is necessary in respect of freehold 
biuldmgs, if tlio pro])erty is kept in proper repair out of i-cvonue. 
The practical impossibility of ostinuUmg the useful life of any 
biuldmg adds to the difliculty. Nevertheless, no building lasts 
for over, and in those progressive days, all buildings are liable 
to become obsok'tc In particular circumstaiiocs iL ihay bo 
prudent to recognise tho necessity of rodneing this asset aocoiint. 
Con.sidering tho long life of this asset, any provision thaii is 
made must involve the que.stion of intc-rcst. Most probably, 
provision u ould best bo made by aoounuilating a fluid for rc-bmkl- 
mg. An insurance policy is convenient in tins connection. A 
diliicully arises in esiiinatmg the dimensions of the fund required, 
because of the wide fluctuations in the cost of building con- 
struction within recent years The rate of depreciation assumed 
usually varies from 1 to 3 % of tho original cost, but the necessities 
of the particular case must suggest the actual measure of the 
provision. All repairs must, of course, be, charged to revenue. 

Leasehold Property. — Tho date when leasehold property will 
pass to the lessor is definitely loiown. It is clear therefore that 
tho original cost of the property, together with any subsequent 
expenditure upon it, must be wnttcu off over tho term of the 
lease. Probably the best way to do this is by the annuity 
method, unless it is e.ssentia] to accumulate an outside fund for 
the purchase of another lease at the end of the period, m whioh 
case the insurance policy method is advantageous. If the lease 
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is very short the “ straight Jine ” method is adequate. Where 
the expenditure for leaseholds includes a premium paid for the 
lease, it is practically a payment of rent in advance, and it is 
common for the amoimt to be spread over the term in equal 
instalments. In such cases, the term “ depreciation ” is not 
appropriate. Under the terms of some leases, the claim for 
dilapidations may involve a heavy liability at the end of the 
lease, and then expert estimate of the liability should be obtained, 
and a fund — ^preferably invested outside the business — should be 
raised to meet the liability. Where dilapidations have to bo 
provided for, 'it is ,a common practice, when calculating the 
amount of the annual instalments, to deduct a few years from 
the life of the lea.se, or’ to add the estimated amount of the dila- 
pidations to the original outlay, and so provide an additional 
fund with which to meet the charge. Where the lease is long, 
and the braidings are unlikely to last out the term of the lease, 
the provision for depreciation must of course bo based upon the 
life of the asset, and not on the term of the lease. 

Ships, — ^No general rules can bo suggested for ships. It may 
be of interest, however, to mention that, for income tax purposes, 
the following rates are allowed : — 

Tank Steamers, 6 % on prime cost. 

Passenger Steamers, 4 % on prime cost. 

Cargo Steamers, 4 % on prime coat. 

Sailing Vessels, 3 % on prime cost. 

It must not be assumed that the above rates are aoeeptod by 
shipowners as adequate. In some cases, at any rate, they do 
not cover the loss on break-up. It may bo noted that engine 
and boiler renewals and structural alterations may be added to 
the prime cost. Refrigerating machinery is allowed at %. 
Single-ship companies rarely make any provision for depreciation. 

Copyrights. — ^Provision for depreciation in respect of copyrights 
presents coniaderable diiiiculties. By the Gopyriglit Act, 1911, 
the life of a copyright extends for ^y-years after tlie life of the 
author, but it is manifestly impossible to estimate the life of any 
copyright literary, dramatic, musical or artistic work. It may 
last indefinitely, or quicldy wane. The only ivise precaution to 
adopt when capital has been sunk in the purchase of copyrights 
is to make perio^caLjce.-yailiaijpiis and to eliminate the asset 
within the period suggested” by "IT soundly cautious judgment 
upon the facts. 

Patents. — ^The legal life of a patent is sixteen years, provided 
the necessary fees are duly paid. Theoretically, therefore, owing 
to eifiuxion of time, the book value of a patent should bo elimi- 
nated within this period. As a matter of fact, however, patents 
are frequently kept alive by the registration of supplementary 
specifications covering material improvements. Praotical experi- 
ence shows, moreover, that, in many cases, the mere ownership 
of the specification of the patent in itself forms only a small 
part of the value attached to the asset. Its main value may 
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reside in the experience derived from the actual employment of 
the patent, and in particular from the failures connected with 
its early apphcation. The patent may have become so poj)uIar 
that praoiically a monopoly has resulted, in which event the 
book value of tlie patent is virtually represented by the good- 
will which has accrued. On the other hand, it may have proved 
impracticable or unpoimlar, and then it is probably worthless. 
In any case, the cost of the patent, either patent fees and costs 
of experiments, or capital sunk in the purchase price, should be 
charged to revenue over a period, the length of which can only 
be determined by judgment upon the facts. Whether any of 
the expenditirre may be retained in the balance sheet as an asset 
after Ihe expiration of 'the patent is also a question for determi- 
nation in the light of the facts. It is futile to dogmatise upon 
the matter. The “ straight line ” method is probably the most 
suitable for the elimination of expenditure upon patents. 

Patent renewal fees should, in all cases, bo charged to rovomie. 

Furniture, Fixtures, and Fittings. — ^As a general rule these should 
be generously depreciated. Fittings, oparticularly, if removal or 
alteration becomes necessary, are praotioaily lirewood only. It 
must also be remembered that some of the fixtures will probably 
he “ landlord’s fixtures ” and cannot thoroforo bo removed. 

^ The " diminislring balance” method is usually employed in 
tin's connection, all lepairs being charged to revenue. 

Machinery and Plant. — In cases where the plant is at all extensive 
or varied in its nature, it is a wise plan to keep a Plant Lcdgei* (see 
p 76). Tills is a “memorandum ” ledger only, and contains parti- 
culars of the original cost, the iicriodical depreciation written off, 
and the general history of each individual machine. Whore maolu- 
nery is periodically scrapped, or rapidly become.s obsolete, the 
information contained in such a Ledger is often very valuatile, 
particulai’ly for income tax purposes. The book should also 
contain memoranda of the probable worldng life of each maoliine, 
and an estimate of its final scrap value, lOno of the lessons to 
be gathered from such a record is the Jnwisdoni of inohiiliug 
plant of all descriptions in a general Machmery and Plant Account 
and subjecting it to a common rate of depreciation, Sueli an 
omnibus account will cover not only the heavy running machi- 
nery, but boilers, gearing, shafting, and other appurtenances, the 
lives of which vary greatly in duration. Boilers, for instance, 
depreciate, as a general rule, more quickly than tlio other items 
enumerated, particularly in cases where unsuitable water must be 
consumed. Shafting, on the other hand, will often outlast the 
running machinery. It is not suggested that each piece of 
machinery should be separately treated for depreciation purposes, 
because this would often be impraoticablo. It is, however, con- 
tended that machinery should bo classified into groups according 
to its Vitality, and that depreciation upon the aggregate value 
of each group should be provided at suitable rates. 

The classification should be the work of experts, but a general 
division might be as follows : — 



DEPRECIATION 77 

1. Motive power (engines, boilers, water softening plant). 

2. Shafting. 

3. itunniiig plant and general machinery (cjrcnlar saws, lathes, 

planers, etc.). 

4. Special machines suitable to jiarticular trades only. 

As remarked above, boilcns vary greatly in length of life 
according to the kind of water used and the jiressurc obtamed. 
Shafting, in many cases, enjoys considei'a'blc life. The Mo of 
running plant vanes greatly m diflerent trades, and depends 
upon the rate of running, and the elliciency pf the 'repairs. As a 
rule, special machines are more liable to become obsolescent than 
machines of a general type. As with other a.ssets, market fluctua- 
tions in the price of machinery must be ignored. The niea-suro 
of the value of plant is its power of iiroductiveness and its 
suitability to its ovaiors. 

Till oretically, perhaps, the “straight lino” method of dcpie- 
eiation is tho most suitable for plant, but the author’s oxiierience 
IS that tho climitiisliing biilanco method is the most popular 
vith raanufacturors, and, provided that tho value of the asset 
IS reduced to its estimated scrap value at the close of its working 
lifo, the latter method is qmte adcqualo In view of tho corn- 
parativoly brief life of most maohmory, the question of iutcre.st 
is not of the same imporlanco as it is m the case of longer lived 
classes of fixed assets. Plant and machinery are constantly 
renewed, and the sinking innd method is seldom applicable 
to them. But where costly single machinc.s, e.g, inoiiolypo 
setting machines, mu.st bo replaced at loiouui intervals, it is 
wise to accumulate a fund outside tho business. 

In a few cases, full details of tho maohmery and plant and 
its depreciation from the time of its original imroliase are given 
in the balance sheet as follows : — 


riiA.NT ANn MACitiNnRY: Original Cost 8,U00 

Add Total adthtioiis to dato of lust nalimco 

HUcot at cost . . 2,000 

Additions duiiiiu! ^ho year ended Ooeoui- 

boi’ 31, 10..atooet 400 

— 2,400 

10,400 

Less To(nl doproeiation to dato of last Balaneo 

Shoot . . 1,900 

Do[iiociatlon vvritlcn off for the year to 

JJGoombor 31, 10.. 850 


■ 2,810 

7,590 

When this course is pursued, separate accoimts are kept in 
the Ledger for the asset and the depreciation in oixlcr that tho 
facts as set out above may be readily ascertained. 

Vans and Carts.— ’riicso shoidd be treated upon the same line.s 
as plant and machinery. Tho life of motor vans is gcnoi’ally 
shorter than in the case of horse-hauled vehicle.s. Tlu'ir initial 
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cost is of course much heavier, and for this reason the question 
of depreciation of motor vehicles needs careful consideration. 

Loose Tools. — In the majority of Inisine.sses tiie only reliable 
method of dealing ivith assets of this de.scription is to take stock 
and re-value them periodically. Many firms make some, if not 
all, of their loose tools, and often the tools arc of very transient 
value. Loose tools are often lost, or “ borrowed.” 

Trade Marks. — Tim asset can only be treated upon its merits 
and should be subjected to periodical survey or valuation, otlier- 
vwse discarded trade marks are apt to be kept upon the books. 

Patterns, drawings, Dies, and Moulds.— It is particularly 
necessary that & periodical re-valuation of this kind of asset 
should be made. In some cases they are so intimately merged in 
the goodwill that separation is difficult. Obsolete patterns, 
particularly if constructed of wood, are practically valueless. The 
author had recent experience of patterns, long since abandoned, 
wliich stood on the books at £2,750, and which, on being sold, realised 
£5 as firewood ! But every manufacturing business must employ 
assets of this kind, and in some cases it would bo heroic treat- 
ment to value them at the mere price of the materials used for 
their construction. Moulds, dies, and patterns may, if still alive 
and useful, be treated as good assets at their actual cost less 
reasonable depreciation. Patterns constructed for a specific job 
or contract should bo valued at their intrinsic worth only, and 
the difference charged to the contract in question. Fixed per- 
centages written off ledger accounts are nearly always misleading 
in the case of assets of this description. Many firms charge all 
expenditure in connection with patterns direct to revenue. Where 
this is done a secret reserve is created to the extent of the value 
attaching to the patterns. 

Horses, Harness, etc. — The depreciation charge in respect of 
this asset can only be satisfactorily ascertained by moans of 
periodical valuations. 

Groodwill. — ^This matter has been separately dealt with at pp. 00-7. 
, Hire Purchase. — ^Assets purchased under hire purchase agreo- 

t ents must of course be depreciated upon their original cash 
due, and not upon the instalments paid at any given date. 
One method is to write off the cash value in equal annual or other 
instalments : another method is to periodically write off a per- 
centage from the diminishing original cash value of the asset. 
Sometimes the hii'e-seller undertakes to keep the asset in good 
repair thi’oughout the hire period- La such cases, the “ straight 
line ” method of depreciation can be adopted. 

Exhaustion of Mineral and other Subsoil Products,™ Obviously, 
land which is being denuded of its minerals gradually decreases 
in value. La this connection, also, depreciation is not on apt 
word to apply to waste of the kind. Such assets do not depre- 
ciate owing to wear and tear, but through being operated upon 
or worked. The mme, quarry, or other property contains a 
certain quantity of the material to be “got.” Clearly, each 
year’s winnings diminishes the available stock, and this needs 
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recognition in the accounts. The capital sum subject to waste 
may consist of several elements, e.g. cost of lease, cost of sinking 
shafts, buildings, equipment — in fact all the costs of development. 

The provision made should be based upon (a) the total contents 
of the mine, (b) the quantity of the mineral, or other product, 
extracted, and (c) the residual value of the land. The most 
satisfactory basis for provision for waste in this connection is 
the actual output of each period. The total contents of the mine 
gives the amount per ton, and the Profit 'and Loss Account is 
charged with this price per ton upon the tonnage output of the 
year. The total content can generally be .obtainted as regards 
collieries and quarries, but in other cases, e.g. gold mines and 
oil fields, it is generally impossible to get a reliable estimate, and 
then the proprietors of the property must understand that any 
profits they ^aw include a return of capital also. Incidentally, 
they should remember that they are also paying income tax 
upon such part of each dividend as may represent a return of 
capital. 

In some circumstances • provision for the diminution in the 
value of wasting assets presents so many difficulties, that a reserve 
account is raised, to which round sums are periodically trans- 
ferred, in order to meet wastage. 

Restoration of Land. — Collieries, blast furnaces, and similar 
undertakings, are sometimes under obligation to restore the land 
leased to its original conditions upon the termination of the lease. 
This may involve the removal of all buildings, and also of the 
accumulated slag, refuse, or other materials incidental to such 
industries. Sometimes an estimate is made of the liability, and 
the amount is added to the capital siun, for the wastage of which 
a fund is raised as described in the preceding paragraph. 

Legal Necessity to Provide for Depreciation.— This aspect of 
the subject is discussed at pp. 363-7362, 

Income Tax and Depreciation.^^^fie Inland Revenue authorities 
recognise wa.stag6 in the value of plant and machinery under the 
designation of “ Wear and Tear ” The fact that the wear and tear 
allowance conceded by the income tax authorities is very generally 
less than the depreciation charged in the tax-payer’s accounts 
often perplexes the student. Depreciation includes wear and tear, 
of course, but it covers much more. The practice of the Commis- 
sioners is to make an allowance, usually inadequate, for wastage 
which arises from use and to treat aU other shrinltages in value as 
a “ loss of capital.” The Commissioners having juriadiotion in the 
matter are authorised to use their discretion in making aUowancea 
for obsolete machinery (see Chapter on Income Tax). 

Investments. — ^Investments cannot he said to depreciate in 
value in the ainse that wastage has occurred from employment 
or other cause, but they may fluctuate in value. Unless the fall 
in value appeals to be permanent, fluctuations may htTlgnored, 
The market valUd 6t the investments should, however, be stated 
on the face of the balance sheet. Depreciations, when per- 
manent, are capital losses, and must be made good out of profits. 
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In recent years, the practice has arisen of establishing special 
reserve funds to meet actual or prospective losses in this direc- 
tion, and this, probably, is the best method of meeting them, 
although in cases where a permanent fall in value has taken 
place, the specific asset account should bo written down to the 
new valuation Investments representing a reserve fund may 
be maintained at cost unless iicrmanent depreciation has occurred, 
in which event both the reserve ftmd and the investment accounts 
should be suitably adjusted. Where securities redeemable at par— 
or other fixed sum — at given dates are purchased at prices in excess 
of their redemption .values, such excess needs, in jiractice, to bo 
written off out of revenue over the life of the investment. For 
example, if a 6 % stock repayable at jiar in lOfifi is purchased 
at, say £106, the £5 must be written off over the intervening period. 

Repairs. — ^This question is intimately connected with depre- 
ciation, In dealing above with the various methods of providing 
for depreciation it has been assumed that all rcjiairs and small 
replacement, s are charged direct to revenue. In dealing with an 
item of repairs in the trial balance wf an examination question, 
the candidate should always debit this expense against revenue 
in addilion to the provision he is instructed to make for depre- 
ciation. As already stated, reserves are soinotimcs made for 
repairs, in cases where repairs fluctuate considerably in incidence 
and amount. 

Stock-in-Trade. — Properly speaking, this is not a working asset 
subject to depreciation in the ordinary sense of tlio term. It is, 
however, submitted to valuation at the close of each lisoal period. 
The quantity of stock held needs careful enumeration and the 
cost precise calculation. If market values are lower than cost, 
they should be taken as the basis of valuation, unless the fall in 
value is obviously temporary, and then it can bo ignored. Stock 
should be carefully scrutinised in order that duo allowance may 
be made for deterioration, damage, obsolescence,’ or other dofeots 
which reduce its value. 

Work in Progress. — This is another current asset the value of 
which is determined by actual valuation. Undoubtedly, the 
sound policy is to value work in progress at cost price to date. 
It must, however, be conceded that, in some cases, this would 
result in hardship, e.g. in the ease of non-oumulativo preference 
shareholders, if some measure of profit on long-pending contracts 
is not taken into account. Where ja-ofit on uncompleted con- 
tracts is brought in, the profit must be estimated on a strictly 
conservative basis, so many are the contingencies attaching to 
long-period contracts 

Appreciation. — ^This matter presents great difficulty. The 
wise and conservative view is to ignore all questions of estimated 
appreciations in the value of capital assets until they have 
actually been realised. Where undoubted and permanent appre- 
ciation has occurred, owing to “ unearned increment ” or other 
causes, the interests of the present and future proprietors of the 
concern may demand that the surplus value should be equitably 
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adjusted. All that can be said is that each case must be adju- 
dicated upon its merits with due regard to the legal rights of the 
parties interested, and to the financial needs of the undertaking. 

SxNKrNG Ftriros. 

In its etymological meaning, a sinking fund is a fund or 
capital devoted to the gradual sinking or reduction, and extinc- 
tion of a debt. The term was first used to describe moneys set 
aside by the Treasury for the reduction of the National Debt. 
But it IS now applied to quite a wide range of objects, and not 
always correctly applied. A sinking fund may be ‘defined as a 
fund built up of equal yearly (or other perioifical) instalments : 
which, accumulated at compound interest, will provide the'; 
capital sum required at the time desired. The capital sum may 
be wanted to replace an asset or to redeem a liability, and the 
sinking fund method of providing for it avoids the risk of grave 
financial stress that might arise if the sum were suddenly with- 
drawn from the working capital of the business. 

The terms Amortisation Sgind, Dejn-eciation Fund, and Eedemp- 
tion Fund are sometimes used as being synonymous with the 
term “ Sinking Fund.” But it would, perhaps, be a convenience 
'if the last mentioned wore confined to cases where the fund is 
accumulated to moot a future liability, and the term “ Depreciation 
Fund ” to cases where the fund is required to replace a wasting 
asset. 

Sinking funds are commonly, but of course not exclusively, 
employed for the redemption of a debenture issue. A company 
may issue debentures repayable, say, twenty years from the date 
of issue, under contract that such a yearly (or other periodical) 
instalment shall be set aside and accumulated at compound 
interest as will suffice to provide a fund to pay off the debentures 
at maturity. In most cases the trust deed provides that the 
trustees for the debenture holders shall themselves control the 
fund. 

Usually, the instalments to the fund are made yearly, and 
are invested in securities yielding as high a rate of interest as is 
consistent with safety. In a minority of cases, a single lump 
sum is set aside at the outset and left to accumulate. In either 
case, all interest received is immediately re-invested. 

How Sinking Funds are Created.— In most cases whore it is 
desired to establish a sinking fund, the periodical contributions 
can only be provided out o^ currant realised pi-ofits. When, c.g. a 
trading coinp'Sny'IBoffows nioney upon debentures, the object of 
the issue is usually to acquire fixed capital assets such as build- 
ings, plant or equipment, or else to augment free trading assets, 
such as stock or book debts, and experience shows that when 
the proceeds of the issue are thus utilised, they usually remain 
locked-up in these channels. It follows that the periodical instal- 
ments to be set aside for the service of the sinking fund must 
be met out of current earnings. 

When a portion of the available bank balance is withdi-awn 
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and invested, the only alteration is a change in the typo of asset 
held. The balance at the credit of the Profit and Lo.ss Account 
is undiminished by the transaction. But, allhorigh the under- 
taking has merely transferred an as, set from one poeki't to 
another, so to speak, it is deprived of tlie power to pay away 
that part of the profits as dividends to its shareholders. Por 
this reason, it is usual, upon the occasion of each jieriodical 
investment, to appropriate a like amount from the credit balance 
of the Profit and Lbss Account, and to tran.sfer it to the credit 
of a special reserve account called a SinJeing Fund Account. At 
any given thne this account represents the total of the profits 
so immobilised and any interest which may have been earned 
’thereon. If tins' procedure is not adopted, it will ho obvious that 
we shall have the anomaly of a groiving balance derived from 
the Profit and Loss Accotmt, earned forward from year to ytsar, 
but which is not available for distribution as dividend. 

All interest derived from the investments constituting the 
sinldng fund is credited direct to the Sinking Pund Account, 
and is suitably reinvested. The entries representing the rein- 
vestment of interest arc merely the usual credits in tiu' ( 'ash Book 
for the cost price of the investments compensated by tho cor- 
responding debits to the investment accounts kept for tho 
additional securities purchased. 

Calculations of Periodical Instalments.— Tho amount which 
must bo contributed periodically from current resourees to tho 
sinking fund dejiends upon : (a) the capital sum required to be 
accumulated, (b) the period which will cla]iso before the fund is 
to bo used, and (c) the rate of compound interest expected to 
be derived from the investment of the instalments and the 
interest earned. Given these data, tho amount of tho annual 
contribution can be got from any standard book of tables. 

Illustration . — A limited company made an issue of i;7f>,f)0l) Bobonturcs, 
dated Docembor 31, 1925, and maturinp; lloeembor ,31, 1UB5. ft oxper'ts 
to obtain 4% mtorest upon its invostmonts. Wlial amiiunt must bo 
set aside and invested annually at 4% per annum in order to produce £75,900 
on December 31, 1966 1 The annual amount required to aopiunulato a fund 
of £1 on those conditions is, as shown by tho tablos, £0- 017830. 'I'ho 
answer is therefore £75,000 X 0*017830 = £1,337 6s. per annum. 

Usual Objects of Sinking Funds.— Tho objects for which sinking 
funds are most commonly employed are as follows :■ — 

(а) Redemption of loans, bonds, or debentures. 

(б) Replacement of capital sunk in the purchase of leases. 

(o) To provide for the renewal of a current lease upon its • 
expiration, or for dilapidations accruing under a lease. 

(d) To provide for the replacement of buildings, factories, 
plant and equipment, or to replace the capital cost of patent 
or mining rights, and other fixed assets of a wasting nature. 

(e) Sinking funds are also sometimes estabb'shed to xu'ovide 
for the loss that wiU ensue on redemjition of terminable securities 
purchased at a premium. Thus, if £16,000 Arcadia Gold Bonds 
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repayable in ten years at par are purchased for £15,663 including 
expenses, the loss on redemption will amount to £563. Com- 
panies holding such investments usually anticipate the deficiency 
by creating a sinking fund, and in determining its dimensions 
take into account such other seomities they may hold as will 
show a gain on redemption. An instance of a sinking fund 
established for this purpose is afforded in the Balance Sheet 
of the Prudential Assurance Company, Ltd. (see p. 867). 

As the student is aware, the general decime in the book value 
of wasting assets is usually provided for by annual transfers to 
Profit and Loss Account representing the estimated depreciation 
for the period. Theoretically, this process shotild eliminate the 
asset from the books at the end of its usual life. This method 
does not, however, furnish any funds wherewith to replace the 
asset. Where there is need for replacement the sinking fund 
proves invaluable, as it ensures the availability of the required 
sum in cash at the desired date. 

Investment of Sinking Fui^ds. — ^Whon dealing with the investment 
of sinlang fund contributions and interest, the possible apprecia- 
tion or depreciation of the securities should hot be overlooked. 
A fund, invested wholly in stock exchange securities, may in the 
end produce less or more than the capital sum desired. This is 
particularly the case if the securities selected are not definitely 
repayable at par at a stated date. Generally speaking, irre- 
deemable securities should not bo selected as investments for 
long-term sinking funds, if current rates of interest are low : the 
reverse may perhaps be the case when current rates of interest 
are high. Because Stock Exchange securities arc so liable to 
fluctuate in value, a |)olicy laiown as a Sinking Fund Policy is 
often taken out with an insurance company in lieu of investing 
the fund in securities (see p. 89). 

The following example illustrates the working of a sinking 
fund created to redeem a liability. The contributions are assumed 
to have been filaced on fixed deposit account with a Colonial' bank. 

Illustmlion . — The Easleiii Trading Agency, Ltd., issued £10,000 
S% Debentures at par on January 1, 1931, the bonds being repayable 
at par on January 1, 1938. _By the terms of the debenture issue, the 
Agency undortuok to create a sinlung fund to redeem the bonds at maturity, 
the fund to be invested in the joint names of two of the Company’s 
directors and two of the dobenture holders’ trustees. The exact amount 
of the fund, and the modo of investment, was left to the discretion of 
the debenture trustees. 

The Company, in conjunction with the trustees, arranged to place 
the annual instalment on fixed deposit at 4 % with the Company’s 
bonkers, the London and Calcutta Bank, thus obviating any possibility 
of loss through depreciation. The annual contiibution was fixed at 
£1,840 6s. 5d. Annual contributions to the fund were made regularly 
from December 31, 1031, to December 31, 1936, and the dohonturos wore 
repaid at maturity, the profit accumulations in the fund being transferred 
to Reserve Account. 
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LEDGER. 

THE LONDON AND CALCUTTA BANK (SINKING FUND ACCOUNT.) 

Fixed Deposit of 4% par annum in tho names of two Diroolors 
Db. anil two Delionturo Trustees. C'R. 



6% DEBENTURES ACCOUNT. 
Ropayabla at par, January 1. 1021. 
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SINKING FUND ACCOUNT. 

For redemption of £10,000 5 % Debentures due January 1, 19.S6 (on fixed 
deposit with tlie London and Calcutta Bank at 4 % por annum), 

Db Cb. 



* Tins Item woHlil a))))par in the Appioiwiiition Section, the transaction being an 
appropiiation ol prodls, and not a charge against tliem. 


RESERVE ACCOUNT. 



JOURNAL. 
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CASH BOOK. 


By Trnnsfor to 
l'i\ed De- 

Inslalraont) 
„ Tramfer^to 

iioslfc (.Sink- 
Inf? I'kind 
Instalment) 


, Transfer to 
I'i\ed De- 
posit (Smlc- 
InK J''nnil 
inslalnient) 


T 0 Tranatar 
from Ifixod 
Deposit Ao- 


Redembtiok 03f Liability ; Replaoement oe Asset, 

The student should carefully note an important diflerenoo 
between : — 

(1) A sinldng fund established to redeem a liability; and 

(2) A fund created to replace an asset. 

Redemption of a Liability . — ^In tliis case, profits are withhold 
from distribution, and are appropriated for the accumulation of 
a fund wherewith to repay the liability. It is clear that prudent 
provision for a debt which will eventually mature is not a charge 
against profits. It is an allocation of funds for the extinction 
of a liability — nothing more. It is equally clear that the profits 
available for appropriation ate the only source whence the 
moneys required for the reserve can be obtained. Hence, the 
appearance of the annual sinldng‘fund instalment in the a2)pro- 
priation section of the Profit and Loss Account. In some 
debenture trust deeds a stipulation is made that the “ service of 
the sinking fund shall be provided for out of the jirofits of each 
year.” Strictly speaking, of course, it is impossible to carry out 
such a provision. But the intention is satisfied by the ajiiiro- 
priation of profits for the creation of a sinking fund, separately 
investing the fund, and, in due course, utilising the moneys so 
accumulated to redeem the liability. 

Replacement of an Asset . — ^In tliis case the instalments for the 
service of the fund represent the wastage of an asset and are 
therefore a.s.I)L QPer charge undertaking is 
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i jping up the asset in producing its goods or earning its profits. 
The book value of the asset is not reduced by annual^ transfers 
for depreciation in the ordinary way. It stands at its initial 
cost Eventually the old asset is replaced entirely at the clo.se of 
its useful life by a new asset, and the original cost of the old asset 
is ehminated by the transfer of the Sinking Fund when complete. 


lUustrahon (Rodemption of a Liability) —Dixons, Ltd , issuod £lo,000 
6 % Debentures on Dooomber 31, 19. ., repayable at par ton year.? later. 
By the terms of issue, a sinking fund hod to bo created. On Docombor 31, 
ton years later, the Company’s Balance Sheet was as follows: — 


DIXONS, LIMITED. . 


BALANCE SHEET, DECEMBER. 31, 19... 







£ 

s 1 d. 

5 % 'Debcntiiros 

Slnltlng Fund Account . . 

15,000 

15,000 

0 

0 

0 

Investments . ... 

15,000 



The subsoquont transactions appear os follows: — 
C4SH Boorc 


To ProoootlB Silk ol Invest- 


LEDGER. 

6 % DJ3BENTIJ11E.S. 


iiliiiiii 

15,000 

0 

d. 

0 

Bv Balance brougbt for- 

£ 

16,000 

0 


Investments. 

To Balance brouKlit for- 

£ 

15,000 

0 

d. 

0 

By Cash, Proceeds Sale 
of investments . 

£ 

15,000 

0 

0 


iSiNKiNO Fond Account. 






tl. 

By Balance biouglit lor- 
wiirrt, beiiiR Iiistilraenta 
fiom Profit and l.osa Ac- 

£ 

15,000 

S. 

d 


It will bo noted from the above accounts that when the .sink- 
ing fund has accumulated to £15,000 at the close of the ten 
years, the investments are realised and the cash is utilised to 
pay off the debentures. When this liability has been discharged, 
nothing remains upon the books exceiit the Sinking Fund Account. 
The purpose for which the fund was created has been achieved 
and, as it represents undivided profits periodically appropriated 
from Profit and Loss Accoimt, it is clear that the fund hocoinos 
a general reserve, and should he transferred to, or form the 
nucleus of, an account under that name. Many students find 
difficulty in following this procedure — apparently for the reason 
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that the investment which represented the sinking fund has 
disappeared! As a matter of fact, the asset which represented 
the fund has merely changed its shape, and is now merged in 
the general assets of the undertaking. 


Jllustiation (Replacing a Fixed Asset). — ^Heruotts, Ltd., purciinhed a 
machine wliieh was essential to their business for £6,000 on Dncemher 31, 
19, . The useful life of the maohino was ten years A sinking fund to 
provide funds to replace the machine at the end oi the ten years was 
created and duly im^ested from time to time. At the close of the lim 
ye&rs the following position was disclosed in the Balance Sheet of tho 
Company : — 

HERRIOTTS, LIMITED. 

BALANCE SHEET, DECEMBER 31, 19... 


Sinlang Bund Account . . 

£ 

6,000 

0 

a. 

Machinery Account. . . . 

Investments 

£ 

5.000 

5.000 

1! 

il 


ASH 

BOOK. 



To Proceeds Sale of Invest- 

£ 

s. 

d. 

By ]?urcbaso of now ma- 

£ 

s 

d. 



6,000 


0 



6,000 

0 



LEDGER. 

Inve-stmeut Account 



nnniii 

1 

1 

— 

H 

1 

1 

MAOiiiNBtiy Account. 

To Balance brought for- 
ward, cost of old 

in.-i China 

„ Cash, cost of new ma- 

To balance brought down 

6,000 

6,000 

s. 

0 

0 

0 

By Transfer from Sink- 
ing Fund Aeeouut . 

„ Balance cairled down 

fi 

r.,oon 

G,()()U 

! 

0 

£10,000 

0 

0 

£10,000 

0 

0 

£6,000 

0 

0 






SINiaNG FUND ACCOUNT. 


mimm 


1 



M 

1 

■ 

uniig 


1 

1 


H 

1 

1 


Rom the above illustration it will he noted that when the 
sinking fund has been completed, the investments are realised 
and a new machine is purchased with the cash, and the old 
machine is scrapped. To adjust the book-keeping entries, the 
sinking fund is transferred to the credit of the Machinery 
Account, as shown. 

The only account remaining open is the Machinery Account, 
the balance of which is now represented by the cost of the now 
machine. 
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Where the new machine (or other asset) will coat more than the 
original machine, then the proportion of the fund raised in respect 
of the excess is an appropriation of, and not a charge against, 
profits, e.g. a machine cost £5,000, but it was estimated that it 
would cost £6,000 to replace it. To the extent that the annual 
instalment is set aside to provide for the £5,000, it is a charge 
against profits, but to the extent that it provides for the additional 
£1,000 it is an appropriation of profits. 

Surplus or Deficiency on Realisation. — ^It‘ rarely happens ’that 
the cash realised by the sale of the investments representing a 
sinking fund exactly equals their cost price.. A profit or a loss 
is almost sure to result. The surplus or the deficiency must be 
carried to the Sinking Fund Account. The amount required to 
make good a deficiency must be treated as a loss. If a surplus 
is revealed, it should be carried to Reserve, though no serious 
objection could be raised to the treatment of the amount as 
revenue. In practice, it is usual to allow a margin when fixing 
the amount of the annual instalments for possible shrinkage in 
the fund, or to revise periodically the instalments allotted for 
its service. 

The sinking funds, raised by Gas and Electric Lighting Com- 
panies for various ptuposes, have been dealt with elsewhere. 
States, Municipal Corporations and other Local Authorities are 
often under obligation to maintain sinldng funds, to provide 
for the repayment of public loans. In many cases the funds 
thus accumulated are utilised to purchase the relative bonds or 
stock upon the open market, and these are afterwards cancelled. 

Leasehold, Sinkihg Fund, ob Oabital Redemption 
Policies. 

These policies afford a simple means of investing money by 
instalments and, in some respects, resemble instalment pur- 
chases. Policies of this kind are merely alternatives to the older 
practice of investing the annual sinkmg fund contributions in 
interest-bearing securities, or accumulating them in a deposit 
account at a bank. The rate of interest obtained by a policy 
is generally less than that scoured by direct investment, but the 
policy holder is guaranteed against all loss, depreciation, and 
other risks incidental to investment. 

Under a sinldng fund policy, the assurance company under- 
takes to pay a stated sum at a named future date in con- 
sideration of receiving either a sum down, or an agreed aeries 
of premiums of equal amount. No life risk or other uncertain 
contingency is involved. In point of fact, all the assurance 
company guarantees is the accumulation of the premiums at 
an agreed rate without capital depreciation. The premiums, single 
or annual, are usually based upon an interest rate of 3 %, per 
annum, compound. A surrender value is allowed in the event of 
the policy holder desiring to terminate the contract before its 
maturity — i.o. in effect, to withdraw the money. The surrender 
value allowed varies with the practice of the insuring office 
between (a) nine-tenths of all premiums (other than the first) 
accumulated at 3 %, per annum, compound interest, (b) All 
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premiums paid accumulated at 2^%, per annum, compound 
interest. 

For book-keepmg purposes these policies may be treated in 
either of two ways : — 

“ (1) All premiums are debited to the policy account as and 

when paid, and interest at the effective rate (usually 3 %) is 
charged thereon until maturity. This method has the effect 
of raising the account to the full face value of the policy at the 
date of maturity, and forms a replica of the accumulation process 
embodied by the assurance company in its own calculations. 
The question of the loss which would arise on the pos.sible sur- 
render of the policy is necessarily disregarded under this method. 

(2) The policy account is constructed, and charged with 
interest, on the basis of the surrender value only. Any premiums 
which are not returnable on surrender are written off as a loss 
as and when paid. By this method, the policy accoimt will 
show a smaller debit at maturity than the face value of the 
policy. When the policy is paid, the surplus received is treated 
as a profit, and is transferred to the Sinidng Fund Account, if 
the policy represents such a fund. 

The second method errs, perhaps, by being too prudent. The 
result shown by the first method is mathematically correct, 
assuming that the policy runs to maturity. Where the policy 
is a long-term one and its ultimate maintenance is uncertain, 
the second method should be adopted. 

In some life assurance companies, sinidng fund policies are 
in force which total millions of pounds. Such policies are not 
taken out in this country to any great extent by private investors 
as a means of accumulating savings. In France the system lias 
some vogue, and companies have been formed mainly for the 
purpose of issuing policies of the kind. 

In this country the majority of Capital Redemption Policies 
are taken out in order to provide a suitable investment for a 
sinidng fund. Periodical transfers from the Revenue Account 
to the Sinking Fund Account must be made to keep pace with 
the accumulation of premiums. At the same time the interest 
debited on the policy must be credited to the Sinking Fund 
Account. Where the pohey is maintained in the books on the 
basis of its surrender value, the surplus received on maturity is 
also transferred from the dehit of the Policy Account to the 
credit of the Sinking Fund Account. 

Bbshrves. 

Definition — ^The form of Balance Sheet appended to Table A 
in the Oompanies Act of 1862 defined a reserve as “ the amount 
set, aside from profits to meet contingencies.” In modern times, 
the term is of wider import than this definition implies, and is 
sometimes, perhaps, rather loosely employed. It may, however, 
be applied legitimately to any provision made to meet any Imown 
or anticipated waste, liability, loss, or contingency, and also where 
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profits are retained in the business to strengthen its financial 
position. Some Reserves may be considered to be obligatory ; 
others to be voluntary. The former arise from the necessity of 
providing for some known liability or for the waste of fixed assets ; 
the latter are prudential appropriations of surplus profits. 

The more common reasons for creating reserves may be sum- 
marised as follows . — 

(1) Reserves for Specific Purposes.--These are charges against 
profits and are made to meet known liabilities, or for expenses 
inom’red, e.g. outstanding salaries and wages, travellers’ or 
managers’ commission, accrued interest, income tax, rebate on 
bills not due (banks), unpaid annuities, outstanding claims 
admitted but not paid, and commission due to agents (insurance' 
companies), maintenance funds under contracts for repairs and 
renewals; provision for depreciation, dilapidations, leasehold 
redemption, investments depreciation, and for the exhaustion of 
minerals, and so on. 

(3) Reserves for Contingencies. — Such contingencies may arise 
in respect of pending claims for damages, apportionment of pre- 
mium income carried forward to cover unexpired risks, reserve 
for losses in course of adjustment (fire insurance companies), 
provision for discounts, or for bad debts, or for possible losses 
under the Forged Transfers Acts, fire and marine insurance funds, 
and so on. There are also contingent liabilities and other matters 
for which no specific reserve is made, but to which attention should 
be called by means of a note on the face of the Balance Sheet, 
such, e.g., as arrears of cumulative preference dividends, liability 
for calls on partly paid shares, liability on bUls under discount, 
liability under guarantees, and the like. 

(3) Reserves for General ‘Porposes.— The provisions dealt with 
under categories (1) and (2) are, in varying degrees, obligatory. 
The reserves included imdor this beadiug are voluntary. They 
pre-suppose profits, and are built up by means of appropriations 
from profits for the general object of enhancing the financial 
stability of the undertaking, e.g. the creation of a General Reserve 
Fund, or a fund for the Equalisation of Dividends. In this 
category may be included superannuation, staff pension, sickness, 
and other provident funds established for the benefit of employees. 

Reserves Contrasted. — General reserves of the kind mentioned 
in (3) above are appropriations from profits, and are set out in 
the Balance Sheet on the liability side. Reserves for the specific 
and contingent purposes detailed m (1) and (2) above are charges 
against profits and, if associated wilii, or made upon, assets are 
deducted from the relative assets in the Balance Sheet. The 
student must carefully note this difference of treatment between 
these two classes of reserves 

Legal Position. — Joint Stock Companies in this country are under 
no legal obligation to accumulate reserves, except, of course, in so 
far as tho articles of association may expressly provide. In the 

* These dividends are not actually due until recommended by the 
direotora and duly declared. 
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eyes of the law the question of reserves is one host left to the 
discretion of the directors and shareholders. Article 93 of 
Table A gives directors power, before declaring dividends, to set 
aside out of profits such reserves as they think proper for con- 
tingencies, equalisation of dividends, or other purposes. This 
article, of course, is operative only when Table A has been 
adopted. But the articles of mest comiiaiiies contain similar 
provisions. In some cases the articles provide that a certain 
percentage of the profits shall be carried to reserve until that 
account has reached a fixed amount, or a fixed proportion of 
the paid-up 'capital of the company. 

Companies sometimes desire to capitalise reserves invested 
•in the business. In sUoh cases the practice is to declare a bonus 
or dividend, free of tax, payable out of the reserve, and to issue 
fuUy paid shares pro rata amongst the shareholders, 

It is interesting to note that, under ITrcncli and Belgian law, 
joint stock companies are obliged to set aside a reserve of not 
less than 6 % of surplus revenue in each year, until an amount 
equal to one-tenth of the capital has lueen aooumnlated, 

(4) Credit and Debit Reserves. — ^This may not he a very scioutifle 
designation. “ Provisions ” or “ Suspense Accounts ” arc per- 
haps better terms. The term reserve is, however, commonly 
applied by book-keepers to apportionments and other reserva- 
tions made against, or in favour of revenue, and it is convenient, 
therefore, to adopt the term here. Such reserves usually take 
the form of the apportionment of expenses paid in advance, 
e.g. insurance premiums, or rent or rates, covering a period sub- 
sequent to that dealt with by the accounts , interest and divi- 
dends acci'ued due but not paid ; premiums accrued duo (insur- 
ance compames) ; nnexpired portions of subscriptions (clubs, 
libraries, etc.) ; apportionment of advertisement receipts and 
subscriptions paid in advance (newspapers) ; unexpired apprentice 
premiums, and the like. Discounts claimable from creditors are 
sometimes, though not frequently, also reserved for. The term, 
“ Suspense Accounts,” also covers deferred expenditure carried 
forward and spread over a term of years, e.g. preliminary exjionscs, 
debenture issue expenses, abnormal advertising expenditure, 
abnormal repairs and alterations, removal expenses, and so on. 

It may be useful to examine some of the contingencies for 
which reserves are created in rather more detail. 

Reserve for Bad Debts. — ^A reserve for this purpo.se frequently 
appears as a credit item in the Trial Balance of questions set in 
examinations. Its proper treatment may be considered too 
elementary a matter for notice here, but the item is such a 
fruitful source of error, even in advanced examinations, that it 
seems to be worth while touching upon it even at the risk of 
proving tiresome to some readers. 

The practice of most business houses is to reserve a fixed 
percentage upon the amount of “ Sundry Debtors ” at the close 
of any financial period. Sometimes, the provision is a fixed 
percentage upon the sales, but in the author’s experience, this 
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practice is not common. The percentage reserved is debited to 
the Profit and Loss Account as a charge against profits, the 
Journal entry being : — 


Profit and Loss Account Bp 


£ 

160 

B 

d. 

£ 

s 

To Keservo tax Bad and Doubtful Debts . . 
Being 5 % provision upon tho amount of the 
sundry debtors on tins date (£3,000). 




IGO 

_J 

0 


Ujion closing the books for the period, therefore, a Reserve 
Account for Bad Debts amounting to £150 remains- as an open 
credit balance. If any debts due are ascertained to be actually 
bad during the year, they are sometimes debited to this Reserve 
Account, but more frequently they arc debited direct to a Bad 
Debts Account. At the close of the year the total of the Bad 
Debts Account is transferred to the debit of the Profit and Loss 
Account, and the Reserve for Bad Debts is again adjusted, so 
as to provide a reserve of 5 % on the sundry debtors, together 
with the reserve which already exists upon the books. 

Example. — James Smifcli & Co. create a reserve of 5 % on £2,000, the 
amount of iheir book dobts as on Deoernbor 31, 1931. A Reserve for Bad 
Debts Account is op’ncd end credited with -eiOO. During the year 1932 
actual bad debts amounting to £42 Os. Cd. aro incurred, and debited to Bad 
Debts Aooounb. On Deoernbor 31, 1932, the sundry debtors amounted to 
£3,000. It IS agreed that a provision of 6 % is again desirable. The 
following entries appear in the books and accounts of .the firm: — 


LEDaER. 

Da. Resisbvb Account voa Bad Debts. Ob. 






£ 

s. 

a. 

1981. 

• 



S 

d 









Account . . . , 


100 

0 

0 








1032 
Dec. 31 

„ Front and Boss 
Accoimt . . . . 


50 

0 

0 











150 



De. 


Bad Debts Account. 


Ob. 


1082l 








■■■■■■■■I 

■ 

1 

1 

1 

Feb, U 

To Transfer 

J Brown .. 






Dec. 81 


|l 

N 

1 

H 

Mar. 13 







iH 

H 

1 

H 


It. Jones .. 



30 

0 

0 



il 

1 

1 

1 





42 

0 

0 



1 

1 

1 

§ 


Loss Account 
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BALANCE SHEET, DECEMBEE 31, 1932. 


Sundry Dcbtois £3,000 0 0 


Jf the alternative but less common method, referred to above, 
of dealing with actual bad debts through the Reserve Account 
is adopted, the account would apjiear as under : — 


Db ’ HiiSBBva Account rou, Bad Debts. Ob 



credited with the reserve no longer necessary, and therefore 
written back. Of course, it would not bo inoorroot for the exami- 
nation candidate to charge the actual bad debts of £42 9s. 6d 
to the debit of the Bad Debts Reserve, and then provide the sum 
(£92 9a. 6d.) necessary to create the 6 % reserve. The more 
general practice is, however, as set out above, and the student 
will probably be wise to follow this practice when dealing 
with examination work. 

It is common to find that, through carelessness, or want of 
proper instruction, the examination candidate, in making the 
provision for bad debts directed by the question, omits to take 
credit for the Reserve which already exists in the books, and 
which appears in the Trial Balance as a credit item. For 
example, to take the illustration already given, the. careless 
student would charge the Profit and Loss Account with £160, 
being the whole Reserve now required for bad and doubtful debts, 
ignoring the old Reserve of £100 ; and, upon maldng u]! his 
Balance Sheet, would schedule the old and Pew reserves as £260. 

In a concern of any magnitude there will always be some 
accounts outstanding with debtors whose solvency is doubtful. 
Notices of bankruptcy, liquidation, or deeds of arrangement may 
have been received. These should be duly noted in the Ledger. 
It is impossible to say what may be realised in respect of suoli 
debts. If they are written off m bad they are apt to be lost 
sight of. Dividends and compositions may continue to com© in 
for some considerable time. Where doubtful debts are numerous, 
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it is a good plan to open a “Doubtful Debt Ledger,” transfer 
suitable accounts to it, and place it under the care of a clerk 
specially charged to watch such accounts This will relieve the 
ledgers of dead accounts, and ensure the exercise of due vigilance 
in their collection. 

Depreciation has been dealt with at pp. 67-81 , Strictly speaking, 
depreciation is not a reserve. It is not a provision out of sur- 
plus profits to meet' cdhtirigenoies which may arise, but an esti- 
mate of the actual w'^aste which Tiaa arisen. ' It is in the nature 
of an annual instalment of an amount paid in advance for the 
work to be effected by some revenue-producing • asset, such, 
e.g. as a printing machine. Occasionally, however, the student 
will encounter a “ Reserve Account for Depreciation ” on the* 
liability side of a Balance Sheet, the relative wasting asset being 
left at its original cost price amongst the assets. This treatment 
of the depreciation charge cannot be avoided under the double- 
account system, but, except in very special oircuinstanoes, the 
practice is not to bo commended, and should not be adopted by 
the examination candidate. Provision for waste should be 
deducted from the specific asset to which it relates, on the assets 
side of the Balance Sheet, and its present net book value thus 
clearly shown. 

Reserve for Repairs and Renewals. Maintenance Reserves.— 
In some trades, particularly perhaps those dealing with acids, 
the charges under this head are not only heavy but irregular in 
their incidence. It is then wise to obtain an expert estimate of 
the total expenditure on repairs during the probable life of the 
asset, to create a Repairs Reserve Account, and to credit it 
every year with an equal instalment of the total estimated cost 
of repairs, debiting the Profit and Loss Account with a like 
amount. If the experience is available, an average of the 
expenditure of a series of years will afford the necessary basis 
for the annual transfer to the fund. When actual repairs are 
effected, they arc debited to the Reserve Account. In this way 
the charge for repairs is equalised as between one trading period 
and another. Care must, of course, be taken to ensure that the 
Repairs Reserve Account is, in normal circumstances, always in 
credit. 

Electrical and other engineenng companies frequently under- 
take contracts for the repair and maintenance of plant which 
they have installed. In most cases, such contracts require the 
creation of prudent reserves. Eor example, an electrical engi- 
neering company has installed a large battery for a lighting 
corporation. A contract has been entered into to maintain this 
installation in efficient worldng order for a period of eight years 
at an annual ]premium of £2,000. During the first three or four 
years of the contract the expenses of maintenance are practically 
nil, whereas in subsequent years they become increasingly heavy. 
The practice is to treat a certain portion of each premium as 
revenue, the remainder being treated as a reserve against which 
future maintenance expenses are charged. There are no hard 
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and fast rules for the construction of such reserves. Every 
undertaldng has its own methods. All that can be said is that, 
in principle, such reserves are based upon the estimates made by 
the engineering experts as to the accruing future liability under 
the contracts. 

Reserve for Dilapidations. — ^Where a leaseholder is liable to make 
good dilapidations at the termination of a lease it is advisable, 
at a date reasonably in advance of the exiuration of the lease, 
to create a reserve in order to provide funds to defray the esti- 
mated cost of the dilapidations. The advice of architects, sur- 
veyors, or other experts must be sought in order to determine 
the figures upon winch to base the fund. Dilapidations are some- 
times provided for by- estimating their probable cost, and creating 
a sinking fund, or taking out a jioticy of insurance, to provide for 
the liability at maturity. More frequently, however, the matter 
is shelved until the end of the lease approaches. 

Trust Funds (Charities, etc.).— -Gifts and legacies arc sometimes 
made in favour of pHlanthroiiic and other institutions for specific 
purposes, e.g. for mission work in a foreign country, or to endow 
a hospital bed, or found a scholarshij), etc. The amount received 
cannot, of course, he treated as current income. It should be 
separately invested and earmarked on the liability side of the 
Balance Sheet as reserved for the specified purpose. 

Reserves for Deposits. — similar liability exists with regard 
to deposits made by employees, public-house tenants, and others, 
by way of guarantee. In such cases, however, no separate invest- 
ment is usual, or necessary. 

Secret Reserves. — ^It is the common practice of hanks and 
financial houses, and, also, of some commercial houses, to create 
secret reserves, that is to say, reserves accumulated out of profits 
which are not disclosed in the published accounts. 

In the case of banks the most frequent methods of creating 
secret reserves are : — 

(a) Excessively depreciating the bank promises owned. 

(d) Maintaining assets at cost in cases where they have 
greatly appreciated. As compared with pre-war days, however, 
reserves so created have largely disajjpeared except, perhaps, 
inihe case of city buildings. 

'^(c) Omitting assets altogether from the Balance Sheet, 
n.g. altogether writing off furniture and fixtures. There is 
'also the oft-quoted example of the premises of the Bank of 
England, which do not appear in the Bank Return. 

(d) Over-providing for bad debts and other contingencies. 

(e) Creating special reserves for remote contmgencies. 

In commercial houses, one or other of the reserves above 
mentioned may be found in divers forms, tho most common, 
probably, being excessive provision for depreciation on premises, 
and machinery and plant. Capital expenditure may be charged 
stook-in-trade be undervalued, or goodwill written 
off. In these days, when such scant information of working 
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costs IS disclosed in the published accounts of comjpanies, it is 
easy to create secret reserves. The Articles of Association of 
many companies give absolute discretion to the directors as to 
the creation of reserves prior to the payment of dividends. They 
do not, as a general rule, stipulate that such reserves shall he 
disclosed in the accounts. 

The form of the general Balance Sheet made obligatory by 
the Railway Companies {Accounts and Returns) Act, 1911, has. had 
the effect of disclosing particulars of reserves, whose existence 
was previously unsuspected by the general public. . 

So far as the author is aware, the question of secret reserves 
has only once been the subject of litigation, viz. in Newton , v. 
Birmingham Small Arms Compemy, Ltd., fl906J 2 'Ch. S7^. 
The Company passed special resolutions amending its Articles of 
Association in order to give the directors power to create secret 
reserves out of profits. The existence and details of the reserves 
were to be known to the Company’s auditors, but were not to 
be communicated by them to the shareholders, or others. 
Plaintiff sought to establish* that these special resolutions were 
ultra vires. The gist of the judgment of Bucldey, J., appears to 
be that, while the power granted by the special resolutions for 
the creation and non-disclosure of secret reserves did not in his 
opinion render them ultra vires, the resolutions went too far in 
precluding “ the auditors from availing themselves of all the 
information to which under the Act they are entitled as material 
for the report wliioh under the Act they are to make as to the true 
and correct state of the Company’s affairs.” An injunction was, 
therefore, granted restraining the Company from acting on the 
special resolutions. This decision does not carry us much 
further, since it appears to have turned upon the attempt to 
interfere with the duties enjoined upon auditors by the Companies 
Acts. 

The et^uos- n £.-sflorfl t._jesery ;^ q - offer a wide field for debate. 
But while over-statement of profits meets with universal con- 
demnation, under-statement of profits, in certam circumstances, 
must be allowed to be justified. 

To summarise briefly, it may be said :• 

(1) The creation of secret reserves, within reasonable limits, 
is widely approved by financial authorities. 

(2) Many items in a Balance Sheet must of necessity be esti- 
mates only. To the extent, therefore, to which the temperament 
of the person who constructs it is prudently biased, to that extent 
will secret reserves always exist. The reserves may be small 
or large, but they will be there. 

(3) In the author’s opinion, this is not a question which 
admits of hard and fast decision. 

The point to be decided is on which side does the balance of 
advantage lie, and wisdom suggests that the question should be 
dealt with in the light of the facts. In the case of banks and 
other financial houses, the maintenance of unimpeachable credit 

8 
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is essential, and, in the absence of secret reserves, the disclosure 
of any abnormal losses, provision for which must necessarily be 
made out of current revenue or general reserve, nught well 
impair confidence and create unrest. Similar considerations 
might, conceivably, dictate policy in speculative businesse.s liable 
to severe fluctuations of fortune. In such oases as these, secret 
reserves tend to maintain dividends at a normal level. Objectors 
may, urge that the creation of secret reserves tends to dcpres.s 
dividends, and market quotations for the shares, or even afford 
a lever for manipulating their price. But if the directors in 
creating secret reserves have exercised discretion and foresight 
in view of the nature, of the business, and its contingent liabili- 
ties, and have had regard less to the temiiorary advantage of 
the shareholders than to the permanent welfare of tho company, 
little can be said against them. The practice may, however, bo 
carried too far Secret reserves may bo created so greatly in 
excess of all probable contingencies that tho market quotations 
for the company’s shares may be unduly and oven fraudulently 
depressed to the detriment of tho company’s existing shareholders. 

Income Tax. — ^Usually, reserves arc made for the estimated 
liability for iacome tax on the statutory profit of the year for 
which the accounts are under construction. There can be no doubt 
of the wisdom of this procedure. It may, however, be acknow- 
ledged that such provisions are not always helpful in ajipeal oases. 

Reserves for Discounts. — Examination candidates will be unwise 
to make any reserve for discounts imless they are specially 
directed to do so It is certainly true that, in many cases, 
debtors are entitled to discounts at varying rates, if they pay 
their accounts withm specified dates. They may, or they may 
not, take advantage of this privilege, with the exception of a 
few trades where discounts are abnormally large. The arguments 
for and against tho practice of making reserves for discounts are 
as broad as they are long, and in the author’s experience tlio 
majority of business men prefer to treat this concession as a 
feancial transaction, within the period when it actually occurs, 
i.e. when the account is paid and the discount claimed. As a 
general rule, it will be foimd that, proportionately to the turn- 
over, one year will average with another in respect of the amount 
of discount allowed. 

Sometimes, where these reserves are created they are based 
upon a detailed examination of all outstanding debts, each debt 
being dealt with on its merits, but in the majority of cases they 
are calculated upon the basis of a fixed percentage of the book 
debts, after allowing for debts beheved to be bad. Tho book- 
keeping entries are a replica of those used in the case of bad debt 
reserves. 

Occasionally, but not frequently, reserves, in relief of revenue, 
are made for Recounts which it is expected will be received from 
sundry creditors. If this oourso is followed, the total discount 
claimable is credited to the Discount Account and debited to a 
Disoomt Beceivable Account, 
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In both cases, if these reserves are made, they should be 
deducted from the relative asset or liability in the Balance Sheet. 

Marine and Fire Insurance Funds. — ^Instead of paying premiums 
to Lloyd’s, or to insurance companies, shipping and other under- 
takings sometimes insure their ovoi risks, and create reserves for 
the purpose. For example, a comjiany initiates a marine insur- 
ance fund. It charges its working account with the full insur- 
ance premiums at market rates. But the greater proportion of 
the risk on each ship is covered with outside underwriter^ and 
the balance only is undertaken by the company, debited to 
Premiums Account, and credited to the Marine Insurance Reserve 
Fund. The proportion of the risks so undertaken by the Company 
is gradually increased, until a fund has been established which 
justifies the management in undertaking the whole risk. Actual 
losses, expenses, re-insurances, and average and salvage claims 
are charged against the Reserve Fund, as and when incurred. 
The balance of the Fund appears, of course, on the liabihty side 
of the Balance Sheet. Some commercial undertakings create fire 
insurance funds upon the ^ame lines. In both cases this pro- 
cedure is impracticable except where the risk incurred is spread 
over a considerable number of units, thus allowing the law of 
average to come into operation. Funds of this nature, to be 
eSeotive, must be separately invested outside the business. 
Floating marine insurance poheies are sometimes taken out for a 
round sum against which actual risks are declared from time to 
time, e.g. a company may take out a floating policy for £60,000, 
the premium on which is £500. At the close of the financial 
period the risks actually declared agamst this cover may only 
amount to £30,000 , m such event the unexpired balance (two- 
fifths) of the premium may be carried forward to the next 
accounting period. 

Eqiualisation of Dividends. — ^Where the profits of a company 
are liable to severe fluctuations owing to climatic conditions, or 
other causes, it is wise to create a reserve for the purpose of 
maintaining some equihhnum in the rates of dividend, transfers 
being made from the fund to augment the profits of lean years. 

Sometimes the Articles of Association of limited companies 
provide for the creation of a reserve fund for this special purpose, 
and sometimes they prohibit the distribution of dividends beyond 
a fixed maximum rate, imtil a reserve fund of certain dimensions 
has been accumulated. Experience leads the author to suggest 
that these limitations, imposed in ignorance of future develop- 
ments, are sometimes embarrassing, and that it is advisable to 
entrust this matter to the unfettered discretion of the directors. 

Forged Transfers Acts (1891-1892) Fund.— Limited companies 
cannot repudiate their own share certificates, and are liable to 
make good losses incurred by a holder who acted in good faith 
on the strength of a certificate obtained by means of a forged 
transfer! Companies who adojit the above Acts have power to 
pay compensation for losses arising out of forged transfers. Ik. 
some oases a special reserve is created for the purpose, and in 
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other cases a Uoyd’s policy is taken out to cover the risk. This 
subject is also dealt with at p. 193. 

Capital Reserves. — Reserves other than those created by direct 
transfers from revenue may be appropriately designated Capital 
Reserves, thus indicating that they cannot wisely be used for 
revenue purposes. Profits realised by the sale of fixed assets ; 
appreciations in the value of fixed assets (if dealt with at all) ; 
profits prior to the incorporation of a company ; and preiniuins 
realised on the issue of fresh capital, may be instanced as capital 
reserves. In some cases a company’s articles forbid premiums 
on new capital to be used for revenue purposes. This was the 
case with reference to aU companies to which the 18C2 Table A 
a.pplied. 

Reserve Liability of Limited Company {Gompanies Act, 1929, 
S. 49). — As explained in the chapters dealing with joint stock 
companies, a limited company may determine by special resolution 
that a certain portion of each share shall remain uncalled except 
in the event of liquidation. This procedure is not often followed 
except by banking companies, who frequently possess a reserve 
liability considerably in excess of the amount of the paid-up capital, 
and by this means afford their customers a valuable reserve in 
case of need. 

' Redemption of Debt. Replacement of Assets.— Sinking funds 
are frequently created for these purposes. These funds are raised 
(1) to extinguish debts such as debentures or municipal borrow- 
ings, or (2) to accumulate funds to replace wasting assets, such 
as leases. They are not charges against profits, but, as surplus 
revenue is the only source from which such funds can be built 
up, they are treated as reserves, and appropriations ore made 
from profits for their service In such cases it will be clear that 
the only way in which such funds can be made of practical effect 
is to separately invest them outside the undertaldng. The subject 
of Sinking Funds has been separately dealt with at pp. 81-90. 

Reserve Fund and Reserve Account. — General reserves, appro- 
priated out of profits, are separately stated on the liabilities side 
of the Balance Sheet. Such reserves may, or may not, be sepa- 
rately invested. In the author’s opinion this is entirely a ques- 
tion of expediency, and is not a fit subject for dogmatism. The 
object of withholding the division of profits in order to create 
such reserves, is to enhance financial stability, to encourage 
credit, and to accumulate working capital. The latter, perhaps, 
embraces all other advantages, for it has been well said, V there 
is no better way of bringing capital into a business than by not 
taking it out.” There can be no doubt that the present pros- 
perity of many well-known concerns may be traced to this 
prudent policy. From time to time considerable discussion has 
arisen concerning the terms Reserve Fund and Reserve Account. 
From the commercial point of view much of this is tiresome 
obscurantism. It has been suggested that it would be convenient 
to employ the term Reserve Fund only where the reserve was 
withdrawn from the business and separately invested, and the 
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term Eeservo Account to designate a reserve which, though 
created out of profits, yet remained in the business in the shape 
of various assets. Some examination candidates arc in the hafet 
of stating that these terms are actually so employed in financial 
circles, but reference to a series of published accounts will 
demonstrate that the fact is otherwise. 

Suspense Accounts. Adjustments. Expenses Paid in Advance. 
Expenses Accrued Due, etc. Accrued Revenue.~Although not 
reserves in the strictest sense, such items may be conveniently 
mentioned here. Most frequently the student meets with them 
in respect of expenses paid in advance, e.g. insurance premiums ; 
or expenses of an abnormal character, e.g. preliminary expenses, 
or debenture issue expenses, which it is desirable to spread over 
a period. Again, expenses may have accrued due at the date 
of balancing — wages, where the balancing date falls on a date 
other than pay-day, being the most frequent example in this 
category. Revenue accrued due but not received also forms the 
subject of reserves in the reverse direction, e.g. interest, or divi- 
dends on investments or loans, rents receivable, etc. Sometimes 
such items are debited or credited, as the case may require, to 
an omnibus Suspense Account, but more usually the relative 
nominal account is debited or credited with the item to be 
carried forward, and the outstanding balance is treated as a 
debtor or creditor. Where preliminary expenses, debenture 
issue expenses, or similar extraordinary expenditure is “ held 
up ” as an asset in suspense in the Balance Sheet, the instalment 
chargeable to each period is debited to the Profit and Loss 
Account and deducted from the relative suspense asset in the 
Balance Sheet. Adjustments of the kmd are sometimes called 
for in examination questions, and candidates frequently come to 
grief when dealing with them. They either omit to deal with 
them at all or make one entry only, and, in consequence, fail to 
“ balance.” The necessary adjustment is usually made cor- 
rectly in the Trading or Profit and Loss Account, but the rela- 
tive debtor or creditor balance is omitted from the Balance Sheet. 
In working an examination exercise, it is advisable to make a 
rough Journal entry of such items together with the other 
adjustments called for by the question. The likelihood of either 
part of the entry being overlooked, or incorrectly treated, is 
thus greatly minimised. 

Reserves for Unexpired Risks. — ^These reserves, incidental to 
fire, accident, and other forms of insurance business, are dealt 
with in the chapter on Insurance. 

EXAMINATION QUESTIONS. 

1. What is “ Capital Expenditure ’’ 1 How would you decide whether 
a particular item of expenditure cornea under this category ? Give examples. 
{Royal Society Aits.) 

2. State the considerations which would guide you in deciding whether 
any particular item should be regarded aa of a “ Capital ” or of a “ Revenue " 
nature. {London Ohamber Oomrmree.) 

3. What evidence should an auditor call for as to Capital Expenditure, 
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and in what way should he satisfy himself that such expenditure could 
legitimately be carried to Capital Account ? {OJiartered Acmmtants.) 

4. State clearly what princyile you would adopt for your guidaiioe in 
determining whether expenditure upon Hant and Machinery should bo 
charged against Capital or Revenue ; and, in the latter case, why you would 
in certain circumstances allow such to be spread over three or more years. 
(^OharUred Accountants.) 

6. Explain the basic principles which would guide you in allocating 
expendituie as between Capital and Revenue. Illustrate your answer by 
solectipg two of the assets given below, describing expenditure upon them, 
and allocating it as between Capital and Revenue : Leasehold Eaotory ; 
Printing Machine ; Patent ; Horses and Vans. {London Chamber Com- 
merce.) 

6. Discuss this statement : That the value of capital outlay is unalfeoted 
by current market fluctuations in price. {Incorporated Accountayits.) 

9. Would you consider the following chargeable to Capital Exponditnro 
or Revenue ? — (o) Premium given for a Lease. (6) Costs attending a 
Mortgage, (c) Commission on issue of Debenture Bonds, {d) Commission 
on issue of Debenture Stock, (e) Accrued Dividend or Literest included 
in cost price of an investment. (/) Interest to dale of completion on a land 
purchase. {Chartered Accountants.) 

8. Is It right to charge “ Buildings Account ” with interest on the 
outlay ? Give reasons for your answer. {Chartered Accountants.) 

9. Are the Directors of a Limited Company, making largo profits but 
having a constantly changing body of sliaroholdors, justified in making oxton- 
sions and erecting now works out of profits ? {Chartered Aoaountants.) 

10. Give your views as to the propriety of charging to Capital interest 
on cash employed during the construction of works or the sinking of coal- 
pits. Is there any divergence of views or of decisions on tho subject f 
{Chartered Accountants.) 

11. A firm expends a large sum upon advertisements in order to form 
a business Assuming that tho exjienditure thereon decreases annually 
until, in the seventh year, it reaohes a point representing a normal cost 
under this head, how would you expect the amounts to be treated in this 
year’s Balance Sheet ? In your reply, let £14,000 be the expenditure of the 
first year, and decrease £2,000 annually. {Chartered Accountants.) 

12. Select two types of fixed assets and describe tho basic principles upon 
which you would allocate additional oxpenditm'o in oonneotion with them 
as between Capital and Revenue. {Chartered Accountants.) 

13. A Company making a small regular annual not income changes 
its terminable Debentures — ^for tho purpose of economy paitly, and still 
more for security against chance of liquidation — ^into Dobenturcs to bo 
paid off by annual drawings, on the principle of a sinking fund, witlun 
thirty years, incurring thereby a oonsidorablo expense in discounts and 
commissions ; state how you would deal with such oxpen.ses, whether to 
Capital or Revenue, and give reasons. {Chartered Accountants.) 

14. You are auditing the accounts of an ElOotrioal Supply Company. 
Certain expenditure has been incurred, partly for renewals of mams and 
partly for new mains. What evidence should you require as to tho appor- 
tionment of the expenditure ? What would be the effect of £200 expenditure 
on renewals being treated as expenditure on new mains ? {Incorporated 
Aneountants.) 

15. In auditing the Profit and Loss Accounts of a Mining Company, 
you find large sums of money included therein under tho head of “ Pro- 
specting and Development Account,” and you are informed that these consist 
of moneys spent in sinking shafts and driving levels during tho year tinder 
review, soma of which sliEtfts and levels have boon prodvictivo and others 
not. Do yon consider that this expenditure is properly chargeable to Profit 
and Loss f Give your reasons. {Chartered Accountants.) 

16. The Northern Gas Co. rebuild and re-equip a part of their works at 
a cost of £60,000. The part of the old works thus superseded cost originally 
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£30,000, but if eroctod at the present time would, cost £35,000. £2,000 is 

realisHd by the sale of old materials, and old materiols to the value of £1,000 
are used in the roconstniction, and included in the cost of £50,000 above 
mentioned 

Give the .Journal entries for recording the above trnnaaotion.-3 in the 
books of the Company, showing particularly what amounts you consider 
should bo charged to Capital Expenditure, and what to Revenue Expenditure, 
stating your reasons for your decision {Oliarteied Accountants.) 

1'?. A Tramway Company, incorporated by Act of Parliament, has 
equipped its lino at a very considerable outlay for atoam traction. During 
the year under audit, it obtains leave to work its undertaking by electricity. 
In consequence of this change of traction, £18,000 of expenditure had been 
incurred in adapting and ro-equipping the line for electricity. The loco- 
motive engines and a considerable amount of plant adapted- for their repair, 
and other property, tho cost of which, £45,000, has been debited to Capital 
outlay, have also been rendered useless to the undertaking, and have during 
tho year boon sold at £30,000, showing a loss, as against cost, of £15,000. 
The profits from the year’s traffic are £7,500 Can this Company pay a 
dividend, and how should the matter be dealt with in the Company’s 
accounts ’ State your reasons. (Qluirlered Accountants.) 

18. The Directors of the Patagonia Railway Company, Ltd., propose 
to charge all expenses, including London office charges and interest on 
Debentures, to Capital Account until such a time as the whole lino is completed 
and open for traffic. They also propose to pay to their Shareholders 4 % 
during construction, and charge the same to Capital. The line is expected 
to bo opened in three sections at yearly intervals. To what extent 
(if any), and under what conditions and restrictions could you as auditor 
pass such charges to Capital ? {Oluxrtered Accountants.) 

19. An old building which originally cost, and stands on the books of 
the firm at £1,060, is pulled down, and a new one erected in its place £60 
worth of old material out of tho old building is sold, and £200 worth is used 
on tho new budding. In addition to this, £1,260 is expended under a 
contract for its construction. £600 had been set aside by the firm as 
depreciation on the old building, and is now appropriated. What addition 
to the Capital Account will legitimately arise on tho rebuilding, and how 
much will have to be borne by Profit and Loss ? (Ohartered Accountants.'' 

20. How should a Colliery Company estimate tho value of its oolliery in 
its Balance Sheet from time to time! (1) as a Freehold, (2) as a Leasehold f 
{Ohartcred Accountants.) 

21. An Engineering Company has built a new workshop and equipped 
it with new lathes. A portion of the work has been done by the Company’s 
own men, and a portion by outside contractors. The addition has rendered 
it needful to provide increased steam power, and, consoquently, an old engine 
has been sold and been replaced by a larger one purchasecl. 

State what evidence you would require, as auditor, that the amounts 
charged to Buildings Account and Plant Account wore correct, and how 
the cost of the additional steam power should be dealt with. {Ohartcred 
Accountants.) 

22. A Limited Company has removed its business to new woi'ka, which 
have oo.st, including freehold land, £30,000. A portion of tho Machinery 
and Plant, at an estimated value of £14,000, has been removed to the now 
works at a cost of £1,800. Tho remainder has been sold, showing a loss 
on the total book value of the Machinery and Plant of £3,200. The profits 
for the year, including tho balance brought forward from the previous year, 
after making provision for depreciation of 7^ % on the Machinery and 
Plant, are £4,500, without takmg into account the above-named loss, and 
are about the normal amount of profits in previous years. 

State your views as to the proper mode of dealing with the cost of removal 
and tho loss on the sale, and whether, apart from financial considerations, 
the Diieotors would be justified in declaring a dividend. (Ohartcred 
Accountants.) 

23. A Cemetery Company working under the Companies Act sells tho 
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right of biu-ial in grave apaces. What portion of the proceeds should be 
distributed amongst the shareholders ? Answer this question with regard 
to the distribution of Capital. (Chartered Accountants.) 

24. A Gas Company laid down a main co.sting £7,600, which remained 
undisturbed for fifteen years ; then one-half of this was replaced by a larger 
one coating £6,300. An extra main was laid alongside the other half of 
the original one (which remained in use) at a cost of £4,200. How much 
of the items of £6,300 and £4,200 should be charged to Capital Expenditure ? 
(Chartered Accountants.) 

S5, The following items are included in the Balance Sheet of a Company 
under, the head of Works and Plant : Wages, £13,712 9s. 3d. ; Salary of 
Engineer, £1,186 ; Two-thirds of Salary of Secretary If years, £460 13s. 4cl. ; 
One-half Directors’ fees ditto, £1,000 ; Interest on Bank Loan, £327 12s. 6d. ; 
Law Costs re Abcient J-ights, £832 16s. lid. Do you see anything objec- 
tionable, and if so, what, in these items being treated as Capital outlay ? 
(phartered AecountarUs.) . 

80. A fire destroyed part of tho factory of George Dickson. The damage 



1. Machinery destroyed . . 3,500 2,960 3,200 

2. Machinery damaged 1,200 1,100 300 

3. Stock destroyed , . . 4,860 4,000 4,760 

4. Stock damaged 1,000 1,000 400 

6. Expenses incurred in extinguishing fire 36 — 36 


Tho claim was settled with tho Insurance Company for £8,186, made up 
as follows- (1) £3,000 j (2) £3.50; (3) £4,600; (4) £300; (5) £36. 

How should you record this settlement in George Diolison’s books ? 
(London Chamber Commerce.) 

87. On January 1, 19. a Limited Company, of which you aro auditor, 
issued 200 6 % Debentures of £100 each at par. The amount raised by 
the issue was expended m the erection of a new machine shop, winch was 
completed and in full operation on November 1, 19... 

When auditing tho books for the year ended December 31, 19.., you 
find the understated Journal entry. Do you approve of it ? 



28. Carver has fully insured against all loss by fire. A fire occurs on 
part of the promises, and the Insurance Company settles the claim for 
£1,940, as follows 


Plant and Machinery 600 

Buildmm 700 

Stock octroyed 300 

Stock damaged — 80% of value .. .. ., ,, 180 

Consequential loss — 

Wages paid to retain men . . . . , . . . 70 

Incidental outlay , . 40 

Loss of Profit .. .. 160 

260 


£.1940 
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The Plant and Machinery lost was old, and had been entirely written olS. 
Carver decided not to replace it, as his other machinery was ample for his 
trade. The buildings were repaired at a cost of £450. By expending £60 
on the damaged stock, he was able to sell it at the fuU pnce. Set out the 
accounts to record the above, showing how you would finally deal with the 
various differences. (Ohartered Accountants ) 

29. A Company desirous of extending its premises obtains estimates 
for the work from builders, the lowest of which is £4,000 On consideration 
of the circumstances the Directors of tho Company decide to carry out the 
work by moans of their own staff, and tho additional premises figure in their 


Balance Sheet at £4,000, made up as follows : — 

£ 

Net Coat of Materials purchased 1,300 

Discount thereon transferred to Interest and Discount 

Account , . 30 

Labour on erection . . . . ■ . . . . . 2,240 

Managing Director’s supervision (part of his annual salary) 100 

Proportion of Office Expenses 60 

Interest on outlay to date of completion 40 

Profit, transferred to Profit and Loss Account 240 


£4,000 

What view should an auditor take of this transaction and of the various 
items involved. {Ohartered Accountants.) 

30. The leasehold factory of Blanks Limited was burnt down on January 3, 
19. . . The claim of the Company against the Eire Assurance Company was 
settled by the assessors at £24,669: £16,787 being for Machinery and Plant, 
and £8,782 for Stock. The latter item had been valued three days previously, 
for the purposes of the annual accounts, at £8,000. Tho Machinery and 
Plant, after annual depreciation, stood in the books at £12,000. 

As auditor to the Company, you are asked how these items should be 
treated in tho books and accounts 

What advice should you give ? (Ohartered Accountants.) 

81. A fire partially destroys a factory and damages a quantity of stock. 
The Insurance Company settles the claim thus : By a lump sum in lieu of 
rebuilding. By a further sum in respect of the beneficial interest of the 
insurers in the property during rebuilding. By selling the damaged stock 
to the insurer at an agreed sum, deducting such sum from the gross claim 
for loss of stock. The rebuilding is effected at a lower cost than was antici- 
pated, and a surplus remains. The damaged stock is disposed of at a profit. 
How would you deal with the results of these transactions it you were certi- 
fying as to trading profits ? (Ohartered Accountants.) 

32. What is “ Goodwill ” ? How can its retention as an asset in the 
Balance Sheet from year to year be pistifiod ? (Royal Society Arts.) 

83. What is “ Goodwill ” ? How is it that the published Balance Sheets 
of many prosperous Companies do not include “ Goodwill ” as an item ? 
(Royal Society Arts.) 

84. What are the arguments for and against the writing down of 
“ Goodwill ” 7 (Incorporated Accountants.) 

85. In tho event of your finding a sum taken credit for under tho 
denominotion of “ Goodwill,” what checks would you apply to test its 
approximate value 7 (Ohartered Accountants.) 

36. It has been stated that “ Goodwill is an intangible asset and should 
bo written off as soon as possible ” 

What are your views with reference to this statement 7 Submit a pro 
forma Balance Sheet of a Company containing an item for Goodwill, and 
describe the effect which the elimination of this item would have upon tho 
financial position of the Company. (Royal Society Arts.) 

87. What are the rights of tho vendor and purchaser respectively on 
the sale of the Goodwill of a business 7 (Ohartered Accountants.) 
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38. Suggest on explanation of the fact that Goodwill may bo entered 
in annual Balance Sheets at its cost price, irrespective of fluctuations in ita 
value since its purchase, and without any necesMity for an auditor to draw 
attention to the difiereiico between the Balance Shoot value of Goodwill 
and its market value. If such divergence between facts and figures is per- 
missible with Goodwill, why is it not equally permissilile with all other assets 
m a Balance Sheet ? {Qhartered Aceountants ) 

39. On the formation of a Limited Company to take over an established 
business it frequently happens that a considerable sum is paid for the Goodwill. 

Give an instance where you would consider it necessary that yearly 
provision should be made out of profits to extinguish the asset, and a further 
instance where yon would consider such a course unnecessary, and state 
your reasons., {Chartered Accountants.) 

40. A public company was formed by the amalgamation of sevoral 
businesses. Two years after its formation, in consequence of the fact that 
one of the businesses whs unprofitable, an investigation was made into tho 
books of that business for a period prior to its acquisition by the Company, 
with the result that they were found to be false and fraudulent. Tho vendor 
of that business, who was one of the Directors of the new Company, resigned 
his position on the Board, and in 1910 surrendered 5,000 shares in tiio 
Company of £1 each, fully paid, to a nommoo of tho Directors for tho benefit 
of the Company. The assets of tho business in question, which, with its 
Goodwill, were standing in the boolcs of the now Company at cost, viz. 
£10,000, were sold m 1920 for £3,000. The surrendered shaves wore sold 
by the Company m 1921 at par. 

How should these transaotioas be referred to in the Company’s annual 
accounts in each of the three years ? {Ohai'lered Accountants ) 

41. " Goodwill, £15,000 ” forms an item in the first Balance Shoot of a 
new Company submitted to you for audit. 

Should you consider yoursolf under any obligation to tost the approxi- 
mate value of this asset ? 

State briefly what, in your opinion, your duties as auditor would consist 
of with respect to tho item in question. {Chartered Accountants.) 

43. A Limited Company was formed to acquire tho business of an old- 
established private firm. Tho fixed assets woro purchased by valuation. 
£30,000 was paid for the Goodwill, being three years’ purchase of tho average 
net profits of tho throo years immediately preceding the formation of the 
Company. The profits of the first threo years of the Limited Company 
averaged £9,000 per annum. Some of tho dirootors oontondod that the 
Goodwill had depreciated, and that the book value should bo roviaod upon 
the basis of an average profit of £9,000 por annum, and tho resulting dopto- 
oiation charged to Profit and Loss Account prior to tho payment of any 
further dividends. 

Tho matter was referred to you as auditor to tho Company. What 
advico should yon offer ? {Chartered Accountants.) 

48. Goodwill for a largo amount appoais amongst the ossels of tho 
Barchoster Brewery Co., Ltd., a company formed during tho brewery 
“boom.” Tho profits of tho Company have gradually deoreasod during 
the past few years ; and, in the years ended Jime 30, 1908 and 1909, while 
the dividend was paid on the Preference Shares, no profits wero availablo 
for dividends on tho Ordinary Shares. Tho balance at the credit of the 
Profit and Loss Account, for the year ended Juno 30, 1910, was suffloiont 
(after satisfjnng the Preference Shareholders) to pay a dividend of % 
on the Ordinary Shares. The Directors were divided in opinion as to 
whether a dividend should be declared, or the amount taken to tho credit 
of the Goodwill Account. As auditor to the Company, you were called in 
to advise the Directors. State briefly the views which you would have 
submitted to tho Board. {Chartered Accountants.) 

44. As auditor of the A B Manufacturing Company, Ltd., you are 
informed that the Company has agreed to purchase tho O D Retail Co., 
,Ltc(., as from December 31, 19.., on tho following terms ; — 

The A B Company is to disoharge all the liabilities of the C D Company, 
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and to take over all tliu aaaots at the values as shown in the C D Company’s 
Balance Shoot at December 31, 19... Shareholders in the vendor company 
are to rucoive an equivalent number of shares in the A B Company, plus 
£10,000 in cash. 

The following was the position of the two Compames at December 31, 


A B MANur-AOTUKniG Company. Ltd 


f 

Nominal Capital . . . . 1,50,000 

Subscribed Capital . . . 100,000 

Creditors 7,000 

Reserve Fund 10,000 

Profit and Loss Account , 12,500 


Assets. 

£ 

Debtors 46,000 

Premises 10,000 

Plant and Machinery . . . 15,000 

Cash in hand and Bank. . 2,000 

Investments 10,000 

Bills Receiviible . . . . 10,000 

Stock 37,600 


£129,600 
C D Bbtaii, 


Liabilities. 

£ 

Subscribed Capital .. .. 25,000 

Creditors ’ 2,600 

General Reserve Account 3,000 

Profit and Loss Account . . 2,000 


£120,600 

Company, Ltd. 

Assets. 


£ 

Debtors 14,500 

Bank 600 

Promises 6,600 

Fixtures, etc. . . . , 2,000 

Stock ... .... 10,000 


£32,600 £32,600 


You are requested to prepare a Balance Sheet, as on January 1st, following, 
embodying the above arrangements, assuming that tho cash transactions 
do not take place till afterwards. 

What recommendations would you, as auditor, make to tne Direotom 
^f the A B Company with regard to the new state of affaire, dealing especially 
with Goodwill ? (incojporated Accountants.) 

45. What is meant by the term “ Depreciation ” 7 Give three examples 
of Its application. {Ohartered Accountants ) 

46. Define the term “Depreciation” as applied to assets. How should 
the subject be dealt with in regard to the value of (I) Leases, (2) Machinery, 
(3) Stock ? {Central Assoctahon Accountants.) 

47. Is there any difference in the obligation to provide for depreciation 
on “Fixed” as compared with “Floating” assets ? (Royal Society Arts.) 

48. The following paragraph occurs in a Company’s Annual Report : 
“ Owing to tho serious falling off in the profits of the Company, your Directors 
recommend that no depreciation be written off this year.” Give your views 
on this policy (Chartered Institute Secretaries.) 

49. Briefly describe three methods of providing for depreciation, and 
state which method you would apply to each of the under-mentioned assets, 
and why . Lease of factory (24 years unexpired). Rrmting machine (five 
years’ expected “ life ”). Freehold building (in a good stato of repair). 
(Chartered Accountants ) 

60. A Limited Company has for the past throe years made a loss. No 
allowance has been made during that period for depreciation of Machinery 
and Plant. You are reqmred to certify the Accomits for tho last year. 
The Directors explain that no provision has been made for Doiirooialion 
because there wore no profits, and that as no dividonda had been declared 
it did not matter. Comment hereon. (Gential Association Accountants.) 

61. Briefly explain and contrast two different methods of providing for 
the depreciation on Machinery and Plant. Which method do you advocate, 
and wh,y 1 (Royal Society Arts.) 
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62. In what way, in a well-oonducfced Company busmesa, aio Leasehold 
Propertaea, Patent Kights, and Fixed Plant and Machinery dealt with in the 
Company’s books ? Under what circumstances, and to what extent, ought a 
Company, registered under the Companies Act, to provide a Reserve Fund ? 
(London Ohamber Commerce.) 

53. State shortly the most desirable methods of providing for the obso- 
lescence of Plant and Machinery, and how it is possible to arrive at a reliable 
estimate of the provision which is necessary. (Incorporated Accountants.) 

Si. Define “ wasting assets,” and comment upon the treatment which 
they should receive in the booirs of a Limited Company, giving an illustration. 
(Central Assoeiatwn Accountants.) 

55. State briefliy the facts that would guide you in arriving at the proper 
amount of depreciation to provide for upon tho Machinery and Plant used 
in a manufacturing business ; and sot out tho entries you would pass through 
the books to give effect to tho decision arrived at. (London Ohamler Com- 
merce.) 

56. The Directors of an undertaking, tho capital of which is invested in 
patent rights and copyrights, instruct you to suggest to them tho best way 
of dealing with the values of the assets in the books and accounts, and ask 
for your reasoned report on the question of depreciation as applied to this 
class of wasting asset ; especially they require to know whether they should 
have these assets valued, and how often, by authorities independent of tho 
undertaking Draft your report. (Incorporated Accountants.) 

67, By what method of depreciation should you recommend provision to 
be made for waste in connection with : (a) Copyrights ; (b) Horses and Carts ; 
(o) Exhaustion of Minerals; (d) Dilapidations under a Lease ? (Ohartwed 
Accountants.) 

58. Lay down some general rules with due regard to tho amount of depre- 
ciation that should bo allowed per annum in the ease of (1) Buildings, 
(2) Fixed Plant, and (3) Machinery ; also (4) of Patents and (6) the amount 
that may have been paid for the Goodwill of a business. (Chartered 
Accountants.) 

69. Illustrate the diflerenoo between depreciation at 0 % yearly on 
the original value of Plant and Machinery without deduction, and 7J % 
yearly on the value remaining after deduction of tho previous year’s 
charge, say, at the end of six years on £20,000. Which would you adviso ? 
(Chartered Accountants.) 

60, In preparing tho Profit and Loss Account of a manufacturing firm, 
what different methods are there of providing for the waste of an asset owing 
(a) to wear and tear, as in the case of machinery ; or (b) effluxion of time, 
as in the case of a building erected upon leasehold land ? 

What method do you favour for providing for such waste, and why ? 
State briefly what entries would be required to carry your suggestions into 
efioot 1 (London Ohamber Commerce.) 

61, Sometimes provision is made for depreciation of plant by writing off 
a fixed proportion of the original cost in each year, and sometimes by writing 
off in each year a fixed percentage of the balance of tho account as It stood 
at the commencement of that year. Supposing that it is desired to write 
machinery which cost £1,000 down to (say) £600 at the end of tho fifth year, 
state the amount that would be charged against each year’s profits under 
each of these two systems. (Chartered Institute Seoretarles. ) 

62, How should you deal in the books of a Trading Company with the 
premiums paid imdor a policy for leasehold redemption ? Stato what effect 
the maturity of the policy would have upon the Loose Account in the books 
of the Company. (Chartered Accountants.) 

63, In auditing the accounts of a Steamship Company, state whether 
you consider depreciation is chargeable upon Prime Cost, or balance of cost 
of each ship, after working out dspreoiation on £100,000 both ways for 
fifteen years. Say depreciation is fixed at 5 % per annum. {Chartered 
Accountants.) 

64, An Investment Company includes in its Balance Sheet i (a) Deben- 
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tures in Limited Companies ; (6) Mortgages on Property ; (c) Corporation 
Bonds ; (d) Eailway Stock. All aro entered in the Balance Sheet at cost 
price. The market price of some of the shares is, at the date of the Balance 
Sheet, seriously below cost , other shares and stock have gone up in price ; 
the property on which the mortgages were efleetod has depreciated m value, 
but there has bean no reduction in the amount of the mortgages. The 
Company does not make a business of buying and selling shores, but holds 
the assets referred to as investments. Give your view of tho proper method 
of dealing with the assets in tho final accounts. (Incorporated Accountants.) 

66. What are the uses of a Register of Plant, and upon what basis should 
Plant be depreciated ? (Incotporated Accountants.) 

66. How should investments in Government Securities, which have 
depreciated in value since the date of purchase, be shown, in a Balance 
Sheet ? (Central Association Accountants.) 

6'?. Tho Turbine Steamer Company, Ltd., owns a fleet of fourteen steamers 
trading to the Eastern seas. These boats are at' present insured in the 
ordinary way at Lloyd’s ; but the Company desires to effect its own insurance 
for the future. Explain briefly what steps should be taken to inaugurate 
an internal marine insurance fund, and state what entries would appear in 
the books and annual accounts of the Company when the fund was in 
operation. (Royal Society Arts ) 

68. State, shortly, what oonaiderations would guide you in arriving at 
the depreciation to be written off the following assets : Fixed Plant and 
Machinery ; Loose Plant and Tools ; Leasehold Property, the lease having 
thirty years to run ; Models and Patterns. (Chartered Accountants. ) 

69. The Paoifio Trading Company, Ltd., owns a fleet of twenty steamers. 
The Company decides to institute an insurance fund for insuring its own 
fleet. What method would you advise the Directors to adopt, and how 
would the matter be dealt with in the accoimts of the Company ? (Chartered 
Accountants.) 

'J’O. Under what oircumetanoes is it correct for a Limited Company owning 
steamships to make reserves for depreciation ; and under what circumstances 
should an auditor object to the managing owner making such reserves ? 
(Chartered Accountants.) 

71. On January 1, 19. ., A. R. Goodwin purchased a machine for £1,000, 
His engineer advised him that the machine would be useless for his purposes 
in four years, and that it would then realise £100 at scrap prices. 

Give two methods of providing for the depreciation of this machine. 
(London Chamber Commerce.) 

72. What points would you take into account in writing down Patents 
or Copyrights ? (Chartered Accountants.) 

73. The slag heap of the Weyside Blast Furnaces, Ltd., is gradually 
increasing, and already covers a oonsiderable extent of ground. Under the 
terms of its lease, the Company is liable to reinstate tho land to its original 
agricultural condition upon the expiration of the lease — ^fifteen years hence. 

The Directors contend that the value of the slag is greater than the 
possible iiability, and decline, therefore, to make any provision in the 
accounts 

What are your views ? What steps, if any, should you take as auditor 
to the Company ? (Chartered Accountants.) 

74. A lease of land was acquired by a Company at its incorporation on 
January 1, 1930. Depreciation has to be allowed for, and you ascertoin 
that the lease was for twenty-one years from Christmas 1020. Tho manager 
says that, as it has seventeen years to run, he proposes to write off one- 
sevonteenth of the cost every year ; and the ssorotary urges that this is 
hard on the early years, and proposes that a Sinking Fimd should bo created 
to produce the total cost by seventeen annual instalments. What are your 
objections (if any) to either or both of these proposals ? (Chartered 
Accountants . ) 

75. Auditing the yearly results of nn Engineering Company, you find 
that the Machinery and Tools, which had been regularly depreciated, have 
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beon valued by an independent valuer at a larger sum than book value. The 
Company has appreciated this item m the Balance Sheet by the increased 
value. To what account would you recommend the corraspoiiding credit 
to go ? (Gharteied Accountants ) 

?6. A Firm possessing freehold property on which its premises are erected 
purchases for £1,000 from a Kailway Company a lease of some adjoining 
land for the purposes of extending its premises. The lease has twenty years 
to run, and the ground rent is £50 per annum. The extension of premises 
costa £2,000, exclusive of the cost of the lease How would you deal in the 
books of the Firm (a) with the land ? (6) with the new buildings 1 [Incor- 
porated Accountants ) 

17, George and Hugh Dixon, who are equal partners, own the freehold 
of the factory in which their business is carried on. Owing to improved 
railway facilities in the neighbourhood in which the works are situated, 
property has morepsed in value. The factory cost £10,000, at which figure 
It stands us an asset in' the books of the firm. A recent valuation values 
the property at £16,000, and the brothers Dixon ask you to record this new 
valuation in the books in place of the coat prioe. 

Give the entries which would be necessary in order to carry out these 
instructions, and state your opinion as to the wisdom of the procedure. 
(London Ohambet Commerce.) 

78. Drouhina Limited purchased the lease of their works for £10,000 on 
January 1, 19... On the same date a leasehold redemption policy was 
taken out, in order to recoup the expenditure upon the expiration of the 
lease. How would you deal with the annual premiums in the Company’s 
books ? Show, by moans of pro-Jorma entries, how you would adjust the 
accounts upon the maturity of tho policy. (Chartered Institute Secretaries.) 

79. The premises of a Trading Company are held on lease for thirty years, 
They were acquired at a premium and large sums have been expended on 
additions and improvements. In the first ten years oonsidorablo sums have 
been sot aside in the aocoiints for leasehold redemption before disclosing 
to tho shareholders the profits of each year, and tho total amount so provided 
to December 31, 1931, is largely in excess of tho amount necessary to write 
ofi the leasehold asset proportionately during the thirty years. 

The eleventh year, 1932, is a bad year, the profits have declined, and to 
enable them to pay the customary dividend the Directors determine to 
make no provision out of the profits of that year for leasehold depreciation. 

State what you would do as auditor, showing the form your action would 
take, and give the reasons for your procedure. (Chartered Accountants.) 

80. What oonsidorations should govern the amount to bo provided (if 
any) for the depreciation of, or reserve on, the following assets appearing 
in a Balance Sheet : (1) Goodwill ; (2) Leasehold Land and Works erected 
thereon; (3) Fixed Machinery and Plant, including engine power ; (4) Loose 
Tools , (5) Book Debts ; (6) Investments in gilt-edged and other securities j 
(7) Amount expended on partly completed oontraols ? (Chartered Ac- 
countants.) 

81. An engineering firm owns its freehold buildings, orectod many years 
ago, and containing a quantity of fixed machinery and plant. On examining 
the accounts on behalf of an incoming partner, you find that the Profit and 
Loss Accounts have never been charged with doprooiation in respect of 
Buildings, Plant, or Machinery. What course would you recommend your 
client to allow you to adopt for the purpose of ascertaining whether tho 
profits were such as to make the partnership desirable, and what course 
would you suggest should be adopted in future to ensure correct treatment 
of these items ? (Chartered Accountants.) 

82. A Company possessing a fleet of steamers charge an amount against 
their profits each year to cover depreciation on their fleet. State different 
ways in which the amount of that depreciation might bo entered in tho 
books and in the Balance Sheet ; and which you consider the host, and for 
what reasons. (Chartered Accountants.) 

83. In the case of a Publishing House with a large oonnoolion, upon 
what principle should the several copyrights owned by the house bo valued 
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at the date when the accounts are presented to you for audit ? {Ohait&ed 
Accountants.) 

84. Soleil d’Otj Ltd., possessed leasehold works, the Ledger Account 
for which stood in the books as follows : — 


Leasehold Wohks. 

19... £ 19... 

Jan. 1. To Cost of Leaso . . 10,000 Doc. 31. By 
Dec. 31. „ Additions during 

year 1,400 

„ Repairs during 
year 378 „ 


Depreciation 
transferred to 
Profit and Loss 
Account . . 
Balance carried 


£ 

500 

11,278 


£11,778 . £11,778 

The leaso was dated December Slat previous, and was for fifteen years. 
The lessees were liable for dilapidations 

Do you approve of the above method of setting out the Company’s 
position in regard to this lease ? If not, how should you amend it ? 

85. In closing the books of a fltai of meohanioal engineers which had 
been some years in existence and was well known, how would you deal with 
leasehold pioperty held for a term of years and of special value to the firm, 
and what course would you take with respect to patent rights held by the 
firm 7 {Chartered Accountants.) 

86. On what principle should the following items of expenditure be 
treated by a Mining Company, {a} as a matter of law, (6) as a matter of 
sound finance ? (1) The cost of the leasehold mine referred to m the original 
prospectus, to acquire which the Company was floated. (2) Expenditure 
on buildings expected to last the life of the lease. (3) Expenditure on 
development. (4) Expenditure on winning the mineral. {Chartered Ac- 
countants.) 

87. A financial company, of which you are auditor, is faced with heavy 
depreciation of its investments owin^ to the war, amounting to £40,000. 
The business, however, during the period under review has boon successful, 
and has resulted in a profit of £25,000. Subject to your approval, the 
Directors propose to divide the profit by the declaration of a dividend which 
will absorb the whole of it. Give your views in a letter directed to the 
Board. {Incorporated Accountants.) 

88. In auditing the accounts of a firm you come across the followmg 
facts . — 

The Ann has acquired land on a lease for thirty years, and has erected 
thereon a bmldmg costing £2,970. The firm lays before you two propositions, 
and asits your opinion thereon ; ono, that they shall wipe out this expense 
by equal annual instalments of £99, that is ono-thirtieth of £2,970, and the 
other that they shall debit the Trading Account with £193 4s. per annum, 
being the amount ascertained from Sinldng Eund tables for the repayment 
of £2,970 in thirty years by way of aimmty at 5 % per annum. 

In the latter arrangement, nothing is credited to the Profit and Loss 
Account, 

Give your reply, and mane up a Leasehold Account for three years, 
showing what sums, m your opinion, should bo charged duruig those years 
to the Trading Account, and what amount, if any, should be credited to 
the I’rofit and Loss Account. {Incoipoiated Accountants.) 

y9. A trading company possesses a leasehold warehouse. The lease has 
forty years to run from last Balance Sheet, when it stood at £20,000. The 
lease is valued at £25,000. No systematic treatment has been adopted, 
but considerable sums have boon written off fiom time to time. Dividends 
are only payable out of profits. You are asked to decide between the following 
views ; (a) Nothing need be written oft because the property was acquired 

from the vendors imder a contract, mentioned in the articles, which contain 
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no special provisions as to depreciation, and because the lease would now 
sell for what it stands or more, (6) The most convenient plan is to continue 
applying occasionally such profits as it is not desired to divide, (c) An 
equal fortieth part should be written off annually, (d) A Sinking Fund 
should he created and compounded so as to produce £20,000 in forty years. 
What do you recommend, and why? (Chartered Accountants.) 

90. The following assets appeared in the Balance Sheet of a Limited 
Company. The Directors ask you to report whether the provisions made 
for depreciation a ’ ' “ 


Fbeehold Lakh amo BoiUDiHas at Cost 

In 1876 the land cost £40,000 and the building.s cost 
£20,000. The balance represents the cost of additions 
to buildings since the above date. 

Patent Account. 

Balance as per last Balance Sheet . . . . £9,876 0 0 

Less written ofi 2,000 0 0 


£6,000 of this item represents the original purchase price 
of the patent, and the balance (£4,870) represents the 
cost of experiments. The patent was granted on 
January 1, 1924. The experionco resulting from the 
experiments has rendered the original siieoifloation of 
little value. 


Loo.SE Toom. 

Balance as per last Balance Sheet 
Additions during the year 


. . £ 0,000 0 0 


0 0 


Less Depreciation (10 %) . . . . 

The groat majoiity of these tools aro iiiado by the Com- 
pany’s staff. The Asset Account is debited with the 
cost of materials and labour. Depreciation at 10 % 
is written off the final balance of the account oaeh 


0 0 


Less Depreciation (10 %) 600 0 0 


These patterns are constructed of wood and are mado by 
the Company’s staff, the cost of materials and labour 
being debited to the Asset Account. Half the patterns 


Submit your report to the Dirootors and, it the information given above 
IS inadequate, state in what directions you would require it to bo amplified. 
( Oh artei ed Accountants, ) 

91. A Company having a lease standing in their books at £5,000, decide 
to provide for depreciation by taking out a policy for leasehold redemption. 
How would you deal with the annual premiums in the books j and how 
would you adjust tho acooimts when the lease expires and the policy 
matures ? (Royal Society Arts.) ^ 

93. Give a ruling of a Plant Ledger, or Register, suitable for use by a 
manufacturing firm owning various typos of machinery. 

Describe the advantages you claim for such a Register, particularly from 
your point of view aa auditor to the firm. (OhaHered Accountants.) 
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93 . What is a Sinking Fund as distin^shad from a Depreciation 
Fund f Show the necessity of each, and their mode of treatment in the 
books of a Corporation. (Ohartered Accountants.) 

94 . Explain the difference between (o) Sinking Fund ; (6) Reserve 
Fund ; (c) Reserve Account. (Lancashire and Cheshire Umon.) 

95 . Give definitions of, and differentiate, the following well-known 
terms ; (a) Reserve ; (6) Reserve Fund ; and (c) Sinking Fund. In the 
case of a Limited Company, what would guide you in deciding as to whether 
an amount was a Reserve, or Reserve BWd ? (National Union Teachers. ) 

96 . What is the difference between a Sinking Fund to replace a wasting 
asset and one to repay a liability ? 

Illustrate your answer by showing the difference in effect, at the end of 
five years in the following cases . (1) A Sinking Fund to replace, at the end 
of five years, a leasehold property valued at £e,000. (2) A Sinldng Fund to 

repay £0,000 First Mortgage Debentures at the end of five’ years. (Ohartered ' 
Accountants. ) 

97. State concisely what you understand by each of the following : 
Sinking Fund ; Debenture Redemption Account ; Capitalised Profits ; 
Reserve Fund ; Resei'vc Account. (Incorporated Accountants.) 

98 . What is the differonoo between a Sinking Fund for discharging 
a loan accumulated out of profits or from the rates of a municipality, as 
the case may be, and a Depreciation Fund built up in the same way ? 
(Ohartered Accountants.) 

99 . Enumerate a few assets, the wastage of which is, in your opinion, 
more suitably provided for by the creation of a Sinking Fund invested outside 
the business than by the ordinary methods and application of depreciation. 

( Ohartered A caountants. ) 

100 . When calculating the annual Sinking Fund to replace the cost 
of a lease, or other terminable benefit, why should compound interest be 
taken into account, thereby making the amounts carried to the fund in 
the earlier years comparatively small, and in the later years comparatively 
large, instead of setting aside equal annual sums ? (Chattered Aooountants.) 

101 . It is provided in a Company’s prospectus that an annual sum 
shall be set aside out of profits to pay off debentures when due. How should 
the fund thus created be treated 1 What would be the nature of such a 
fund when all the debentures were paid off ? Of what should it consist ? 
What powers would the Directors then have over it f (Ohartered Accountants. ) 

108. The value of a lease which has five years to run is £600. Show 
the working of a Sinking Fund on a 6 % basis in the books of the 
business, having regard to the fact that 0- 180976 of a pound annually 
invested at compound interest will amount to £1 at the end of five years. 
(Central Association Accountants ) 

103. A Limited Company issued 500 6 % debentures of £100 each on 
January 1, 19.., at par. The debentures are repayable on January 1st, 
five years later. 

Describe two methods of providing for the repayment of the issue, explain 
their respective advantages, and illustrate your answer by giving the entries 
necessary to record them in the books of the Company. (London Chamber 
Commerce.) 

104. A Company issues, on December 31, 19.., £20,000 of 4% 
debentures, which it is agreed shall be redeemed out of profits at the rate 
of £600 per annum. It is to bo assumed that the reserve so created is 
invested without interval in 3 % stock at par, and all acciotions which 
are received on January 1st and July 1st of each year are to bo similarly 
invested. Allowing income tax at Is. in the pound and the cost of making 
investments at 1 % on capital invested, write up the Debenture Redemp- 
tion Account to December 3 1st, three years later, (Incorporated Accountants. ) 

105 . A company having a lease standing in their books at £6,000, 
decide to provide for depreciation by taking out a policy for leasehold 
redemption. How would you deal with the annual premiums in the books; 
and how would you adjust the accounts when the lease expires and the 
policy matures ? (Royal Society Arts.) 

9 
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106. A Trading Company takes out a Capital Redemption Policy with 
an insurance company to provide for a wasting asset, paying £70 per annum 
premium. Tho xireimum is to be provided out of revenue. Give examples 
showing the entiies to be made in the books of the trading company 
(1) annually, and (2) upon payment of the capital sum by tho insurance 
company. (Ghart&red Accountants.) 

107. It IS claimed by some Corporations that a Sinking Fund for the 
redemption of assets renders a provision for depreciation uniiecassary. What 
do you think? Give your reasons. {Oharleied Accountants.) 

108. A Limited Company, of which you aro auditor, issued .'lOO debon- 
tures of £100 each on January 1, 19. . The debentures carry 6 % inlerost, 
and are repayable at 103 in 6 years. 

Tho Directors ask your advice afi to tho best method of providing for 
the due repayment of the issue Doscribe two methods, explain their 
respective advantftges, and state what your requirements os auditor would 
be when verifying tho book-keeping records. {Chartered Accountants.) 

109. The Directors of a Printing Company purchased throe monotype 
maohines for £6,000, and created a Sinking Fund with tho object of replacing 
the machines at tho end of ton yoara — the termination of their useful life. 
Tho annuol instalments for tho service of tho Sinking Fund wore invested 
m gilt-edged securities. Some of the Directors contended that, in addition 
to this provision, an annual charge should be made agoinst rovonuo for 
depreciation. Being unable to agree, tho Board seek your advice as auditor 
to the Company, and ask you to explain the effect which this additional 
provision would have uiion the Balance Sheet of the Company ot the end 
of the ton years. 

Submit a oonoise report in response to this request. {Chartered Ao- 
oountants.) 

110. An Insuranco Company purchased 200 £100 Arcadia Government 
6 % Gold Bonds, repayable at par in ton years from the date of 
purchase. The bonds were purchased at 110 and the expenses amounted 
to £103. As Auditor to the Company, you are askod to advise whether it 
is necessary to make any provision for the deficiency which will arise when 
tho bonds are lepaid, and, if so, what form such provision should toke. 
What advice should you offer ? {Chartered AecountanU.) 

111. Do you consider there is any distinction between “ Reserve Fund ” 
and “ Reserve Account ” ? What aro your masons ? {Chartered Ac- 
countants ) 

118. It is held by some authorities that a Roaervo Fund is of no value 
unless invested in so-called “gilt-odgod soourities.” What is your opinion 
of this principle as applied to (a) financial companies, (B) trading oonooms ? 
{Incorporated Accountants.) 

113. State how you would form an opinion as to the sufftoionoy of tho 
amount standing to tho credit of a Rosorvo Account for Bad Debts in tho 
Balance Sheet of a Company to which you aro au^tor. {Central Association 
Accountants.) 

114. What is a “ Suspense Account ” ? 

Give a few examples (a) of legitimate purposes for which such an account 
may bo used ; (6) of error of which tho abuse of a Suspense Account may 
cover. {London Chamber Commerce.) 

115 Premium on shares of a Company having been carried to a Reserve 
F'uid, a portion in a bad year’s trading is transferred to Profit and Loss 
Account m_ order to pay its Preforence dividend. Would you, os auditor, 
see any objection to this course, and what would you consider your duty 
in the matter ? {Chartered Aecountants.) 

116. Ought tho amounts put aside by Diiectors, out of profits, to the 
credit of a “ Reserve Fund ” to be necessarily invested in interest-bearing 
EleourikOB ? li it be so invested, to what account would you credit tho 
interest received on the investments ? {Chartered Accountants.) 

117, The Articles of Association of a Company provide that profits in 
excess of S % on the Share Capital shall be applied in payment off of 
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the debentures. Do any ohservaUona occur to you upon the working out 
of thi,s provision ? {Chartered Accountants ) 

118. Somo classes of Companies (o g Banks and Insurance Oflic6.s) often 
have a very large uiioallod Cajiital. What are the advantages and disad- 
vantages of this arrangoment ’ {Royal Society Arts.) 

119. Tho Diiectors of a Limited Company to which you have boon 
appointed Auditor have decided to reduce the amount standing to the credit 
of Reserve for Bad Debts, and to credit Profit and Loss Accoimt with the 
amount of tho reduction. Would you sanction the entry ? Comment 
thereon. {Central Association Accountants ) 

120. What is a Secret Kosorve ? Bnumorate two methods employed by 
bankers in order to create Secret Reserves, and criticise the practice from 
the point of view of a customer of tho Bank. {Chartered InsUtute Secretaries.) 

121. Give two illustrations showing how a Limited Company can create 
a Secret Reserve. In your opinion, is tho creation of resotves of this nature 
justifiable ? {Royal Society -4rts.) 

122. What is the duty of an auditor to the shareholders of a Limited 
Liability Company In which a Secret Reserve Fund has been created ? 
{Incorporated Accountants.) 

123. State briefly the arguments for and against reserves not disclosed 
or roforrod to in accounts issued to shareholders of a Bank. {Chartered 
Accountants.) 

124. A Limited Company has among its assets a book debt of £1,000 
of doubtful value. A re.sorvo of £600 has been made against it. How 
would you, in preparing a Balance Sheet, deal with these items f 

Give reasons for your answers (Chartered Accountants.) 

125. Explain what is meant by a “ Suspense Account ” Give three 
instances of items earned to “ Suspense,” and explain how you expect them 
respectively to be removed out of “ Suspense.” {Chartered Accountants.) 

126. In the event of tho Directors of a Company having the freehold 
or leasehold property revalued, and a surplus over the amount such assets 
previously stood at in the books be the result, how would you in tho Balance 
Shoot, or Profit and Loss Aocpimt, treat such surplus, and for what purposes 
can it be used in the absence of any special power or authority ? {Chaitered 
Accountants . ) 

127. Tho Hyacinth Soap Co., Ltd., has a Rosorvo for Bad Debts on 
January 1, 19.., of £5,000. On December 31, 19.., tho Directors decide 
that the Reserve Account shall stand at £4,000. During the year 10.. 
Bad Debts have been inourred amounting to £521 10s , and it is agreed that 
this amount shall be written off Show tho difforont ways in which the 
adj'ustments can be made and comment thereon. {Central Assooiation 
Accountants ) 

128. The Reserve Fund accumulated by Soleil d’Or, Ltd. — an exploring 
ssmdicate — amounted, as on December 31, 19.., to £10,000, and was repre- 
sented by gilt-edged securities which had cost £10,021 7s. 6d. The mean 
market price of these investments on the above date was £8,989 18s. 6d. Do 
these facts call for any adjustments in the accoimts of the Syndicate for 
the year ended December 31, 19. . ? Give reasons for your answer. {Royal 
Society Arts ) 

129. You, as Secretary of the National Industries Co., Ltd., receive from 

Mr. T. Head, a shareholder in the Company, tho following letter : 1 have 

received from the National Industiies Co., Ltd., a copy of its Balance Sheet 
of December 31st last. There is one point on which I am not quite clear, 
and that is the meaning of ‘ Reserve Fund, £60,000 ’ on the Liabilities side 
of the Balance Sheet. It seems to mo to bo on the wrong side, for I cannot 
see how a fund can be a liability. I shall bo much obliged if you will explain 
the matter and tell me where the ‘ fund ’ is, and why it is not mvoated m 
outside securities.” 

Write an answer to this letter. Tho Reserve Fund in question has been 
accumulated out of trading profits. What would you substitute for the 
words “ Reserve Fund ” so as to avoid tho above mi understanding ? 
{Chartered Accountants ) 
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130. On December 31, 1909, the City Trading Co., Ltd , had a Debenture 
Reserve I’niid of £60,000, represented by investments amounting to £59,000 
2J % Consols. The Company also had a balance in the bank on 
Current Account at June 30, 1910, of £6,000. The debentures, amounting 
to £60,000, were paid off on June 30, 1910. To provide for this the Consols 
were realised at 83 net, and the proceeds paid into the bank on Juno 30. 
1910. Record the above transactions in the books of the Company, and 
show the Ledger accounts afiocted {Chartered Accountants ) 

181. A large Engmeenng Company, which has for many years regularly 
depreciated its Fixed Plant and Machinery and its Loose Riant and Tools, 
decides to have them valued by an independent valuer as on Dooember 31, 
19. . , on which date they stood in the books of the Company at the following 
values : — 

Fixed Plant and Machinery £16,262 8 9 

Loose Plant and Tools 6,368 10 3 

The valuations were made, and resulted ns follows ; — 

Fixed Plant and Machinery . . . , £17,329 16 4 

Loose Plant and Tools .. 6,035 11 6 

The Directors decide to inoreaao the book values to the values shown by 
the new valuation. 

How do you consider this should be effected ? Give your reasons, and 
draft the necessary Journal entries. {Chartered Accountants.) 

132. Dnder its Debenture Trust Deed a Company is to set aside £2,000 
annually^ out of its trading towards the ultimate redemption of the dolien- 
tures, without any special directions ns to the disposal of the amount. A 
sum of £20,000 has been accumulated in this way and stands at the credit 
of a Boaorve Account in the boolcs : the Directors propose to close that 
account, and to write the £20,000 off the cost of certain now works. Do 
you, os auditor, see any objection to this proceeding ? Give reasons for 
your answer. {Chartered Accountants.) 

183. Explain (o) the reason for creating, and (6) the method of operating 
the undermentioned reserves ; (a) Forged Transfers Keaerve ; (6) Marine 
and Fire Insurance Beserve ; (o) Dilapidations Keserva ; \d) Bebate on 
Bills not duo (Bank). {Chartered Accountants.) 



CHAPTER IV 


Joint Stock Companies . — 

Legai, and Statistical 

[Note. — All references throughovi this and the three chapters fol- 
lowing are to the Companies Act, 1929, unless otherwise stated.^ 

Tjib aggregate capital invested in the 108,698 private and public 
limited companies, registered m London and Edinburgh on 
December 31, 1929, amounted to £5,200,126,098. This stupendous 
total affords conclusive proof of the advantages conferred upon the 
private investor and the business community generally by the adop- 
tion of the principle of limited liability. The limitation of the liability 
of members is doubtless the most popular of these advantages, but 
there are others of great value . Incorporation facilitates the obtain- 
ing of fresh capital, and the power of borrowing, while at the same 
time it enables extensions and amalgamations to be carried out 
expeditiously. Employees of hmited companies can be given an 
interest in the business appropriate to their status on the staff. 
There is no limit to the number of members that can share in the 
proprietorship, and, in the event of a member’s death, the 
continuation of the business, and the disposal of the deceased 
member’s interest in it, usually present little difficulty. 

Methods of Incorporation. — Companies may be incorporated 
in one of three ways, viz. by: — 

{a) Royal Charter. — This method is seldom adopted except 
in the case of companies formed for Colonial development. 

(6) Special Act of Parliament. — ^Examples of this mode are 
afforded by the Acts under which British railways work. 

(c) The Companies Act, 1929. — The vast majority of com- 
panies arc brought into existence and controlled under this Act, 
which received the Royal Assent on May 10, 1929, and came into 
force on November 1, 1929. This Act repealed and re-enacted 
the various statutes, comprising five different Acts, Imown as 
The Companies Acts, 1908-17 and the Companies Act, 1928. It 
consolidated theprovisionsof those Acts,effectedsomcmmor altera- 
tions in them, and embodied some small additions. With the 
exception of two sections, the Companies Act, 1928, never came 
into separate operation, it being merely an amending Act passed 
preparatory to consolidation, owing to the large number of 
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alterations in the law relating to companies necessitated by 
modern developments. 

Kinds of Joint Stock Companies. — There are three classes oi 
joint-stock companies, viz. : — 

{a) Companies limited by shares 
\b) Companies limited by guarantee. 

• (c) Companies the liability of whose members is unlimited. 

In class (b) the liability of the members is limited to the definite 
amount which each member undertakes to contribute to the a.ssets 
in the event of liquidation, while he is a member, or within one 
year of his ceasing to be a member (S. 2). In class (c) no limit 
is attached to the liability of the members. But both these classes 
(b) and (c) are so seldom met with that no further consideration 
will be given to them here In this and the following chapters 
we shall consider the formation, administration, and liquidation 
of class (a), companies limited by shares. 

General Remarks. — ^The accurate preparation of the statistical 
books and returns of a limited company, like the accurate prepara- 
tion of executorship or partnership accounts, is not possible without 
an adequate knowledge of the law affecting these matters. For the 
professional accountancy examinations. Company Law is one of 
the subjects scheduled. The present chapter, therefore, deals with 
statistical and legal matters. Company accounting proper and 
liquidation are reserved for siicceedmg chapters. 

The book-keeping system suitable for the ordinary transactions 
of a company dillers in no way from that in daily commerical use. 
The requirements of the Act, and the difference between the 
character of the proprietorship of a limited company and that 
of a private partnership, do, however, necessitate the use of special 
books of record. But these special books, in which are recorded, 
from a different point of view, some of the transactions appearing 
in the financial books, do not enter into the “ balance ” of the 
financial books. The student will find the more elementary 
requirements of limited companies in these matters fully dealt 
with in the author’s Book-keeping and Accounts, and Higher Book- 
keeping and Accounts. 


The Prospeotxjs. 

After the formalities incidental to registration have been carried 
out, the first step to be undertaken by a company proposing to issue 
its shares for public subscription is to prepare a prospectus. A 
prospectus is defined in S. 380 as " any prospectus, notice, circular, 
advertisement or other invitation offering to the pubho for subscrip- 
tion or purchase any shares or debentures of a company.” The 
Act does not define what constitutes an “invitation to the public ” 
Sherwell v, Gombined Incandescent Mantles Syndicate, [1907] 
W.N. 110, decided that an offer to the public meant one which 
was contained in some form of advertisement or invitation to 
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the general public. A circular issued to creditors regarding a 
proposed company is not a “prospectus” in this connection. 
Neither is an invitation to existing members or debenture-holders 
to subscribe for shares in or debentures of the company a prospectus, 
whether or not the circular includes a letter of renunciation 
[S. 35 (6)]. 

The form of prospectus usually adopted is amply illustrated 
in the advertisement columns of the daily Press. First is given 
the amount of the capital and the terms on which it is offered. 
This is followed by a description of the property to be acquired : 
the reason for the conversion of the business into a company, or 
the objects for which the company has been formed; and an 
estimate of the financial prospects, supported by a certificate of 
the company’s auditors, or, if the company is an existing company 
or IS about to acquire a business, by a professional accountant’s 
certificate of the past profits earned and dividends paid by the 
undertaking, or by the busmess to be taken over, as the case may 
be (see p. 123). This certificate must cover at least three years 
or such less period as business has been carried on, and must state 
separately the profits of each year. The accountant’s certificate 
sometimes gives, also, the figures at which the assets to be acquired 
stood in the books of the vendor, but it is preferable, and more 
usual, to include in the prospectus expert valuations of any 
such assets. Directors’ estimates of probable dividends, based, if 
possible, on the certified profits of past years, usually follow the 
reports and certificates of the experts. 

Considerable responsibility attaches to those who issue a 
prospectus. The prospectus must contain a full and accurate 
disclosure of the facts. Fraudulent statements render those 
responsible for the issue of the prospectus liable to an action either 
for (a) damages or (6) rescission. Untrue statements which are 
not fraudulent are ground for (a) rescission, so far as the company 
IS concerned, or, in some oases, for (b) an action for compensation 
against the directors and promoters under S. 37 of the Act. 

Shareholders will succeed in an application to resemd an allot- 
ment of shares to them if they can show that the prospectus 
contained material omissions or misrepresentations by which they 
were led to apply for the shares. But action must be taken 
promptly, or the right of rescission will be lost. In any case the 
supervention of winding-up proceedings annuls the right to rescind. 

In Adams v Thrift, [1915] 2 Ch. 21, a director was held liable 
for misrepresentations contained in the prospectus which he believed 
to be true on the uncorroborated statements of the vendor. 

Every prospectus issued publicly must bear a date, which is 
presumed to be the date of its publication; and a copy signed 
by all the directors, or their agents, must bo delivered to the 
Eegistrar of Companies for registration prior to its issue ; or, if filed 
after the date it bears, the prospectus must be accompanied by a 
letter stating that it has not been issued. The fact that due registra- 
tion has been effected must be stated on the face of the prospectus. 
The prospectus is frequently registered with the Memorandum of 
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Association and the other documents required to register the 
Company. Prior to registration of the Company, careful search 
of the Companies’ Index at Somerset House must be made, to ensure 
that the name of the company is registrable (see p. 131). In prac- 
tice, a letter is usually sent to the Registrar asking him if the name 
is available. 

Abbreviated Prospectuses — Not infrequently abbreviated pro- 
spectuses appear in the Press with a note attached to the effect 
thait applications for shares will bo accepted only on the basis 
of the full prospectus, copies of which can be obtained at addresses 
stated. Probably these abbreviated prospectuses do not actually 
evade the statute, but, where important matter is omitted, they 
do undoubtedly defeat, to that extent, the object of the statute, 
which permits only the contents of the Memorandum to be omitted 
in a prospectus published in a newspaper. 

Statutory Requirements.’*’ — Prospectuses differ in form. A few 
of the requirements of the Pourth Schedule which sets out the 
statutory requirements may, however, be stated briefly : — 

(1) Except in the case of newspaper advertisements, the 
prospectus must give the Memorandum of Association and the 
names, descriptions, and addresses’ of the signatories and their 
holdings. 

(2) The names, descriptions, and addresses of the directors or 
proposed directors, the share qualification required, and the 
remuneration provided by the .A:'ticles. 

[By S. 140. — (1) A person shall not be capable of being 
appointed director of a company by the articles, and shall not be 
named as a dhector or proposed director of a company in a 
prospectus issued by or on behalf of the company, or as proposed 
director of an intended company in a prospectus issued in rela- 
tion to that intended company, or in a statement in lieu of 
prospectus delivered to the registrar by or on behalf of a company, 
unless, before the registration of tho articles or the publication 
of the prospectus, or the delivery of the statement in lieu of 
prospectus, as the case may be, he has by himself or by his agent 
authorised in writing : — 

(а) signed and delivered to the registrar of companies for 
registration a consent in writing to act as such director ; and 

(б) either — 

(i) signed the memorandum for a number of shares not 
less than his qualification, if any; or 

(ii) taken from the company and paid or agreed to pay 
for his qualification shares, if any; or 

(iii) signed and delivered to the registrar for registration 
an undertaking in writing to take from the company and 
pay for his qualification shares, if any; or 

(iv) made and delivered to the registrar for registration 

* It shoxild be noted that these requirements do not apply to private 
oompanies. 
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a statutory declaration to the effect that a number of shares, 
not less than his qualification, if any, are registered in his 
name. 

(2) Where a person has signed and delivered as aforesaid an 
undertaking to take and pay for lus qualification shares, he 
shall, as regards those shares, be in the same position as if he 
had signed the memorandum for that number of shares 

(3) On the application for registration of the memorandum 
and articles of a company the applicant shall deliver to the 
registrar a list of the persons who have consented to be directors 
of the company, and, if this list contains the name of any 
person who has not so consented, the applicant shall be liable . 
to a fine not exceeding fifty pounds. 

(4) This section shall not apply to — 

(а) a company not having a share capital ; or 

(б) a private company; or 

(c) a company which was a private company before 
becoming a public company; or 

(d) a prospectus issued by or on behalf of a company 
after the expiration of one year from the date on which the 
company was entitled to commence business. 

The undertaking required by S. 140 s.-s. i (6) (Mi) is com- 
monly ip the following form: — 

RAYON D’OR. LIMITED. 

I, the undersigned, of Spencer House, South Place, 
London, E.C., hereby undertake and agree to take from 
the said Company and to pay for shares of the Company of 

the nominal value of pounds, being the amount 

fixed by the Articles of Association of the Company as the 
qualification of a Director of the Company. 

A. Checker, 

Dated the 3rd day of November, 19.,. 

Signed by the said A. Checker, 
in the presence of B. Boyn, 

135 Aldgate, London, E.C. 

Qualification shares must be taken up within two months 
of a director’s appointment, otherwise the appointment is 
void. It is a breach of trust for a director to accept his 
qualification shares as a gift from the promoter of the company, 
and, in the event of liquidation, he is liable for the amount 
of the shares so obtained.] 

(3) The names and addresses of the auditors (if any). 

(4) Particulars of any Pounders, Management, or Deferred 
shares. 

(5) The minimum subscription, i.e. (i) the amount which, in 
the opinion of the directors, must be raised by the issue of the 
shares offered to the public for subscription in order to provide 
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the sums, or if any part thereof is to be defrayed in any other 
manner, the balance of the sums, required to be provided in 
respect of each of the following matteis : — 

(a) the purchase price of any property purchased or to bo 
purchased which is to be defrayed in whole or in part out of 
the proceeds of the issue ; 

(b) any preliminary expenses payable by the company, and 
_ any commission so payable to any person in consideration of 

his agreeing to subscribe for, or of his procuring or agreeing 
to procure subscriptions for, any shares in the company; 

(c) the repayment of any moneys borrowed by the company 
in respect of- any pf the foregoing matters ; 

(d) worldng capital; and 

(ii) the amounts to be provided in respect of the matters 
aforesaid otherwise than out of the proceeds of the issue and the 
sources out of which those amounts are to be provided. 

[The minimum must be a fixed amount, eg. £1,000, and 
not merely a percentage of the amount ofiered for subscription. 
Shares which have been underwritten may bo included as 
“ subscribed ” in this connection, if the Articles permit under- 
wi'iting, and the underwriting terms are disclosed in the pro- 
spectus. But shares issued otherwise than as payable in cash 
may not be included. If the minimum subscription is not 
subscribed and the amount due on application (which must 
not be less than 5 % of the value of each share) is not paid to 
and received by the company within forty days after the pro- 
spectus was first issued, then the directors may not go to 
allotment, as they cannot make the necessary declaration or 
obtain the certificate entitling them to commenco business, 
and must therefore return all application money. If it is not 
returned within forty-eight days of the issue of the prospectus, 
the directors become personally liable for its repayment, with 
interest at 5 %, provided that a director shall not be liable if 
he proves that the default in the repa 3 unent of the money was 
not due to any misconduct or negligence on his part [S. 39 (4)]. 
The directors must then seriously consider the position and 
decide whether the company can raise capital in some other 
manner, or they may decide that the business may be com- 
menced on a lesser scale, with a smaller minimum subscription, 
in which case a new prospectus must be issued and registered 
with the Bogistrar, together with a statement that no allot- 
ment has been made and all subscription moneys have been 
returned.] 

(6) Particulars of the shares or debentures issued as fully 
or partly paid otherwise than in cash. 

(7) Details of the amounts payable on application and 
allotment. 

(8) Names and addresses of the vendors in cases where 
property is acquired by the oompany, the amount of the purchase 
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money, the method of payment, and, separately stated, the 
amount (if any) payable for goodwill. 

(9) Particulars of underwriting and other commissions 
payable for placing capital 

(10) An estimate of the amount of the prehminary expenses. 

(11) Particulars of any payments made to the promoter, 
and the consideration received therefor. 

(12) Particulars of all material contracts, together with the 
times when, and the places at which, the contracts may be 
inspected. 

[Contracts entered into more than two yes,rs prior to the 
date of the prospectus and ordinary trade contracts need not 
be disclosed. Contracts set out in the prospectus may be 
amended with the consent of the statutory meeting.] 

(13) Whether any of the directors are interested in the 
formation of the company, and, if so, the extent and nature 
of the interest. 

(14) Where the shares are of more than one class, the rights 
of voting conferred by the several classes of shares. 

(16) (i) A report by the auditors of the company with respect 
to the profits of the company in resjiect of each of the three * 
financial years f immediately preceding the issue of the pro- 
spectus, and with respect to the rates of the dividends, if any, 
paid by the company in respect of each class of shares in the 
company in respect of each of the said three * years, giving 
particulars of each such class of shares on which such dividends 
have been paid and particulars of the cases in which no dividends 
have been paid in respect of any class of shares in respect of any 
of those years, and, if no accounts have been made up in respect 
of any part of the period of tliree years ending on a date three 
months before the issue of the prospectus, containing a statement 
of that fact. 

(ii) If the proceeds, or any part of the proceeds, of the issue 
of the shares or debentures are or is to be applied directly or 
indirectly in the purchase of any business, a report made by 
accountants who shall be named in the prospectus upon the 
profits of the business in respect of each of the three * financial 
years f immediately preceding the issue of the prospectus. 

By S. 35 (2) any condition inserted in the prospectus purporting 
to bind applicants for shares m/or debentures of a company to 
waive their rights to have these statutory requirements complied 
with is void. 

Offers for Sale. — Whore a company allots or agrees to allot 
any shares in or debentures of the company with a view to all or 
any of those shares or debentures being offered for sale to the 

• [ContmiMl on page 120 

* If the buMneas haa not bcenaarriod on for three j oars, then the accounts 
for tho one or the two years for which it haa been carried on must bo substituted 
for those references. 

t If any account has been made up for a greater or less period than a ygiar, 
such period is deemed the financial year. 
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Form of Statomont in lieu of Pros- 
pectus to be delivered to Begistrar by 
a Company which does not issue a 
Prospectus, or which does not go to 
allotment on a Prospectus issued. 

THE COMPANIES ACT, 1929 

STATEMENT IN LIEU OF PROSPECTUS, DELIVERED FOR 
REGISTRATION BY 


Limited. 

{Puramnt to Section 40 o/ the Oompame^ Act, 1929.) 

The nominal share capital of the 


Company £ 

Divided into Shares of £ oaoh. 


Amount (if any) of above capital Shares of £ each, 

which consists of redoomable profer- 

enoe shares 

The date on or before which these 
shares are, or am liable, to be 

redeemed 

Names, dosoriptiona and addresses 
of direotora or proposed directors . . 

If the share capital of the Company 
is divided into different classes of 
shares, the right of voting at meet- 
ings of the Company conferred by, 
and the rights in respect of capital 
and dividends attached to, the 
several classes of shares respectively. 

Number and amount of shares and 1. Shares of £ fully paid, 

debentures agreed to be issued as 

fully _ or partly paid up otherwise 2. Share.s upon which £ 

than in cash per share credited as paid, 

3. Debentures £ 

The consideration for the intended 4. Consideration, 
issue of those shares and debentures 
Names and addresses of vendors 
of property purchased or acquired, 
or proposed to bo puichasod or 

acquired by the Company 

Amount (in cash, shares, or de- 
bentures) payable to each separate 
Vendor. 

Amount (if any) paid or payable Total purchase price £ 


(m cash or shares or debentures) for 

any such property, specifying amount Cash £ 

(if any) paid or payable for goodwill 

Shares £ 

Debentures £ 



Goodwill 
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Amount (if any) paid or payable Amount paid 
as commission for subscribing or 
agreeing to subscribe or procuring payable, 

or agreeing to procure subscriptions 
for any shares or debentures m tho 
Company; or 

Bate of the commission Rato per cont. 


The number of shares (if any) 
which persons have agreed for a 
commission to subscribe absolutely. 
Estimated amount of preliminary 


expenses £ 

Amount paid or intended to be Name of promoter 
paid to any promoter 

Amount £ 

Consideration for the payment .. Consideration: — ■ 


Dates of, and parties to, every 
material contract (other than con- 
tracts entered into in the ordinary 
course of the business intendod to be 
carried on by tho Company or entered 
into more than two years before the 
delivery of this statement) . . . > 

Time and place at which the con- 
tracts or copies thereof may be 

inspected 

Names and addresses of the 
Auditors of the Company (if any) . . 

Eull particulars of the nature and 
extent of the interest of every director 
in the promotion of or in the property 
proposed to bo eicquu’ed by the 
Company, or, whore tho interest of 
such a director consists in being a 
partner in a firm, the nature and 
extent of the lateiest of the firm, 
with a statement of all sums paid or 
agreed to be paid to him, or to the 
firm in cash or shares, or otherwise, 
by any person either to induce him 
to become, or to qualify him as, a 
director, or otherwise for services 
rendered by him or by the Arm in 
connection with the promotion or 
formation of the Company 

If it is proposed to acquire any 
business, the amount, as certified by 
tho persons by whom the accounts 
of the business have been audited, 
of the net profits of the business in 
respect of each of the three financial 
years immediately preceding the 
date of this statement provided that 
in the case of a business which has 
been carried on for less than three 
years and the accounts of which 
have only been made up in respect 
of two years or one year the above 
requirement shall have effect as if 
references to two years or one yoar. 
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as the cas 0 may be, were substituted 
for references to three years, and in 
any such case the statement shall 
say how long the business to be 
acquired has been cai riecl on. 


Signatures of the persons 
above-named as directors or 
proposed directors, or of 
their agents authorasod in 
writing. 


Dated day of 10. . 

ISfOTE — In this Form the expression “ vendor ” includos a vendor as 
defined in Fart 111 of the Fourth Schednlo to the Conipanies Act, 1020, and 
the expression “ financial year ” has the moaning assigned to it in that Part 
of the said Schedule. 

[Cantitnted from page 123. 

public, any document by which the offer for sale to the public is 
made shall for all purposes he deemed to he a prospectus issued by 
the company, and all the statutory requirements applicable to a 
prospectus apply to such an offer for sale. There is a presumption 
of the allotment having been made with a view to an offer to the 
public if the offer is made within six months after the allotment or 
agreement to allot, or if on the date when the offer is made the 
whole consideration to be received by the company in respect of 
the shares or debentures has not been so received. The persons 
making the offer have the same liability as persons named in a 
prospectus as directors. The consideration receivable by the 
company for the shares or debentures to which the offer relates 
and the place and time at which the oontraot under which they 
have been or are to be allotted may be inspected, must be stated 
in the offer for sale (S. 38). 

Statements in Lieu of Prospectus. — Every public company which 
does not issue a prospectus must (S. 40) file with the Registrar 
a “Statement in Lieu of a Prospectus.’' This statement must 
be signed by aU the directors. The particulars required in this 
document, as will be soon by reference to pp. 124-126, follow very 
clo.sely those required in the ordinary prospectus, e.g. the amount 
of the nominal capital; its subdivision; the names and addresses of . 
the directors ; particulars of shares or debentures to be issued as fully 
paid ; the names of the vendors, and the amounts payable to them ; 
an estimate of the preliminary expenses, reports as to profits (hut 
not dividends), etc. Auy allotment of shares made before this 
statement has been filed is voidable (S. 41). 

UwDEKWiaTrao. 

Very few public issues are now made unless underwriting of 
all, or part of the capital offered has been effected. An underwriter 
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is one who agrees to taJre up the whole or part of such portion 
of a share issue as may not he applied for by the public. S. 43 
recognises the function of the underwriter, and the payment of 
his commission, conditionally upon sanction by the Articles of 
Association, and disclosure in the prospectus or statement in lieu 
thereof, or in a statement in prescribed form signed in hke manner 
as a statement in lieu of prospectus, and registered before the 
payment of the commission. A financial house wiiioh has entered 
into an underwriting contract usually divides and sub -underwrites 
the risk with others (.see below). The following may be taken as a 
typical example of underwi'iting procedure. 

A Typical Example — ^A financial house underwites the whole - 
of an issue of 50,000 Ordinary shares, and agrees to pay the deposit 
due thereon at a fixed time on the day the public issue of the 
shares is advertised. Prior to the day of public issue, the house 
obtains as many sub-underwriting contracts as possible, collects 
the application moneys duo thereon, and deposits both with the 
company. The house is thus relieved to the extent of these 
contracts, say, 30,000 shares, and applies for the balance of 20,000 
shares only No shares are actually allotted to the house while 
the subscription list remainis open If the public subscribes for 
the whole issue, the house is entirely relieved of its obligation, 
but, if _ part only of the issue is publicly subscribed for, it is 
responsible for the balance It is responsible pro rata. Thus, if 
the share issue was £100,000, and the house underwrote £60,000, 
and the public subscription aggregated £80,000, then the house 
would be relieved to the extent of £40,000, and would be liable to 
subscribe for £10,000 

Underwriting Commission. — ^Very frequently, the underwriting 
house undertakes to advertise the issue, and is paid an agreed sum 
to cover the cost of advertising, and remuneration for its services. 
The rates of commission paid for underwriting vary with the 
nature of the risk and the state of the money market, and may 
range from l % to 10 %. The amount must not exceed 10 % of 
the issue price of the shares or the lower amount or rate authorised 
by the Articles [S. 43 (1) (b)]. The rate of commission on the share 
issue of a sound commercial undertaking would be round about 5 %, 
but a first-class mumcipal issue would probably be underwritten at 
from 1 % to 2 %. Sometimes the commission is augmented by a 
bonus in the form of shares. 

Sub-Underwriting. — ^The underwriting house may sub-under- 
write the whole of the risk, but more frequently it reserves a portion 
of the underwriting for itself. This sub-underwriting is effected 
at a rate as much below the contract rate of commission payable 
on the whole as possible, say, 2 % less in the case of a commercial 
issue. In addition to the sub-underwriting commission, an Over- 
riding Commission is frequently offered to financial agents and 
others for placing blocks of the underwriting with their clients. 
The rate of this commission varies. It would bo from 1 % to 
2|- % in the case of a good commercial issue. All commission 
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would be paid to tbe underwriting house, who would adjust matters 
with the sub-underwriters in due course. 

Illustration. — ^Busheys, liimited, issxia 50,000 now sharos of £1 each, 
and enter into a contract with Walter Watford, who onderwritea the 
whole issue at 4 %, with an over-riding commission of 1 % Watford 
obtains sub-underwritmg contracts from K. Langley and P. Pinner for 
20,000 and 10,000 shares respectively. In duo couibs the Company pays 
£2,000 to Watiord, who apportions the amount as follows : — 

Shares. 

W. JVat/ord underwrites 60,000 

Less sub-writing — , 

Jf. Langley 20,000 

P. Pinner 10,000 

30,000 at 1 % 

20,000 at 4 % 

and 1 % 1,000 0 0 


1,300 0 0 

20.000 at 4 % £00 0 0 

10.000 at 4 % 400 0 0 


50,000 £2,500 0 0 


Firm Underwriting. — When an underwriter desires to retain 
the whole, or a part, of the shares ho underwrites as an investment, 
or for subsequent re-sale, a clause is added to the contract stating 
the proportion of the risk he agrees to take Jrm. The number of 
shares covered by tliis firm underwriting clause are, in due course, 
allotted to him irrespective of the extent to which the public has 
come forward in relief of the underwriter. In some cases a portion 
of the public issue is placed “ firm ” at a fixed rate of commission, 
no relief being granted for applications made by the public. It 
is a frequent practice to grant options to underwx’iters to subscribe 
for shares at par within a defined period. 

The practice of firm underwriting, with its ramifications, tends 
to complicate the apportionment of the liability of the under- 
writers when a public issue is not fully subscribed. Tor this 
reason it is essential that the company accountant should possess 
adequate knowledge of the principles of underwriting, otherwise 
he will be unable to prepare accurate lists of the shares applied 
for, or to apportion correctly the underwi’iter’s liability. A 
common form of underwriting letter is given below. The accoun- 
tant should note that by S. 108 (3), (f) the total sums paid as com- 
mission in respect of any shares or debentures must be set out in 
the Annual Betum. So much of such commission as has not been 
written off must be stated in every balance sheet of the company 


JC. Langley 
P. Pinner 


Commission. 
£ s. d. 


300 0 0 



UNDERWRITING 129 


Underwriting Letter. 

RAYON D’OR, LIMITED. 

ISSUE OF £50,000 IN ORDINARY SHARES OF £1 BACH. 

To THE Flotations Syndioatb, Ltd., 

366 Finsbuby Cibcus, London, E.O. 

In consideration of a oomrmasioii of 6 per cent I/We agree, when called 

upon by you, to subscribe for, and accept allotment of, shares 

of the above issue, which is to be offered for pubhc subscription at par in 
accordance with the terms of the prospectus of the Company as finally agreed 
and published. 

I/We undertake, before 2 o’clock on the first day on which such 
prospectus is published, to send in an application an proper form for the 
above number of shares, together with the amount due upon application, 
and, in due course, to pay the balance due upon such shares according to 
the terms and conditions of the Company’s prospectus. 

This undertaking is conditional upon the understanding that all shares 
applied foi by the Public shall go in lolief pro rata of the above number of 
shares subscribed for by me/us. 

The agreed commission of 6 per cent upon the noininal amount of the 
shares hereby underwiitten is to be paid to me/us within 14 days after 
allotment. 

Tins agreement is not revocable by mo/us before the day of 

19.., and, in case of need, is your authority for making 

application in my/our name for the above number of shares at the issue 
price, and for making the several payments in respect thereof on my/our 
behalf I/We hereby indemnify you against any loss incurred through 
my /our default in carrying out the above undertaking. 

Kindly advise me/us of your acceptance of this agieement. 

Yours truly, 

{Name) 

(Address) 

(Date) 

Please note that I/We desire to take of the above shares firm. 

(Name) 

(Address) 

Wo accept the above agreement 

(Signature) 

Note — A duplicate of the agreement will be signed on behalf of the Syndicate 
and sent to the iindenvritors. Sometimes a cl.iiue is inseitod stating the minimum 
number of sliares which must be undcnvnttcii ii..or to the public issue 

Brokerage. — It is usual when maMng a public issue of shares 
to oiler a brokerage to stockbrokers and other agents, as an 
inducement to them to invite, and secure, applications for shares 
from their clients. Every company has power to pay brokerage 
(see judgments in the case of Metropolitan Goal Consumers’ Asso- 
ciation V. Sorimgeour, [1895] 2 Q.B. 604, where the conditions 
and limits of brokerage are stated), whereas underwriting com- 
mission can only be paid legally in the circumstances mentioned 
above. The amount of any brokerage which it is proposed to 
pay is usually mentioned in the prospectus, hut this is not 
essential, as S. 43, which deals with commission, does not 
afiect the company’s right to pay brokerage. Brokerage is quite 
distinct from underwriting commission, and must not be confused 
with it. 


10 
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would be paid to the underwriting house, who would adjust matters 
with the sub-underwriters in due course. 

Illustration. — Busheys, Limited, issue 50,000 new shares of fl each, 
and enter into a contract with Walter Watford, who underwrites the 
whole issue at 4 %, with an over-riding commission of 1 % Watford 
obtains sub-underwriting contracts from K. Langley and P. Pinner for 

20.000 and 10,000 shares respectively. In due oourse the Company pays 
£2,500 to Watford, who apportions the amount as follows . — 

Sharea. Commission. 

£ s. d. 


W. Watford underwrites 60,000 

Less sub -writing — . 

IC Langley 20,000 

P. Pinner 10,000 


— ^ 30,000 at 1 % 300 0 0 

20,000 at 4 % 

and 1 % 1,000 0 0 

1,300 0 0 


K Langley 20,000 at 4 % FOO 0 0 

P. Pinner 10,000 at 4 % 400 0 0 


50,000 £2,500 0 0 


Firm Underwriting, — ^When an underwriter desires to retain 
the whole, or a part, of the shares ho underwrites as an investment, 
or for subsequent re-sale, a clause is added to the contract stating 
the proportion of the risk he agrees to take firm. The number of 
shares covered by this firm underwriting clause aro, in due course, 
allotted to him irrespective of the extent to which the public has 
come forward in relief of the underwriter. In some cases a portion 
of the public issue is placed “ firm ” at a fixed rate of commission, 
no relief being granted for applications made by the public. It 
is a frequent practice to grant options to underwriters to subscribe 
for shares at par within a defined period. 

The practice of firm underwriting, with its ramifications, tends 
to complicate the apportionment of tho liability of the under- 
writers when a public issue is not fully subscribed. For this 
reason it is essential that the company accountant should possess 
adequate knowledge of the principles of underwriting, otherwise 
he will be unable to prepare accurate lists of the shares applied 
for, or to apportion correctly tho undorwi’itor’s liability. A 
common form of underwriting letter is given below. The accoun- 
tant should note that by S. 108 (3), (/) the total sums paid as com- 
mission in respect of any shares or debentures must he set out m 
the Annual Betum. So much of such commission as has not been 
written ofi must he stated in every balance sheet of the company 
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Underwriting Letter. 

RAYON D’OR, LIMITED. 

ISSUE OP £50,000 IN ORDINARY SHARES OP £1 EACH. 


To THE Flotations Syndioate, Ltd., 

366 PiNSBUBY CiEoirs, London, E.C. 

In consideration of a commission of 6 per cent. I/We agree, when called 

upon by you, to subscribe for, and accept allotment of, shares 

of the above issue, which is to be offered for public subscription at par in 
accordance with the terms of the prospectus of the Company as finally agreed 
and published. 

t/Wo undertake, before 2 o’clock on the first day on which such 
prospectus is published, to send in an application an proper form for the 
above number of shares, together with the amount duo upon application, 
and, in due course, to pay the balance due upon such shares according to 
the terms and conditions of the Company’s prospectus. 

This undertaking is conditional upon the understanding that all shares 
applied for by the Public shall go in relief pro rata of the above number of 
shares subscribed for by me/us. 

The agreed commission of 6 per cent upon the nominal amount of the 
shares hereby underwritten is to be paid to mo/us within 14 days after 
allotment. 

This agreement is not revocable by me/us before the day of 

, 19.., and, in case of need, is your authority for making 

application m my/our name foi the above number of shares at the issue 
price, and for making the several payments in respect thereof on my/our 
behalf I/We hereby indemmfy you against ony loss incurred through 
my/our default in carrying out the above undortaldng 

Kindly advise me/us of your acceptance of this agreement. 

Yours truly, 

{Name) 

(Address) 

(Date) 

Please note that I/We desire to take of the above shares firm. 

(Name) 

(Address) 

We accept the above agreement. 

(Signature) 


Brokerf^e. — It is usual when making a publio issite of shares 
to offer a brokerage to stockbrokers and other agents, as an 
inducement to them to invite, and secure, applications for shares 
from their clients. Every company has power to pay brokerage 
(see judgments in the case of Metropolitan Coal Consumers’ Asso- 
ciation V. Scrimgeour, [1896] 2 Q.B. 604, where the conditions 
and limits of brokerage are slated), whereas underwriting com- 
mission can only he paid legally m the circumstances mentioned 
above. The amount of any brokerage w'hich it is proposed to 
pay is usually menlioned in the prospectus, but this is not 
essential, as iS. 43, wliich deals with commission, docs not 
affect the company’s right to pay brokerage. Brokerage is quite 
distinct from underwriting commission, and must not be confused 
with it. 


10 
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Peomotek. 

The promoter of a company, in conjunction with others, is, 
in certain events, liable to compensate subscribers for shares or 
debentures (S. 37). The student may have seen it suggested 
that promoters, as a class, are common swindlers. None but an 
irresponsible person would make such a statement, for many of 
our leading bankers, stockbrokers, merchants, and financial men 
have acted as promoters. It is difficult to frame a good definition 
of a promoter The legal definition is probably much wider than 
the commercial. Cookburn, C.J., said; “A promoter is one 
who undertakes to form a company with reference to a given 
project, and to’ set it going, and who takes the necessary steps 
to accomplish that purpose.” Lord Bowen, in Whaley Bridge 
Printing Gompany v. Grant (5 QB.D. 109), said that “the term 
‘ promoter ’ is a term not of law but of hu8mes.s, usefully summing 
up in a single word a number of business operations familiar to 
the commercial world, by which a company is generally brought 
into existence.” It would appear that, to be made liable, a pro- 
moter must be shown to have acted as a principal iii the formation 
of the company. A solicitor acting for a promoter has been held 
not to he a promoter A promoter stands in a fiduciary relationship 
to the company he promotes, hence it is sometimes very important 
to know who, from the legal point of view, are actually the 
promoters of a company. 

A promoter is liable for any false statements contained in the 
prospectus. He must have a valid contract with the vendors of 
property prior to selling it to the company If he acquires property 
as a promoter, and sells it to the company, ho must disclose the 
fact, and also the price he paid for the property Ho may, in 
fact, , make no secret commissions or profits. It ivould appear, 
hpwoyerj tha.t he is entitled to make any profit he can, provided 
that he discloses tlie fact to the company. 

Memoeandum oe Association. 

The Memorandum of Association is the company’s charter of 
incorporation. It sets forth the conditions on which the company 
exists and defines its objects. A company’s sphere of action is 
limited by the provisions of its Memorandum. All acts outside 
this defined sphere are ultra vires. When the Memorandum is regis- 
tered, its provisions hind every member of the company, just as 
though each member bad personally executed them. The following 
are some of the statutory requirements for every Memorandum 
of Association; — 

Statutory Requirements. 

(1) The signatories must subscribe their names to the 
Memorandum, observing the proper formalities. 

The Memorandum of a public company requires seven 
signatories; in the case of a private company two signatories 
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are sufficient. Usually each signatory suhseribes for no more 
than one share at this stage. The signatories must pay for 
the shares in money or money’s worth when called upon by the 
company to do so, but no letters of allotment are necessary for 
these shares If a company continues to trade after its member- 
ship has been reduced below the limits named above, every 
member who is cognisant of the fact is severally liable for any 
debts the company may contract, and the company may be 
wound up. 

(2) The Memorandum must give the name of the company, 
with the addition of the word “ Limited ” (except in the case 
of companies with unlimited liability), and state whether the 
registered office will be situated in England (which includes Wales) 
or Scotland. 

As will he explained later, all companies are required by 
statute to keep the statutory books, documents, and certain 
registers at this registered office. A summons, notice, or 
other legal process may be served on a company only at its 
registered office. 

It is important to note that the word “ Limited,” or a 
recognised contraction, must appear after the name of the 
company. The contraction “ Ltd.” would appear to be legal 
(Stacey db Go. v. Wallis, [1912] 106 LT. 544, 28 T.L.R. 209). 
When an association, devoted to the promotion of some 
scientific, religious, or philanthropic object, is about to ho regis- 
tered as a limited company, and the company proposes to pay 
no dividends, but to devote whatever profit may accrue to the 
company to the furtherance of the particular objects for 
which it exists, then, upon application to the Board of Trade 
for permission to Omit the word “ Limited ” from the name 
of the company, a licence to do so will be granted, provided 
the Board is satisfied that the appheation is bona fide. Such 
applications are usually made on behalf of hospitals, chambers 
of commerce, professional societies, and similar non-commercial 
associations. The licence cannot be obtained after the company 
has received its certificate of incorporation. 

S. 93 provides that the company’s name must be painted 
in legible letters outside all its places of business, and must 
appear, equally clearly, on the seal of the company. The 
seal should be of metal — ^the rubber stamp sometimes used 
is very undesirable — and should be guarded by two keys 
held by two directors, or by one director and the secretary 
The company’s name must appear on all notices, advertise- 
ments, bills of exchange, promissory notes, endorsements, 
cheques, orders for money or goods, bills of parcels, invoices, 
receipts, and letters of credit. 

No name will be registered which is identical with, or 
closely resembles, any name already on the Register, or so 
closely resembles a name already registered as to be likely 
to deceive, unless the company in existence is in the course of 



182 


ACCOUNTING 


being dissolved and signifies its consent in such manner as the 
Begistrar requires. Neither, without the consent of the Board 
of Trade, may any name be registered which includes words 
implying royal patronage There are also restrictions on the 
use of the words “ Chamber of Commerce,” “ Building Society,” 
“Municipal,” “Chartered” and “Co-operative” (S. 17). A 
company may change its name by means of a special resolution, 
if the sanction of the Board of Trade has first been obtained in 
-writing [S. 19 (1)]. 

(3} The Memorandum must set out the objects for which 
the company is formed. 

The “objects” clause of the Memorandum is usually 
drawn with the widest possible scope, in order to avoid the 
somewhat irksome procedure that would be necessary, viz. a 
special resolution confirmed by petition to the Court, if 
subsequently it were found desirable to alter or extend the 
original objects. In these days, however, “ objects ” clauses 
are so comprehensive that this contingency very rarely arises. 
It must be remembered that as a general principle the wide 
powers usually contained in the later object clauses are con- 
strued as ancillary to the specific objects stated generally in 
the earlier clauses Powers “to do all such other things as 
may be conducive to the attainment of the foregoing objects ” 
and the like, do not authorise a fresh or different object But 
a declaration that none of the sub-clauses or the objects therein 
specified should be deemed subsidiary or auxiliary to the 
objects mentioned in the first sub-clause was held to be effective : 
and the general principle of construction mentioned above 
does not apply in such a case [Ariglo-Ouhan Oil, Bitumen, and 
Asphalt Go., [1917] 1 Ch. 477 ; affd. sub nom. Qotman v. 
Brougham, [1918] A.O. 614). The objects must, of course, 
be legal, and must not trespass upon any Government 
monopoly or any rights granted only by special Acts, e.g. the 
Assurance Companies Act, 1909. 

The objects clause of a company may be amended in the 
manner mentioned above, if the Court is satisfied that the 
rights of the creditors and shareholders will not be impaired 
by the change, and if, further, the Court is satisfied that the 
amendment will enable the company (a) to conduct its business 
more efficiently or economically, or (6) to attain its main purpose 
by new or improved means, or (c) to enlarge or change the local 
area of its operations, or (d) to engage in business that will com- 
bine conveniently or advantageously with its existing business, 
or (e) to restrict or abandon any of the objects specified in the 
original clause, or (/) to sell or dispose of the whole or any part of 
the undertaldng of the company, or {g) to amalgamate with 
any other company or body of persons. 

(4) The Memorandum must state that the liability of the 
members is limited. 
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Companies may be registered as limited by .guarantee, 
a term which implies that every member guarantees to con- 
tribute an agreed amount in the event of liquidation. Such 
companies are not numerous, the form of registration being 
quite unsuited to commercial undertakings. They chiefly 
consist of mutual insurance companies, clubs, etc. 

(6) The Memorandum must give the amount of the share 
capital and its subdivision into shares of a fixed amount, 

A company may, and usually does, take power to increase, 
reduce, sub-divide, convert into stock, consolidate, or re- 
organize its share capital. It may also, under S. 49, by special 
resolution, provide that some portion of its’ capital shall not be 
called up, except in the event of liquidation, a common practice 
in the case of large banks. Capital so reserved cannot be made 
the subject of a charge to secure loans {Bartlett v. Mayfair 
Property Go., [1898] 2 Ch. 28). Appropriate provisions as to 
capital are also made in the case of unlimited companies and 
companies limited by guarantee. 

Shake Capital. 

Authorised (Nominal or Registered) Capital.— The amount of 
capital which a company is authorised to issue by its Memorandum, 
and which it has registered with the Registrar (see below), is 

(STATEMENT OF NOMINAL CAPITAL.) 

No. of Certificate 


Limited. 

Statement of the Nominal Capital made pursuant to S. 112 of the 
Stamp Act, 1891, as amended by S. 7, Finance Act, 1809, and by 
S 39 Finance Act, 1920. (Note. — ^The Stamp Duty on the Nominal Capital 
IS £1 for every £100 or fraction of £100.) 

This Statement is to be lodged with the Memorandum of Association or 
other Document, when the Begistration of the Company is apphed for. 

The Nominal Capital of — 

Limited, 

is f divided iiito__ shares of £ each. 


Si gnature, 

Description 

Dated day of— 19... 

This Statement should be signed by an Officer of the Company. 
Presented for filing by. 


known as the Authorised, or Nominal, or Registered Capital. 
The promoters of a company determine at their discretion the 
denominational value of the shares into which the authorised 
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No. of Company Form No. 10. 

THE COMPANIES ACT, 1929. 

NOTICE OF INCREASE IN NOMINAL CAPITAL 

Puisuant to tieetion 52. 


Name f 

of 

Company _Limited. 

Piesentotl by _ 


To THE KegISTBAB OJ? COMT-INIES. 


hereby gives you notice pursuant to Soot 52 of the Compariios Aot, 1020, that 

by (a) Kesolution of tho Company rlatod the 

clay of 19 — , tho nominal Capital of the Company has 

beenmcioasocl by tho addition tlioroto of the sum of £ boyond 

tho registerocl Capital of £ The additional 

Capital is divided as follows: — 


Number of Shares. Class of Sligre 


Nominal 
Amount of 
piieh Share. 


The conditions (e g. voting rights, dividend.s, etc.) subject to which the now 
Shares have been or are to be issued are as follows: — 


(1/ any of the new Shares are Preference Shares stale whether they are redeemable 
or not.) 


• {St.gnalure). 

{State whether Director, 
or Manager, or Secretary). 


Dated the day of. 


-19_. 


the passing of the said Resolution 


pecial 

' of till) Resolution aiitlioildlng 
wipauieB ivithin 15 days after 
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share capital shall be divided. Shares of fl are most frequently 
met with, but many different denominations from Is. to £100' 
can be instanced. During the rubber boom the premium to 
which some of the earlier issues rose led hi some cases to the issue 
of Is and 2s. shares. The same company may issue more than 
one class of share, and each class may have a different denomina- 
tional value. 

The power to increase the Capital must be given by the Articles. 
If the Articles prescribe any special procedure, e.g. a special -or 
extraordinary resolution, that procedure must be followed But 
in the absence of such stipulation an ordinary resolution is sufficient ; 
but the power must be exorcised by the company in General 
Meeting [S. 50 (2)]. The directors may issue any part of the 
unissued capital of a company at any time at their discretion. 

Subscribed (Issued) Capital. — ^That portion of a company’s capital 
which has been issued and taken up by the public, or allotted as 
fully or partly paid to the vendors, is called the Subscribed or 
Issued Capital. It is frequently less than the authorised capital. 

Called-up Capital is that part of the subscribed capital which 
has been called up, the uncalled part of the subscribed capital 
being referred to as the Uncalled Capital.. 

Paid-Up Capital is the capital that has been called up and 
actually paid 

Calls. — This term is now applied both to the amount demanded 
and to the demand itself. Calls are made either in accordance 
with the terms of the prospectus or at the discretion of the 
directors, by resolution of the Board, passed in proper form. 
Shares which are not fully paid are unpopular with investors, 
but the fact that uncalled capital is available in case of need 
naturally enhances the credit of a trading company. Table A 
provides that no call shall exceed one-fourth of the nominal amount 
of the share. It is customary to give fourteen, or moie, days’ notice 
of the intention to make a call, and, generally, an interval of at 
least a month, or two months if a Stock Exchange quotation is 
sought, elapses between the calls. Under the regulations of Table 
A of the Companies Ael, 1862, which are still in force as regards 
companies registered under them, twenty-one days’ notice of calls 
was necessary, bnt fourteen days is the period fixed under Table A 
of both the 1908 and 1929 Acts. 

A specimen Call Notice appears at p. 239. 

In England, debts due to or from members of a company under 
the Memorandum and Articles of Association are specialty debts, 
and are, therefore, not statute-barred until twenty years have 
elapsed [S. 20 (2)]. 

Calls in Advance. — In the Articles of some oompaniea provision 
is made under S. 48 for the payment of calls in advance, interest 
being allowed thereon, usually at 4 % (Table A fixes the maximum 
at 6 % without the sanction of a general meeting). Smee calls 
paid in advance are loans, interest at the fixed rate is payable, even 
though there are no profits out of which to pay it (Lock v Queensland 
Investment and Land Mortgage Co., [1896] App. Ca. 461). The 
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same case is an authority for the view that calls paid in advance 
cannot subsequently he repaid, although the money is not required 
by the company. In the event of winding-up, however, calls paid 
in advance take priority over other share capital, but not over 
creditors. 

Calls in Arrear. — ^Most Articles of Association provide that no 
member whose calls are in arrear shall be entitled to vote, and 
grant power to deduct the amount of unpaid calls from any dividend 
that may accrue to the shares. Table A provides that interest 
shall be charged on calls in arrear at 5 % per annum, but empowers 
the directors to waive it wholly or in part. 

“A” and Contributories. — 'In the event of liquidation, 

the liquidator may call upon any person who held shares in the 
company within a year of the commencement of winding-up 
proceedings to meet any unpaid calls on his former holding which 
the existing holder is unable to meet, provided that funds are 
required to pay debts contracted by the company before the former 
holder ceased to be a member. Persons so liable are known as 
“ B ” contributories, and persons on the register at the date of 
winding-up are referred to as “ A ” contributories. 

Forfeited Shares. — Apart from the fact that provision is made 
in the annual return for particidars of forfeited shares, the Act 
itself is silent on the matter of forfeited shares. The Articles 
of almost every company, however, provide that shares, the calls 
on which are unpaid, may he forfeited after certain formalities 
have been observed. Even if the special articles contain no such 
provision. Articles 23-25 of Table A in the first scliedulo of the 
Act (unless they are specially excluded) confer the necessary 
powers. Apart from such powers, there is no statutory right to 
forfeit shares. In cases where special articles are framed, they 
usually follow Table A very closely. A forfeiture of shares for 
the non-payment of debts other than calls is invalid (Hopkinson 
V. Mortimer, [1917] 1 Ch. 646). 

Procedure in Forfeiture — ^The usual procedure in oases of 
forfeiture is to send a formal notice to the member whose calls 
(including premiums, if any) are in arrear. This notice requests 
payment of the calls, points out that interest at the rate allowed 
by the Articles will he charged on tho calls, and reminds the 
member that the shares are liable to forfeiture if the calls are not 
paid. Should this notice fail, a second is sent demanding payment 
of the calls and the interest, and giving notice that, failing payment 
on or before a date not less than fourteen days from the date of 
the notice, the shares will be forfeited under the terms of the 
Articles. "Both notices are sent by registered post, for, in case 
of need, it is essential that the company should be able to prove 
delivery {In re New Chile Gold Mining Co., 45 C.D. 698). If the 
defaulter does not comply with the second notice, a resolution 
is passed by the directors forfeiting the shares, and notice of the 
fact is sent to the member by registered post.. The Articles usually 
provide that forfeiture does not release the defaulter from his 
liability for the calls due and unpaid at the time of forfeiture. The 
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only liability he escapes is the liability for futtjre calls. But where 
a Company has forfeited shares, upon which calls remain unpaid, 
and re-allots them, any calls paid by the new allottee must be 
regarded as reducing the liability of the former member, notwith- 
standing any provision in the ^ticles that the original holder is 
to remain liable for all calls owing upon the shares at the time of 
the forfeiture. Consequently, should the original holder become 
bankrupt, the right of the Company to prove is limited to the 
difference between the amount due from the bankrupt and .the 
sums received from the new allottee, plus the interest of which the 
Company has been deprived by reason of the non-payment (Jra re 
Bolton, ex parte North British Artificial Silk, Ltd., [1930] 99 L.J. 
Gh. 209). 

Reissue of Forfeited Shares. — ^Forfeited shares become the 
absolute property of the company, and may be reissued at a price 
which, together with the amount paid by the original owner, will 
produce 20s in the £1. This practically amounts to their issue 
to the new holder at a discount equal to the sum paid on them 
by the original owner (Morrison v. Trustees and Executors, etc , 
Corporation, 68 L J. Oh. 11). In practice, forfeited shares are 
usually reissued at their nominal value, and the amount of “ Cash 
received on forfeited shares account ” represents a profit. It is 
clear that any amount received in excess of the unpaid calls 
practically becomes a premium on the shares, and it is submitted 
that such profit should be treated as capital profit and utilised to 
increase the company’s reserves or tor some similar purpose; but, 
unless prohibited by the Articles, there is nothing to prevent the 
company from treating the amount as divisible profit. Details of 
any shares that have been forfeited must be set out on the front 
sheet of the “ Annual Return ” The Balance Sheet should also 
show the transaction clearly. For illustrations of the method of 
treating transactions arising from the forfeiture of shares, see 
pp. 240-3. 

Classes of Shares. — Several denominations of shares arc commonly 
mot with. Ordinary (Preferred and Deferred), Preference (Par- 
ticipating, Cumulative, Non-cumulative, Pre-preforence, Redeem- 
able); Deferred; Founders; Management; and Bonus shares, j 

The privileges or rights attaching to any particular class of 
share are defined by the Memorandum or Articles of Association. 
If these respective rights are defined by the Articles only, they 
may be altered by special resolution. If, however, they are defined 
by the Memorandum, then the following method will be adopted : — 

If the alteration involves either consolidation of shares of 
different classes or division of shares into shares of different classes, 
application must be made to the Court to call a meeting of the 
members or class of members concerned; and the lights of any 
particular class of shares are not to be interfered with, except by 
a resolution passed by a majority in number representing three- 
fourths in value of the membci’s or class of members, as the case 
may be, present and voting, either in person oi’ by proxy, at the 
meeting so called, and sanctioned by the Court (S. 153). This 
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resolution lias no effect until an office copy of the Court Order has 
been registered with the Hegistrar. 

By 8. 61 — (1) If in the case of a company, the share capital of 
which is divided into different classes of shares, provision is made 
by the memorandum or articles for authorising the variation of the 
rights attached to any class of shares in the company, subject to 
the consent of any specified proportion of the holders of the issued 
shares of that class or the sanction of a resolution passed at a 
separate meeting of the holders of those shares, and in pursuance 
of the said provision the rights attached to any such class of shares 
are at any time varied, the holders of not less in the aggregate than 
15 % of the issued shares of that class, being persons who did not 
consent to or vote in favour of the resolution for the variation, 
may apply to the Court to have the variation cancelled, and, where 
any such application is made, the variation shall not have effect 
unless and until it is confirmed by the Court. 

(2} An application under this section must be made within 
seven days after the date on which the consent was given or the 
resolution was passed, as the case may be, and may be made on 
behalf of the shareholders entitled to make the application by such 
one or more of their number as they may appoint in writing for 
the purpose. 

(3) On any such application the Court, after hearing the appli- 
cant and any other persons who apply to the Court to be heard and 
appear to the Court to he interested in the application, may, if it 
is satisfied, having regard to all the circumstances of the case, that 
the variation would unfairly prejudice the shareholders of the class 
represented by the applicant, disallow the variation and shall, if 
not BO satisfied, confirm the variation. 

(4) The decision of the Court on any such application shall be 
final. 

(5) The company shall within fifteen days after the making of 
an order by the Court on any such application forward a copy of 
the order to the registrar of companies, and, if default is made in 
complying with this provision, the company and every olficor of 
the company who is in default shall be liable to a default fine. 

(6) The expression " variation ” in this section includes abroga- 
tion, and the expression “ varied ” shall he construed accordingly. 

) Of the various classes of shares enumerated above it may be 
said briefly that: — 

Preference Shares usually rault first both as to dividend and 
capital. In the absence of prohibitive clauses in the Memorandum, 
any company may take power, by special resolution, to issue 
preference shares (Andrews v. The Oas Meter Go., [1897J 1 Ch 361). 

As to the alteration of the rights of various classes of shareholders 
if defined in the Memorandum, vide supra. 

Simple, or on-cumulative Preference Shares have a preferential 
right to dividend out of the profits of each year only, and have 
no claim upon the profits of snhsequent years for dividends unpaid 
in former years, as have cumulative preference shares. 

Ournulative Preference Shares, — ^The arrears of dividend (if any) 
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in this class of shares are accumulated, and are payable before 
any dividend becomes payable upon inferior classes of shares. 
Payment of arrears of preference dividends is contingent upon 
i ufficient profits being earned, and such dividends are not due until 
duly recommended and declared. Therefore, unless the Articles 
otherwise direct, such arrears are stated in the balance sheet as 
a note only. In many cases preference shares., are entitled to 
priority of payment not only as to dividend but also as to capital, 
i.e. in the event of liquidation. But in order to exist, this right 
must be expressly stated in the Memorandum and Articles, or in 
the conditions of issue. 

Participating Preference Shares. — In addition to the fixed rate . 
of dividend, these shares are also entitled to share the surplus 
profits upon defined terms with the ordinary shareholders. Prefer- 
ence shares are not entitled to any share of surplus profits after 
the payment of the fixed dividend unless specific provision to 
this effect exists. 

Pre-Preference Shares are issued, with the consent of the 
Preference shareholders, usually for the pui'pose of providing 
urgently needed capital They have rights prior to the original 
preference issue, and in such cases are sometimes called First 
Preference Shares. If the Articles are silent on the point, preference 
Shares are assumed to carry cumulative dividend rights. If they 
are intended to be “ simple,” this fact should be clearly stated. 

Redeemable Preference Shares. — ^By S 46. — (1) Subject to the 
provisions of this section, a company limited by shares may, if so 
authorised by its articles, issue preference shares which are, or at 
the option of the company are to be liable, to bo redeemed; 

Provided that — 

(а) no such shares shall be redeemed except out of profits of 
the company which wmuld otherwise be available for dividend or 
out of the proceeds of a fresh issue of shares made for the purposes 
of the redemption; 

(б) no such shares shall be redeemed unless they are fully 
paid; 

(c) where any such shares are redeemed otherwise than out of 
the proceeds of a fresh issue, there shall out of profits which 
would otherwise have been available for dividend be transferred 
to a reserve fund, to be called “ the capital redemption reserve 
fund,” a sum equal to the amount applied in redeeming the shares, 
and the provisions of this Act relating to the reduction of the 
share capital of a company shall, except as provided in this sec- 
tion, apply as if the capital redemption reserve fund were paid-up 
share capital of the company; 

(d) where any such shares are redeemed out of the proceeds 
of a fresh issue, the premium, if any, payable on redemption, 
must have been provided for out of the profits of the company 
before the shares are redeemed. 

(2) There shall be included in every balance sheet of a company 
which has issued redeemable preference shares a statement specifying 
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what part of the issued capital of the company consists of such 
shares and the date on or before which those shares are, or are to 
he liable, to be redeemed. 

If a company fails to comply with the provisions of this sub -sec- 
tion, the company and every officer of the company who is in default 
shall be liable to a fine not exceednig one hundred pounds. 

(3) Subject to the provisions of this section, the redemption of 
preference shares thereimder may be effected on such terms and in 
such manner as may be provided by the articles of the company. 

(4) Where in pursuance of this section a company has redeemed 
or is about to redeem any preference shares, it shall have power to 

.issue shares up to the nominal amount of the shares redeemed or 
to be redeemed as if those shares had never been issued, and 
accordingly the share capital of the company shall not for the 
purposes of any enactments relating to stamp duty be deemed to 
be increased by the issue of shares in pursuance of this sub-section : 

Provided that, where new shares are issued before the redemp- 
tion of the old shares, the new shares shall not, so far as relates to 
stamp duty, be deemed to have been issued in pursuance of this 
subsection unless the old shares are redeemed within one month 
after the issue of the new shares. 

(5) Where neiv shares have been issued in pursuance of the last 
foregoing sub-section, the capital redemption reserve 'fund may, 
notwithstanding anything in this section, be applied by the company, 
up to an amount equal to the nominal amount of the shares so 
issued, in paying up unissued shares of the company to be issued 
to members of the company as fully paid bonus shares 

Notice of redemption, as of all alterations of share capital, 
must be filed with the Hcgistrar of Companies within one month 
(S. 61). 

Ouaranteed Shares are sometimes mot with, The title usually 
indicates that the fixed dividend on the shares has been guaranteed 
by the vendor of the business, or by others. 

Preferred Ordinary Shares — ^These rank next to the preference 
shares proper, and are entitled to a fixed dividend after the claims 
of the preference shareholders have been met. 

Ordinary Shares. — ^These shares arc generally entitled to any 
profits that may remain after the fixed dividends on prior classes 
of shares have been paid. Such shares, as a general rule, carry 
no special privileges. 

Deferred, Management, and Founders Shares are usually held 
by the promoters, founders, or management of the issuing company, 
and usually stand aside for dividend purposes until an agreed rate 
has been paid on the ordinary shares, which to this extent become 
preferred shares. These shares -are usually few in number and 
insignificant in amount; but the share of profits and the voting 
power they carry are often large. Deferred or vendors shares 
are sometimes issued in part payment of the purchase price of 
property acquired by a company. Deferred shares arc not very 
popular with the ordinary investing public, and do not always 
conduce to the prudent financial management of a company. 
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S. 35 and Tourth Schedule provide that the prospectus must con- 
tain particulars of the numbers and rights of shares of this nature. 

Bonus Shares are sometimes issued by successful companies 
in lieu of increased dividends. The proceeding really amounts 
to the payment of a dividend, since the amount of the dividend is 
credited to the shareholders and discharged by the issue to them 
of shares of equal value. Under S. 43, bonus shares are .some- 
times issued in whole or part payment of brokerage and under- 
writing commission payable upon an issue of capital. 

Profit-sharing Certificates — ^In some cases such certificates are 
issued, but as a general rule they form no part of the issued capital 
of the company, and convey no capital or voting rights. They 
merely entitle the holder to a certain share Of the profits, and are ' 
usually issued to the company’s employees as an inducement to 
good service, or to certain classes of shareholders of reconstructed 
companies as compensation for the surrender of rights previously 
held. 


Stook. 

S. 60, s -s. 1 (c) enables companies to convert fully paid shares 
into stook, and the majority of comjiames reserve power in 
their Articles to do so. The capital of a company cannot be offered 
in the form of stook in the first instance. It must be subscribed 
in the form of shares and subsequently converted. If no power 
of conversion exists, it may be obtained by a special resolution 
amending the Articles. Conversion means that all the shares lose 
their distinctive numbers and are consolidated into one “ block ” 
of capital, capable of being transferred in units of an agreed amount, 
or, occasionally, as in the case of Government Stocks, in fractional 
amounts, e.g. £106 19s lid. Generally, however, transfers of 
stock are limited to a certain fixed amount — usually £6 or £10 — 
and to multiples thereof. Before conversion can take place the 
share capital must be fully paid. 

By S. 50, s -s. 1 (d), a company, if the Articles permit, may 
subdivide its capital into shares of a smaller denomination than 
those originally issued. The proportion between the amount paid 
and the amoimt, if any, unpaid on each share must, however, 
remain unaltered. This course has been followed by several very 
successful companies, notably by those companies whose shares 
were of a larger nominal value than £1, since shares of large 
denomination may lose some part of their popularity when they 
become priced at considerable premiums in the market. 

Notice of conversion of shares into stock and of any subdivision 
must be filed, in the prescribed form, with the Eegistrar (fee 6s.). 

Kinds of Stock. — As m the case of shares, so also there are 
various kinds of stock, e.g.' — 

Preferred Stock, a term which is self-explanatory. 

Guaranteed Stock, a term implying that the capital of the stock, 
and the dividend payable on it, is guaranteed by some Government 
or corporation, or, in some cases, that it is merely preferred as to 
capital or dividend, or both, in which circumstances the term 
is a misnomer. 
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Deferred Stoclc, tlie dividenda on which, are deferred in favour 
of prior stock. 

Inscribed Stock — ^In the case of inscribed stock no certificiites 
are issued to the holders of the stock, but their names are recorded 
or inscribed as owners in the books of the official or agent managing 
the stock. The Bank of England, which manages British Govern- 
ment borrowings, issues such stock. The Bank also isisues Govern- 
ment securities in the form of bearer certificates. Such certificates 
are 'known as “ Floaters.” The Westminster Bank and the Crown 
Agents for the Colonies, both of whom act as registration agents 
for various Dominion and Colonial Government stocks, are also 
issuers— for these Governments — of inscribed stock and corre- 
'sponding bearer certificates. 

The Bank of England rules regarding the transfer of Stocks 
are as follows. — 

Stock can be transferred — 

By the Stockholder, or in a joint account by all the Stockholders (or, if 
tho Stocldioldor or Surviving Stocliholder is d 0 eea.secl, by his Executors or 
Administratois), attending in person at the Bank of England, being idontifled 
by a Stockbroker and executing a transfer in the Bank books, or by a duly 
nuthorised Atlornev, in like manner. 

War Stock (£4 %. %, and £5 %), £4 % Funding Stock, £3i % and 

£4J % Conversion Stocks, Registered Treasury Bonds, £2 J % and £4 % Con- 
solidated Stocks, £2i % Annuities, £2| % Annuities, Local Loans £3 %, 
Ouaranteed £2| % and £3 % Stook.s, and Ouarantead Lund Stock, 1021 
(Irish Land Slocks), Indian Government Stocks, and Birkenhead £0 % Stock, 
it registered as Transferable by Deed can be tiansferred by Doorl by the 
Holder, or m a jomt account by all the Holders (or, if the Holder or Sur- 
viving Holder is deooasocl, by his Executors or Administrators); or by a 
duly authorised Attorney The Deed of Transfer duly oompleterl must 
bo lodged at the Bank with the corresponding Certificate. 

N.B, — ^Holdings of these Stocks transferable in the Slock Transfer 
Books and not by Deed may bo registered a.s transferable by Deed on 
demand made in the proscribed form (to be obtained at the Bank of England) 
by the Holder, or Holders (as above). 

Holdings transferable by Deed may be made transferable in the Stock 
Transfer Books on demand made in like manner and on surrondsv of tho 
Register Certifioato. 

In the ease of Inscribed Stock and Bonds registered as trans- 
ferable in. the Bank books, production of Stock Receipts, Certificates 
of Inscription, or Certificates of Registration is not required when 
the Stock to which they relate is dealt with ; these documents are 
of value only as memoranda, the title of the Stockholder being the 
entry in the Bank books. Duplicates of such documents are not 
issued. 

The Register Certificate issued in respect of Stock transferable 
by Deed must, however, bo surrendered when any part of the 
Stock to which it relates is dealt with. 

A Stockholder can obtain verification of the inscription of the 
Stock to which a Stock receipt purports to relate, either by personal 
attendance at the Bank bringing with him the Stock receipt and 
being accompanied by a Stockbroker for purposes of identification; 
or, by forwarding a signed request on a special form jirovided for 
the purpose, and a postal order for Is. (except in the case of 
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British and Indian Government Securities, whore no fee is payable) 
to the Chief Accountant of the bank concerned. In the latter case 
the form will be returned enfacod with a statement as to the 
inscription of the Stock. 

Shares of all descriptions, except certain shares in the New 
River Compam'-, are personal estate and not real estate (S. 62), 
and are capable of transfer in the manner prescribed by the Articles 
of the company concerned, and, in the absence of special reipuire- 
ments, by transfer in the usual or common form. 

Dbbbntubes. 

Although debentures are a debt due by a company, and not 
a part of the capital of a company, as is sometimes erroneously 
stated, it will be convenient to deal with the subject at this point. 

Notwithstanding much legislation and case law on the subject, 
no statutory definition of a debenture is available A debenture 
may be said to be a document, usually under seal, issued by a 
company to a creditor, to secure the payment of interest at a specified 
rate on money lent and the repayment of the capital. Probably 
almost any document which creates or acknowledges a debt is 
entitled to the name. There is no statutory or universally adopted 
form of debenture, and though they generally contain provisions 
such as are discussed below, they may contain whatever provisions 
are agreed between the company and the lender. One of tlie 
chief advantages of a debenture, as contrasted with an ordinary 
mortgage, is that it is more readily marketable and transferable. 
Smaller amounts may also be advanced by the investor in this 
form of loan. 

A debenture may be a single document, or one of a series of 
equal amounts ranking pan pasau. The former document is not 
common, and is usually issued to cover a loan from the company’s 
bankers. In some cases more than one series of debentures is 
issued, ranking, in order of issue, as First Debentures, Second 
Debentures, and so on. In such cases it is usual for the rate of 
interest paid on the different series of debentures to increase with 
the lessening value of the security, a second issue carrying a 
higher rate of interest than a first, and a third than a second 
issue. 

It IS imiDOi'tant to remember that any document offering 
debentures for subscription is a prospectus within the meaning 
of the Act, and must be filed with the Registrar and otherwise 
comply with the Act. 

The holder of a debenture is not a member of the company, 
notwithstanding that S. 130, s -s. 1 (6) gives debenture holders of 
public companies the same rights as members to demand a copy 
of the last balance sheet; auditors’ report, etc., without charge. 

A trading company under the Act may be assumed, as a 
general rule, to possess ample borrowmg powers {General Auction 
Estate Go. v. Smith, [1891] 3 Ch. 432). The test whether .such 
powers have been properly exercised turns upon the question 
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wkether the borrowing was “properly incident to tne conduct 
of the business.” It has been held that, in the absence of special 
powers, a building society cannot borrow {Blackburn Building 
Society v. Brooks [1882], 22 Ch. D. 61). 

There is no statutory limit to a company’s borrowing powers, 
but they are usually defined and limited by the Memorandum 
or Articles which state, moreover, whether the powers are to be 
exercised by the directors nith or without the sanction of a general 
meeting. In estimating the borrowing power available under the 
limit granted by the Articles, bank overdrafts must be taken into 
account {Looker v. Wrigley, [1880], 9 Q.B.D. 397). If a Stock 
Exchange quotation is desired, the borrowing powers of the directors 
must he limited in order to obtain it. Where borrowing powers 
exist, they are assumed, as a general rule, to imply power to issue 
debentures and charge the company’s property as security for 
them, A company’s Articles not infrequently limit the power of 
issuing debentures to an amount equal to tlie subscribed capital. 
Debentures may be issued at a discount without any formalities 
such as attend the issue of shares at a discount (see p. 175). 

Registered and Bearer Debentures. — ^Thc majority of debentures 
issued in this country are Registered, but, in other countries, Bearer 
Debentures are almost exclusively employed. Transfer and regis- 
tration are necessary on a change of ownership of registered 
debentures, but in the ease of bearer debentures mere delivery 
is all that is necessary, since these debentures are recognised by 
the Courts as being negotiable instruments {Edalstein v. Schuler, 
[1902] 2 K.B. 144). The unpopularity of bearer debentures in 
this country is partly explained by the heavier stamp duty payable 
on them, the rate being 4s. per £10, or fractional part of £10 of 
stock, as compared with 2s. 6d. per £100 stock in the case of 
registered debentures. No stamp duty is, however, chargeable 
upon any coupons attached to bearer debentures, and it should be 
remembered that the stamp duties and other expenses incidental 
to transfer in the case of registered, are avoided in the case of 
bearer, debentures, which pass by more delivery. Registered 
debentures must bear an impressed stamp, and if the debentures 
are issued at a premium, the stamp duty must cover the amount 
of the premium, but not if redeemable at par at a fixed date, 
with company’s option to redeem earlier at a premium. 

A debenture unaccompanied by any charge is said to be Naked 
or Simple, and although the document is under seal, the holder 
is merely an ordinary creditor without security. Such debentures 
are not common, except as acknowledgments of short loans. 

A debenture may be a mortgage of specific property of the 
company, or it may be a “ floating charge ” on all or part of its 
assets. A floating charge is a present charge on the property to 
which it relates, but it leaves the company free to deal with the 
property “in the ordinary course of business.” The company 
may therefore mortgage, sell, or otherwise di,sposo of the assets 
so charged. The charge ceases to be floating and crystallises 
into a fixed charge only when the debenture holders intervene. 
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Intervention by the debentirre holders would occur, e.g., if the 
interest due on the debentures were sufficiently in arrear, or if 
the mortgage moneys were due and unpaid, or if the assets charged 
were m jeopardy. All debentures creating or secured by any charge 
must be registered with the Registrar of Companies. Under S. 266 
a floating charge created within six months of the commencement 
of winding-up is void except to the extent of the cash actually 
paid to the company in consideration for the charge with interest 
at the rate of five per cent, per annum, unless it can be proved 
that the company was solvent immediately after the charge was 
created. All debentures which carry a charge on the company’s 
property are, in practice, termed “Mortgage Debentures.” A 
common form of registered debenture appears’ at pp. 146-7. In a 
“bearer” debenture the words “the bearer” are substituted for 
the name of the registered holder 

Security for Debenture Issues. — The debentures may themselves 
constitute a charge , but as a rule the security supporting a debenture 
issue takes the form of a Trust Deed. This trust deed, which is 
referred to in the debentures, charges the company’s property, 
or some portion of it, in favour of one or more named persons, 
called Trustees for the debenture holders. These trustees repre- 
sent the debenture holders and safeguard their interests. By 
virtue of the trust deed, the debenture holders become an organised 
body under the guidance and protection of the trustees who act 
for them. In the case of debenture stock, a trust deed is essential. 
It appears to be a growing practice to appoint well-lmown insurance 
companies or banks as trustees for debenture issues. In Canada and 
the United States this office is usually undertaken by a Trust Company. 

Debenture Charges. — A debenture may create a specific charge 
on some particular portion of the company’s property, e.g. its 
freeholds A charge of this land is called a Fixed Charge. Property 
so charged cannot be dealt with, or disposed of, by the company, 
since the legal estate m the property is vested in the debenture 
holders or their trustees. The deeds of property specifically 
charged should be m the custody of the trustees for tho 
debenture holders. 

The Floating Charge created by a debenture usually covers the 
whole property of the company “ ivhatsoevcr and wheresoever 
both present and future.” As the term indicates, a charge of this 
land is based upon assets which change from day to day. It may 
cover all the assets, or it may be conned to specified assets, e.g. 
book debts, but it cannot create a lien on the statutory books, 
which must be kept at the company’s registered office. A floating 
charge docs not prevent the company from dealing with its floating 
assets, such as stock, book debts, cash, etc., from day to day in 
the ordinary course of business. All it does is to create a charge 
over such assets in priority to all other creditors. So long as the 
company continues as a going concern, the charge remains dormant. 
It only operates when, following a breach of the conditions on 
which the charge was created, the debenture holders are compelled 
to intervene in order to protect their interests. 

11 
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A debenture may charge the uncalled capital of a company, 
if the Memorandum or Articles permit that course. The majority 
of trust deeds now combine a fixed charge upon all the immovable 
assets, such, e.g., as land, and a floating charge upon all the changing 
assets. 

It sometimes happens that a debentoe which confers a floating 
charge on foreign assets is not recognised by the Government of the 
country in which the assets are situated. In that case the deben- 
ture is practically “ naked.” In Russia, for example, prior to the 
commercial collapse of that country, it was not unusual to find 
that the subordination of the claims of foreign to Russian creditors 
was a condition of the recognition of a foreign company. 

Receiver fof Debenture Holders. — ^When their security appears 
to be in jeopardy, the usual course for the debenture holders is to 
appoint, or obtain the appointment by the Court of, a Receiver 
to take possession on their behalf of the property charged in their 
favour. When the debenture issue is a large one, it is usual, as 
mentioned above, to secure the issue by a trust deed. The parties 
to the deed are, on the one side the company, and on the other 
the trustee or trustees representing the debenture holders. The 
deed contains a formal acknowledgment of the loan, an under- 
taking to repay it at an agreed time, or by instalments, or drawings, 
and specifies the rate of interest payable on the loan and the times 
of pajrment, usually half-yearly. It enumerates and conveys to 
the trustees the jiroperty included in the charge, and also gives 
the trustees power, in certain events, to place a receiver in posses- 
sion of the property covered by the charge The appointment 
on the ground of jeopardy to the assets must be made by the 
Court. 

The most usual events which entitle debenture holders to the 
appointment of a receiver are: — 

(a) Default in the payment of interest for the period of three 
months. 

(b) Default in the repayment of the capital (where the con- 
ditions of issue so require) after due notice has been given to 
call it in. 

(c) Levy of an execution, or other event, by which the assets 
are placed in jeopardy. 

(d) Passing of a winding-up resolution. 

(e) Breach of any of the covenants contained in the trust 
deed. 

When the receiver is appointed under a mortgage or trust 
deed, his powers are derived from and limited to those specified 
in the deed. When appointed by the Court, the receiver derives 
his powers from the Court and must act under direction of the Court, 
A receiver must give notice of his appointment to tie Registrar of 
Companies within seven days of his appointment. Notice must 
also be given when he ceases to act (S. 86). The accounts of a 
receiver under a deed are filed every six months with the Registrar, 
and take the form of a condensed receipts and payments account in 
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the prescribed form The accounts of a receiver appointed by the 
Court must be prepared in the prescribed manner as shown on 
p 149, and must be accompanied by vouchors and liank pass book, 
and be verified by affidavit, and be passed at such intervals as the 
Master may direct. 

Redemption of Dehentmes. — ^Debentures may be Perpetual 
(or Irredeemable) ; Redeemable by Drawings ; Repayable on Demand ; 
or Repayable at a fixed future date Debentures may also be 
redeemable by pm'chase in the open market. The insertion of a 
clause giving the company the option to redeem its debentures 
(a) by drawings at par, or (6) purchase in the open market if the 
current price is below par, secures to the company the power to 
redeem at the cheapest rate available 

The payment of a redeemable or terminable debenture takes 
place (a) on some specified future date (usually the company 
reserves the right, on giving due notice, to anticipate the date); 
or (6) after due notice of the intention to redeem has been given, 
or (c) when drawn at the periodical drawings. Those drawings are 
determined by ballot, the numbers drawn (in the case of bearer 
bonds) being advertised in the Press. Irredeemable or perpetual 
debentures, sanctioned by S. 74, are a kind of perpetual annuity, 
the capital being repayable only in the event of default in the 
payment of interest, or in the case of winding-up They do not 
appear to be popular. 

Debenture Stock may be issued instead of debenture bonds, 
and ill that case, as was explained in connection with shares, the 
holder receives a certificate entitling him to a siiecified part of 
the whole issue, instead of a particular bond, or bonds, each bearing 
a distinctive number. But while share stock must first have 
existed in the form of fully paid share certificates, an original 
issue of debenture stock may be made. 

As is the case with other forms of debentures, debenture stock 
may be either registered or bearer stock. 

Reissue of Debentures. — By S. 75 debentures which have 
been redeemed may be reissued by the company, or other deben- 
tures may be issued in their place, unless any provision to the 
contrary, whether express or implied, is contained in the Articles 
or in any contract entered into by the company; or unless the com- 
pany has, by passing a resolution to that effect or by some other 
act, manifested its intention that the debentures shall be cancelled. 
A reissued debenture is, for the purposes of stamp duty, a new 
debenture. S. 76, which is retrospective, is probably the result 
of decisions In re George Routledge & Sons, (1904] 2. Oh, 474, and 
In re W. Tosher & Sons, [1905J 2 Oh. 587. In the first case it was 
held that debentures redeemed and re-issued did not rank pari 
passu with the original issue, and in the second case, where the 
original issue was security for a loan which had been paid off, that 
the company having redeemed the debentures, could not reissue 
them, since they had ceased to exist. The decisions in these cases 
had the effect of securing the whole of the assets charged for the 
benefit of the remaining debenture holders, greatly to the detriment 
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of the company and its borrowing powers S. 75, substantially 
a re-enactment of S. 104 of the Act of 1908, which was a re-cnact- 
ment of S. 15 of the Act of J907, legalised, with the exceptions 
mentioned above, the reissue of debentures “ either before or 
after the passing of this Act ” By s.-s. 4 of S. 75, debentures issued 
by way of security to cover a bank overdraft on current account 
or otherwise are not to be considered as being redeemed by reason 
only of the account of the company having ceased to be in debit, 
whilst the debentures remain so deposited. That is to ‘say, the 
same debentures are available for future overdrafts. 

Example of a Capital Issue. — ^The young student, confronted 
by the array of debentures and shares of various classes often 
issued by a single company, sometimes wonders "ft^hy the simpler 
course is not folloived of confining the capital to a single issue of 
ordinary shares. Certainly, it would be simpler to adopt this 
course, but other and more important factors have to be con- 
sidered, the chief of which is financial expediency. The following 
illustration may be oilered by way of demonstration: — 

A syndicate purchases an old-established business, and desires 
to dispose of it to a limited company. The purchase price of the 
assets and goodwill is fixed at £260,000, and to give the new 
company an advantageous start it is decided to provide £50,000 
for additional working capital. The total capital to bo raised 
from the public is therefore £300,000. The certified average profits 
of the business for the past five years amount to £24,000. These 
profits show only 8 % on the proposed capital. The promoters 
are aware that 8 % is not sufficiently attractive to the ordinary 
investor in this particular class of undertaldng. They know also 
that many investors prefer a smaller rate than 8 % if it is combined 
with greater capital security. To the latter class debentures and 
preference shares will prove more attractive. Therefore, to satisfy 
both mam classes of investors, the promoters make the following 
issues ; — 


Interest 

Issue. Required. 

£100,000 S % Debentures .... . . £5,000 

100,000 7 % Cumulative Preference Shares . . 7,000 

Leaving available for dividend on 
100,000 Ordinary Shares at, pay, 12 % . 12,000 

£300,000 £24,000 


111 this way, by catering for all classes of investors, the desired 
amount of £300,000 is raised, the scheme possessing this further 
advantage, that, if the company is successful, the £100,000 repre- 
sented by the debenture issue can be redeemed. Some or all of 
the preference shares may be in the form of Eedeomable Preference 
Shares for a similar reason. In fixing the portion, if any, of the 
purchase price which is to be taken in “ paper,” the syndicate will, 
if it desires a Stock Exchange quotation, bear in mind that at least 
two-thirds of the debenture and preference share issues must be 
offered unconditionally for public subscription. 
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Stock ExcnANOE Quotation. 

Most public compaiiie.s desire to obtain an Official Quotation 
on the London Stock Exchange for their shares and debentures. 
Without this official recognition it is difficult to dispose of securities 
readily, owing to the lack of a market; and hindrance to the 
free marketing of a security sometimes seriously affects its price. 
Certain conditions must be complied with before the Committee 
of the Stock Exchange wdl grant a quotation, hence it is essential 
that a company’s prospectus, or Offer for Sale, and Articles of 
Association should be so framed as to satisfy these requirements. 
It is usual, therefore, for a company to appoint a stockbroker as its 
official agent, since lin apphcation for a quotation must be made 
through a broker, a member of the Stock Exchange 

If the company’s application is favourably received, a quotation 
for its shares, if sufficiently popular, will appear in due course in 
the Daily Official List of the Stock Exchange (price 8d.), which 
gives the price ruling at 3.30 p.m. on the day of publication. 
Similar information, taken from the list, appears in the Press. 
The “ Business Done ” column of the list gives the prices at which 
securities have actually changed hands between 10.46 a.m. and 
3.30 p.m. on the day of publication. If dealings in a company’s 
shares are not numerous enough to justify inclusion in the lists, 
it is sometimes the practice for a company to make special arrange- 
ments with the Press to publish a quotation. It is generally 
understood that companies whcse subscribed capital is less than 
from £70,000 to £75,000 are not sufficiently important to warrant 
a quotation. 

Conditions Necessary for a Quotation. — The conditions governing 
the grant of a quotation arc too lengthy to set out in full. A few 
of the more important conditions may, however, be given. 

(1) The prospeetrs must have been publicly advertised in at 
least one London morning newspaper, and must agree substan- 
tially with the Articles of Association; provide for payment of 
at least 10 per cent, of the amount subscribed ; state fully the 
terms of redemption of any debentures, debenture stock or 
redeemable preference shares included in it; and state whether 
any debentures offered are bearer or registered debentures. 

(2) Two-thirds of any class of shares or securities proposed to 
be issued must have been applied for by, and unconditionally 
allotted to, the public. 

(3) The Articles of Association must provide that. — 

(a) The directors must hold more than a nominal share 
qualification. 

(b) The borrowing powers of the Board are limited to a 
reasonable amount. 

(c) The non-forfeiture of dividends is secured. 

(d) The common form of share transfer must be used. 

(e) Certificates shall be under the Common Seal and bear 
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tho Autographic Signatures of one or more directors and the 
secretary. 

(/) The fully-paid shares must he free of all lien 
{g) The company in General Meeting may remove any 
director from office 

(A) The annual accounts must he sent to all members 
seven days prior to the annual meeting. 

(i) Calls in advance shall carry interest only and not 
participate in dividends. 

Before granting a quotation, the Stock Exchange Committee 
requires a statutory declaration from the chairman and secretary 
of a company that all the necessary initial steps .have been duly 
taken. Copies of the essential documents must be supplied, 
together with the original application letters, and the allotment 
sheets signed by tho chairman and secretary. In due course, three 
copies of tho report and accounts must be sent annually to the 
Secretary of the Stock Exchange. 

Voting Powbes. 

The voting powers carried by shares are, almost without excep- 
tion, determined by the Articles of Association Failing this, 
unless specifically excluded by special articles. Table A attached to 
the Act of 1929 will apply to companies registered on or after 
November 1, 1929. Article 54 of Table A provides that, on a 
show of hands, every member shall have one vote, and that, on 
a poll, every member shall have one vote for each share held by 
him. The same provision was contained in Table A of the Act 
of 1908, which applies to companies registered smee March 31, 
1909, but before November 1, 1929. But as Table A of the 1862 
Act still applies to companies registered without Articles before 
April 1, 1909, and also to companies which by their Articles adopted 
that Table, it should be remembered that clause 44 of that Table A 
provides for a graduated scale of voting intended to restrict the 
power of holders of largo blocks of shares. But such holders could 
defeat that intention by transferring blocks of shares to nominees 
{Pender v Lushington, [1877] 6 Ch. D 70). 

S 116 enjoins that, in default of and subject to any regulations 
in the Articles, every member is to have one vote for each share 
or each £10 of Stock held by him. As a general rule, the Articles 
of Association give the chairman of any meeting a casting vote, 
a right which, unless it is conferred by the Articles, he does not 
possess. To enable a member to vote, he must actually be entered 
in the Kegister of Members, and, as a general rule, the Articles 
provide that he must have paid all the calls due upon his shares. 

Poll. — ^The Articles also usually state rules for regulating the 
demand for, and conduct of, a poll. A Poll is an appeal to the 
whole body of shareholders for a vote upon a particular question 
at issue. Usually, the Articles declare that a poU can only be 
taken if it is demanded by a stated minimum of members holding 
a stated minimum of shares. Under Table A of 1929 a poll may 
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be demanded by at least three members present in person or by 
proxy entitled to vote, or by one member or two members so present 
and entitled, if that member or those members together hold not 
less than 1 5 per cent, of the paid-up capital of the company. Under 
Table A of 1908 a poll must be demanded by at least three members. 
Under Table A of 1862 five members are required 

By S. 117, s-s. 4, on a special or extraordinary resolution a poll 
may be demanded by three persons entitled to vote, or by one or 
two members so entitled, if that member holds or those two members 
together hold not less than 15 % of the paid-up share capital, 
unless the Articles require some other number, which must not bo 
fixed at more than five. But there appears to be no limitation for 
a poll respecting an ’ordinary i-esolution. The date and conduct 
of a poll lies within the chairman’s discretion, unless specially 
provided for by the Articles , and the result of the voting decides 
the question at issue. If several matters are to be decided, each 
should be taken separately. 

In most oases a poll is hold at an adjourned meeting, of which 
due notice is given to all members; but it may be taken at the 
original meeting, and this is desirable if it is a large and repre- 
sentative meeting. 

The demand for a poll upon a particular resolution does not 
prevent the transaction of the remainder of the business on the 
agenda. A poll should be taken in writing, and a voting paper 
should be signed by every member voting, the number of votes 
to which the member is entitled being stated. The voting papers 
should be passed by two scrutineers, after they have been cheeked 
with the Register of Members. 

The Articles sometimes I’estrict the voting powers of the holders 
of preference shares to matters dnectly affecting their interests, 
such as, e.g., the issue of debentures or prior stocks; the 
winding-up of the company; reduction of capital; sale of the 
business, etc. 

Proxies. — Shareholders unable to attend a meeting personally 
may, if the Articles permit, appoint a person to act as their Proxy 
for voting purposes. The word “proxy,” in its strict meaning, 
denotes the person appointed to act, but it is also commonly 
applied to the instrument by which he is appointed. The majority 
of companies frame their own regulations regarding proxies, and 
insert them in the Articles. It would appear that voting by 
proxy is not sanctioned at common law, apart from the provisions 
that may be contamod in the Articles, or Table A if that is not 
excluded. As a general rule, the holder of a proxy must be a 
member of the company (although it should be noted that by the 
revised Table A of 1929 a proxy need not be a member of the 
company), and the document appointing him must be lodged with 
the company forty-eight hours prior to the holding of the meeting 
at which it is to be used. Under Table A of 1862, seventy-two 
hours was the time fixed, and special Articles sometimes fix the 
period at twenty-four hours. 

This allows sufficient time to ensure that the regulations have 
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been complied with. It is usual to nominate several persons in the 
proxy form, any one of whom is authorised to act if those whose 
names precede his are unable to attend the meeting., Proxies 
usually need no attestation, but they may require to be attested 
if the Articles so direct. The form of proxy in Table A of 1929 
and that of 1908 does not provide for attestation; but attestation 
is required under the old Table of 1862 . The proxy must be stamped 
before execution with a penny, embossed or adhesive, stamp, if 
it is to be used for a single specified meeting, and with a 10s. stamp 
(as a power of attorney if it is to be used for more than one meeting 
or for a specified period of time. The decision of the chairman of 
the meeting whether a particular proxy is vajid or invalid is final. 
Proxies held by shareholders on behalf of other members do not 
count on a show of hands, and can only be used when a poll is 
taken. Proxy forms are not infrequently sent out, at the expense 
of the company, in favour of one or more of the directors. This 
practice appears to be in order (Peel v. London and North-Western 
Railway Co., [1907] 1 Ch 5, and Campbell v. Auslralian MuUial 
Society, [1909] 24 T.L.R. 623) Prior to the meeting for which 
they are valid, a list of all proxies which are in order, and the 
number of votes they carry, should be prepared for the information 
of the chairman. A common form of proxy is given below. 

(Proxy.) 

BAYON B’OB, LIMITED. 

I, Arthur Qoodwin, of Castle Hill, Maidenhead, m the 
County of Berhshre, being a Member of Rayon d'Or, Limited, 
and entitled to Vote, heioby appomt Charles Lefebvre, Spencer 
Bouse, South Place, S.C., or failing him John Tjaing of the 
same address as my proxy, to vote for me and on my behalf 
at the Ordinary General Meeting of the Company to be hold 

on the fourteenth day of February One thousand nine hundred and 

and at any adjournment thereof 

As WITNESS my hand this eleventh day of February One thousand nine 
hundred and 

Signed by the said Arthur Qoodwin, in'! 

the presence of George Dickson, clerk, > Arthur Goodwin. 

236, Finsbury Pavement, E.O. J 

A corporation which is a member of a company may by resolu- 
tion of its directors authorise any person it thinks fit to act as its 
representative at any meeting of the company or its members The 
person so authorised can exercise the same powers on behalf of the 
corporation which he represents as the corporation could exorcise 
if it were an individual member (S. 116) Whei-e Table A applies 
the instrument appointing the corporation’s proxy may be under 
seal or under the hand of an ofiicer or attorney duly authorised. 

Quorum. — The minimum number of shareholders who must 
be present to constitute a valid meeting is called a Quorum. Throe, 
as suggested by Article 45 ot revised Table A, is the usual number, 
and this is the number fixed by the majority of Ai'ticlcs. But 
if the Articles do not fix the number, then two members form 
a quorum. One shareholder cannot, generally speaking, constitute 
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a quorum; neither, when more than one member is present, can 
proxies be counted in computing a quorum unless the Articles so 
provide, but a person appointed to represent a corporation under 
S. 116 (see above) may be taken into account for the purposes of 
a quorum {Kelantan Coconut Estates, [1920] W.N. 274). A person 
holding the whole of the shares of a certain class, however, may 
constitute a meeting of the members of that class to consent to a 
modification of the rights of the class {East v. Bennett Bros., [1911] 
1 (5h. 163). And under Table A, a quorum of one may be appointed 
under Art. 82 for meetings of directors ; and directors may delegate 
their powers to a committee of one {Fireproof Doors, [1 916] 2 Oh 146). 
Usually, the Articles^ direct that if a quorum is not present at a 
meeting within half 'an hour of the time for which it was called 
the meeting shall stand adjourned to such date and time as may 
be mentioned in the Articles. Revised Table A is to that effect, 
viz., that the meeting shall stand adjourned to the same day in 
the next week, at the same time and place, and further directs 
that if at the adjourned meeting a quorum is not present within 
half an hour of the time appointed for the meeting, then the 
members present shall be a quorum {Article 46). 

Artioliss OB' Association. 

The document containing the rules and regulations for cai'rying 
into effect the objects defined in the Memorandum of Association, 
and for the internal government of the company, is known as the 
Articles of Association. 

The Articles deal principally with the following matters: — 

Capital; Payment of Underwriting Commission; Share Certifi- 
cates and Transfers; Regulations with regard to: Calls, Notices to 
Members; Liens; Forfeiture and Surrender of Shares; Voting 
Powers; Increase and Reduction of Capital; Borrowing Powers; 
Proceedings at Meetings; Powers, Qualification and Disqualifi- 
cation, Removal, Rotation, and Remuneration of Directors; 
Appointment of Managing Directors ; Proceedings at Board Meetings ; 
Accounts and Audit ; Creation of Reserves ; Payment of Dividends ; 
Rights of Members irder sc, etc. 

The Memorandum always dominates the Articles, but, should 
the Articles conflict with the Memorandum, both documents must 
be construed together in the attempt to harmonise the incon- 
sistency. Most companies file special Articles to suit their par- 
ticular requirements Others adopt as they stand, or with 
modifications, the model set of Articles known as Table A, which 
forms the First Schedule to the Act. 

Companies limited by shares need not file Articles of Association, 
but if no Articles are filed. Table A applies automatically (S. 8). 
Table A also applies m so far as it has not been expressly excluded 
or modified by the special Articles, The majority of companies, 
however, specially exclude Table A, whilst adhering very closely 
in their special Articles to most of the Clauses of Table A. 

Unlimited companies, private companies and companies limited 
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by guarantee must file Articles. A written or typed Memorandum 
of Association will be accepted by iJie Registrar for filing, but 
Articles must be printed and divided into paragraphs numbered 
consecutively, and must bo signed by the signatories to the 
Memorandum and attested, and stamped as a deed They are 
binding upon all the members of the company, just as though each 
had signed them personally and agreed to observe them. 

No Ai'tiele is valid which is contrary to law or public policy. 
A company cannot, for example, by moans of an Article, assume 
powers to paj?- dividends out of capital It has been held that no 
Article contained in Table A can be ultra vires. 

Articles of Association can only bo added to or amended by 
special resolution, a printed copy of which must be filed with the • 
Registrar within fifteen days of the passing of the resolution. The 
resoluticn must be included in all copies of the Articles subse- 
quently issued (S. 118). In a similar manner, by S. 10, companies 
governed by Table A can alter or delete any of the Articles con- 
tained in the Table by means of a special resolution. Every member 
of the company is entitled to a cojiy of both Memorandum and 
Articles on payment of Is , or such less sum as the company may 
prescribe. Similarly, any member is ontdled to require the company 
to send to him a copy of any Act of Parliament which alters the 
memorandum, on payment of such sum not exceeding the published 
price thereof as the company may prescribe. 

Table A. — The original Table A appeared as the First Schedule 
to the Companies Act, 1862. Many of its regulations proved 
inconvenient. It was therefore revised by the Board of Trade, 
under the powers conferred by the Act, and the new Table A 
came into operation on October 1, 1906 This now Table applies 
to all companies registered after that date without Articles, or 
with Articles which do not expressly exclude the new Table. 
Older companies could adopt the revised Table by special resolu- 
tion, but they are under no compulsion to do so. The 1906 Table, 
slightly modified, was appended to the Act of 1908 as the First 
Schedule, and applies to all companies registered on or after 
April 1, 1909, and before November 1, 1929, unle.ss special Articles 
are adopted excluding the Table. The present Table A appended 
to the Companies Act, 1929, applies to aU companies registered on 
or after November 1, 1 929, and has been modified to meet modern 
conditions. 

The author has been asked on several occasions by examination 
candidates to what extent they should memorise the chief regu- 
lations contained in this Table In the author’s opinion the effort 
to memorise the Table would not be justified. Reference can 
always be made, if necessary to the Schedule itself. In con- 
struing either of the older forms of Table A, which still apply to 
many companies, it must be remembered that on some points, 
including the duties of auditors, the provisions of those Tables 
have been affected by later legislation. 

Whether the company adopts special Articles of Association or 
whether Table A is adopted, these Articles bind each member 
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of the company to the same extent as if they had been respectively 
signed and sealed by each member and contained covenants by 
each member to observe them. Articles added subsequently arc 
equally binding (SS. 10 and 20) Articles, however, do not bind 
the company to the members except as members, nor do they create 
any contract between the company and outsiders {Eley v. Positive 
Assurance Co.. [1876] 1 Ex. D. 88). 

” Rbgistbation of Company. 

When registering a public company with a share capital at 
Somerset Honso— comiianics may also be registered at Edinburgh 
— ^the following .docu.ments must be filed : — 

(1) Memorandum and Articles of Association (if any), duly 
signed — stamp, as deeds, 10s. each. 

On the Memorandum of Association, there is payable on regis- 
tration an ad valorem duty (see Tenth Schedule to the Act, 1929), 
as f olloAvs ; — 

£ B. a. 

When the nominal share capital does not exceed £2,000 2 0 0 
When the capital exceeds £2,000 — 

Eor every £1,000 or part tlioreof up to £6,000 . . 1 0 0 

For every £1,000 or part thereof beyond £6,000 

and up to £100,000 060 

Eor every £1,000 or part thereof beyond £100,000 0 I'-O 

The maximum fee payable as stamp duty on the Memorandum 
of Association is £60, and this maximum is therefore reached 
when the capital is £525,000. 

On the Articles of Association a Registration Fee of 6s is payable, 

(2) Statement of Nominal Capital. The stamp duty payable 
on capital is at the rate of £1 per cent. (Finance Act, 1920), 
Thus a company with a capital of £260,000 would pay £2,600. 

(3) Notice of situation of registered office — fee, 5s.* 

(4) List of the persons who have consented to bo Directors 
— ^fee, 6s. 

(6) Consent of Dmectors to act — fee, 6s. 

(6) Written undertaking by each Director to take from the 
company and pay for Qualification Shares, in oases where they 
are not signatories to the Memorandum — fee, 5s. , together with 
an agreement stamp (6d.) in respect of each signature, if the 
nominal value of the shares exceeds £6. If the directors are 
appointed and named in the Articles it is still necessary to file 
the consent to act, and also to file the contract to take shares, 
unless the Director has signed the Memorandum for sufficient 
shares to qualify him. 

* [t is convonisnt to file this rlooument forthwith, but it may bo filed at 
any time within twenty -eight days after tho date of incorporation. 
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(7) Statutory Declaration by tbe solicitor concerned, or by 
a director or secretary named in the Articles, dated after the 
signature of the Memorandum and the Articles, that all require- 
ments have been complied with — ^fee, 5s 

(8) Prospectus, or Statement in Lieu of a Prospectus — 
fee, SsA 

(9) Particulars of Contract of Sale (see S 42) — ^fee, 5s.* 

If the capital of the company is subsequently! increased, the 
same fees are payable as would have been payable on the increase 
had the new capital formed part of the original issue 

All the above fees are denoted by impressed .stamps on the 
relevant documents 

A Private Company is required to file documents (1), (2), (3) 
and (7) only — with (9) where applicable 

Certificate of Incorporation. — When all the requirements of 
registration have been compHed with, the Eegistrar issues to the 
company a Certificate of Incorporation, which states that the 
company is limited and duly incorporated. The certificate bears 
the date of the second official day after that on which the fees and 
duties were paid, jirovided the Eegistrar finds the papers to bo in 
order, otherwise there may be a delay until the documents are 
rectified. It affords conclusive proof that all the requirements for 
registration have been complied with and that the company is 
registered under the Act (S. 15). 

The members of the company form a body corporate as from 
the date of the certificate, and are capable of exercising all the 
functions of an incorporated company. A new legal entity has 
come into existence. A private company may begin business 
immediately on the issue of this eertificate, but a public company 
18 not entitled to commence business until a certificate has been 
issued^ to it authorizing it to commence business (S 94) 

It is usual to frame the certificate of incorporation, and exhibit 
it at the registered office of the company, but there is no legal 
necessity to accord the certificate such distinguished treatment. 


SuBSCBrPTiON List. 

The prospectus having been duly settled, and all the necessary 
papers registered at Somerset House, the next step is the public 
advertisement and issue of the prospectus, and the opening of the 
subscription list. This list is usually open for three days in the 
ease of ordinary commercial issues, but for shorter periods when 
an issue is likely i.o prove very popular A specimen form of 
Application for Shares is given at p. 160. 

When more than one class of share is being offered, papers of 
different colours should bo used for the various forms employed — 
indeed, bankers frequently stipulate for this. 

It IS convenient to adhere to the distinctive colours throughout. 
_ * These dooiiments may be, and usually are, lilod at .some time a^ter 



160 


ACCOUNTING 


{Form of Apjtlkation for Shares with jReceipt Form.) 
RAYON D’OR, LIMITED. 


Ml 

l|s| 

iPi 

ill 

jlisf 

ilFI 

ifcif 

iStSSi 


(Inco) porated under the Companies Act, 1929 ) 
To THK Directors of Ravon d’Or, Ltd. 


GbntiSbihen, 

Having paid to your Baiikois, tho National Erovmcial Bank, 
Ltd., tho sum of £ : : , being a deposit of 2 h. 6d. per share 

on Bhxves, ivhieh I hereby apply for, I request that 

you will allot to mo aueh eharea, upon tho torrns of the Company’s 
Memorandum and Artieloa of Asbociatiou and the prospectus 
issued by you and dated 19. . 

I heroby undeilako to accept surh shares, or niiv leas number 
j'ou may allot to me, and I aidhoriso you to place my name 
on the Register of Members of tlio Company in respect of the 
ehaies allotted to mo 

Signature of Apiilic.iut 

Name (m full) 

Address 


Occupation 

(A lady should state whothor Spinster, Wife, or Widow.) 
Date 19.. 


(Bankers’ Receipt, to bo detached and roturnod by Bankers ) 
Rayon d’Ob, Limited. 

Received this day of 19.. of M 

the sum of being 2.s. Cd. per share upon 

shares applied for in the above Company. 

For the National Provincial Bank, Ltd. 


& 



Cashier 


This receipt must be pieserved by the applicant, to be exchanged in due 
course for the share certiflcato. 
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Thus, if a pink form be used for the preference shares, then all 
the forms relating to these shares — allotment letters, call notices, 
etc. — should be printed on pink paper. No legal significance 
attaches to a printed application form. Application by letter is 
6q[ually binding. In the great majority of cases applications for 
shares, -with the amount due on aiiiilicatioii, must be directed to 
the company’s banlcers. The hank’s oa,sliicrs return, stamped 
and signed, to the applicant the receipt attached to the 
application form. To save the labour of endorsing, the appli- 
cation form usually directs that “ bearer ” cheq^ues should be 
sent. 

Application and Allotment Sheets. — ^When the list is closed, or 
daily, or at more frequent intervals, while the list remains open 
in the case of large issues, the application forms are handed to the 
company. ]?rom these forms, and, if necessary, the Underwriter’s 
Liability last, the Application and Allotment )Sheels are prepared. 
Sometimes these sheets are subsequently bound, and in that form 
constitute the Register of Members. If that course is followed, 
the sheets must provide accommodation for transfers, etc. A 
specimen Application and Allotment Sheet is shown at p. 101. The 
ruling of these sheets can, of course, be adapted to the special 
requirements of any particular company. Occasionally, provision 
is made in the sheets for the one or more calls announced in the 
prospectus. This practice has the advantage of giving a complete 
financial record of the issue in one place, but it is otherwise incon- 
venient, since it results in a book of unwieldy dimensions. The 
special call books described on p. 238 are found to be more 
serviceable. On completion of the issue, these sheets should be 
bound in book form, each class of share in a separate volume. 
When the issue is small, the sheets can bo hound prior to use, but 
this course cannot he followed in the case of large issues, since, 
in order to effect economy of handling by the staff, they must 
be capable of distribution. For convenience of reference, the 
application forms should be numbered in the order in which the 
entries appear in the banker’s pass book (or sheets), afterwards 
arranged alphabetically, and then entered on the apiilication 
sheets. Separate application sheets are used for each letter of the 
alphabet in the case of largo issues. 

Where the shareholders are numerous, it is convenient to write 
up a card index from the application forms, in order that the 
various classes of shares, etc., held by the same jiei>on can be seen 
at a glance The card usually talces the following form: — 


Name: — George Dixon. 

Audkess. — Meadowerojt, Bimj. 

PBKKBBElfCB SHAKES ApPMOATION PoBM NO. 331 . 
ORDtaAKv Shakes Appmoation Form No 221 . 
Debentukes Apphcation Form No. 106 . 
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SUBSCRIPTION LIST 


{Leller of Begret.) 


1 JSnclosure. 


Rayon p’Ob, Ltd., 

902 S'lNSBUiiy CiBOua, 
London, E.O. 

January 14, 19... 


Sib (or Madam), 

I am inslruoted by the Directors of the above Company to express 
regret that thoy are unable to allot any shares to you in response to your 

application of 

Enclosed I have pleasure m handing you a cheque for. £ t : , 

being the amount paid by you on application. 

Kmdly sign the receipt attached at the foot hereof and present the 
enclosed cheque for payment m duo cour.se 

Yours faithfully, 

Robbbt Wood, 


No. 3841. 

London 19. . 

To TUB National Pbovincial Bank, Ltd 

Pay to or Order, the receipt below being 

duly signed, the sum of £ : : , 

For and on behalf of 

Rayon d’Ob, Ltd. 

Jambs Bobobt, Diiertor. 

Robert Wood, Seci clary. 


RECEIPT. 

Rbobived from Rayon d’Or, Limited, the sum of £ : : , 

being the amount deposited by me on application for shares, 

not allotted. 
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Sometimes such cards are used as a temporary register of 
members. In any case they afford useful material for the prepara- 
tion of the Register and the Annual Return. If the sheets are 
to be used as a Register of Members, and are not arranged so 
that the names axe in alphabetical order, then an Index must be 
kept. 

Summary Sheets. — ^The total of each sheet should be carried to 
the summary sheets, which must be checked against the bank 
pass books (or sheets). The summary sheets will give the total 
number of shares subscribed, and will show whether the total 
amount due on application has been received and whether 
the minimum subscription- =hxed by the prospectus has been 
secured. 

Going to Allotment. — When the directors are satisfied on these 
points, they will distribute the shares among the applicants, a 
process which is termed “ going to allotment.” If the issue has 
been over-subsenbed, preference will be given to those applicants 
who are likely to prove most useful to the company, either as 
customers or in influencing the markets for its shares. 

As far as possible the directors will reject applications from 
Stags, i.e. from persons who have no intention of holding the 
shares as an investment, but intend to sell at the first favourable 
opportunity. 

Stockbrokers who circulate prospectuses amongst their clients 
usually ear-mark the application forms by means of a rubber 
stamp. 

A Letter of Regret (see p. 163), with a cheque refunding the 
application money, is sent to each unsuccessful applicant, and 
particulars of the refund are duly entered on the sheets. Occa- 
sionally the applicant’s own cheque is returned, with the notification 
that it “ came to hand too late.” 

There is no statutory limit of time within which “ regret 
moneys ” should be returned. It is usual, however, to return 
them promptly. Sometimes letters of regret are endorsed with 
a form of receipt for the money received upon application. In 
largo issues tliis saves time. 

When a larger number of shares is applied for than is allotted, 
the balance of the application money is retained towards the 
amount due on allotment, and at once entered in the proper column 
on the sheets. If a Stock Exchange quotation is to be applied 
for, the application and allotment sheets must be produced, in due 
course, to the Committee. 

Allotment Resolution. — ^The directors having satisfied themselves 
that the shares allotted amount to the minimum required but do 
not exceed the capital offered, a carefully prepared resolution 
should be passed and entesred in the Directors’ Minute Book, 
recording particulars of the shares allotted, and making reference 
to the sheets in which full details of the allotments are to be 
found. As an alternative the form given on page 165 may be 
used. 
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Allotment Resolution. 

Resolved that Shares in the Capital of the Company be and 
are hereby allotted as under, and that the Secretary be instructed to 
give notice of allotment in due course to the respective allottees. 


No of 
Shnics 
Allotted 


Distinctive Numbers 


When the allotments are heavy, the following form of resolution 
may he adopted : — 

“ Resolved that .... shares in the company, application for which 
were laid before the Board, be, and are hereby, allotted to 
the applicants set out in the application and allotment sheets 
signed by the chairman for identification, the shares allotted 
to each respective applicant being the number placed against 
his or her name therein ” 

It is usual in practice, though not legally necessary, formally 
to allot shares to the signatories to the Memorandum, and to head 
the allotment sheets with their names. 

Allotment Letters (see p 166). — When the allotment sheets 
have been compiled, the allotment letters can be prepared. If 
the issue is likely to be popular and to be over-subscribed, it will 
be necessary to provide forms for partial allotments as well as forms 
for allotments in full. Although these documents must be stamped 
before execution with an embossed stamp (under £5, Id.; over 
£6, 6d.), it IS usual to have an ample supply ready for issue, as the 
value of the stamps on unused forms can be recovered from the 
Stamp Office (Cancel Branch), Somerset House. 

When an Application for Shares is Binding. — An application 
for shares is legally binding on the applicant immediately the 
allotment has been made and the allotment letter has been posted. 
The application form and allotment letter taken together con- 
stitute a binding contract in law. An application for shares is an 
ofier to enter into a contract; a letter of allotment is an acceptance 
of the offer, and the contract is complete the moment the allot- 
ment letter is posted. A contract to take shares may be avoided 
on grounds of irregulaiity, as, for example, in Portuguese Consolidated 
Copper Mines, Ltd. (1889), 42 Oh. D. 160, where, although the 
contract as between the companjr and the applicant was complete, 
the allotment was held to be invalid, because two out of the four 
directors of the company had wrongfully constituted themselves 
a quorum for the purpose of allotting the shares. An application 
may be withdrawn at any time prior to the despatch of the 
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{Allotment Letter.) 

RAYON D’OR, LIMITED. 

(tncorpnrated tinder the Oompanies Act, 1029 ) 

ISSUE OF 50,000 OBDINABY SHARES OF £1 EACH. 


Sib (or Madam), ^ 

In reference to your application, I beg to inform you that 

ordinary shares of £1 each in the Capital of the above 

Company have been allotted to you by the directors. 

The amount payable on application and allotment, £ s. d. 

viz. 5s. per share on shares is 

You have already paid on application 


t due from you upon allotment £ 


This amount is now due from you, andshoukl be paid forthwith to 
the Company’s Bankeis, the National Provincial Bank, Ltd., 
Princes Street, London, E.C. Due notice will be given when 
the share certificates aie ready, and they will then only be delivered 
in, exchange for this letter, accompani^ by the receipts from the 
Bankers for amounts paid on application and allotment. 

By Order of the Board, 


Bankbbs’ Receipt poe Allotment Money. 

Rayon d’Oe, Limited 

Received this day of 19. , the sum o) 

£ ! : , due in respect of allotment No 

The National Peovincial Bank, Ltd. 


{This slip to be detached, and retained, by Bankets.) 
RAYON D’OB, LTD. 

Allotment. 


day of 

lative Banlcers’ receipt for sliares paid in full upon i 
3 attached, where such payments have been invited 
• If under £5 n Id. Stamp sufftceB. 
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allotment letter. Verbal revocation is sufficient. The death of 
an applicant prior to the receipt of the letter annuls the contract. 
Vull and accurate particulars of the posting of allotment letters 
.should be kept, in order that, if necessary, their due despatch 
may be proved 

A card index register of all applicants for shares, the cards 
bearing the full names, addresses, descriptions, distinctive numbers 
of shares allotted, and share ledger folio, is indispensable, and, 
if revised as need arises, forms a convenient shareholders’ addrass 
book A book of this kind is compulsory in the case of companies 
working under the Companies Clauses Act, 1845 (and see p. 179). 

Legal Allotment. — It may be useful to recapitulate the 
conditions which, under S. 39, must be fulfilled to make an allot- 
ment of shares publicly subscribed legal. 

(a) The “minimum subscription” must have been secured. 
{b) The whole of the amount payable on application must 
have been received. 

(c) The amount payable on application must not be less 
than 6 % of the nominal value of the shares. 

If these conditions have not been fulfilled on the expiration 
of forty days from the date when the prospectus was first issued, 
all moneys received from applicants for shares must be returned. 

Shaub Cbbtifioates. 

A share certificate must be issued to every member within 
two months of the date of allotment, unless the conditions of issue 
otherwise provide (S. 67). The prospectus of new companies 
usually states that “ certificates will be issued in due course when 
announced after payment of final call in exchange for receipts for 
all moneys payable.” A Stock Exchange quotation cannot be 
obtained until the share certificates are ready. A share certificate 
is a document issued under the common seal of a company testify- 
ing to the ownership of shares in the company. It is usually 
signed by two directors and the secretary, and it affords prima 
facie evidence that the person named in the certificate is the owner 
of the shares specified in the certificate. S. 68 says. “ A certificate 
under the common seal of the company, specifying any shares 
held by any member, shall be prima facie evidence of the title of 
the member to the shares.” 

When the certificates are ready for issue, a notice is sent to 
the shareholders informing them that their certificates will bo 
handed to them — or, on receipt of written authority, posted to 
them — ^in exchange for the allotment letters and bankers’ receipts 
for moneys paid on application and for any calls that may have 
been made. The allotment letters are cancelled when received, 
the number of the share certificate issued against them being noted 
on them, and, with the bankers’ receipts, are filed, to be easy of 
access when the first audit of the company’s accounts takes place. 

No shareholder can obtain repayment from the company of 
the value of any shares he may have taken up, except in the 
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event of liquidation, but he may dispose of them by transfer, and 
his share certificate is his title to do so. 

Any person incurring loss through the purchase of, or otherwise 
dealing in, share certificates erroneously or incorrectly issued by 
the directors has a good claim for damages agains’ the company, 
but the company is not bound by a forged share certificate. 

A forged transfer gives no rights. But if the company issues a 
certificate upon such a transfer, a purchaser who, relying upon 
the certificate, parts with the purchase money can claim com- 
pensation from the company. The company can in return recover 
the amount which it has to pay from the person lodging the 
forged transfer. Share certificates should always accompany 
transfers lodged for' registration, unless the transfer has been 
“certified” as described at p. 193, in which case they will have 
been lodged with the company in advance. A note to the effect 
that no transfer will be registered unaccompanied by share certifi- 
cates is frequently printed on the face of the certificates. The 
title to a share is not complete until the transfer has been registered. 

By S. 67, certificates of any shares, debentures, or debenture 
stock must be issued within two months of allotment or of the 
registration of a transfer, unless the conditions of issue otherwise 
provide A common condition of issue is that no certificates will 
be dehvered until the shares are fully paid. 

Companies make no charge for the issue of certificates, and no 
stamp is necessary. 

When certificates are issued for shares not fully paid, the 
extent to which the share is paid up should be stated in the body 
of the certificate, and provision should be made on the back for 
the endorsement of further calls. 

New certificates should only be issued to replace lost certificates, 
and, before issuing the new certificate, the company should require 
the execution of a formal indemnity to protect it against possible 
fraudulent use of the old certificate. 

Form of Share Certificate. — Share certificates (see form opposite) ■ 
are numbered consecutively and bound in books. They should 
consist of three parts, each part hearing the printed number of 
the certificate, viz. (a) the counterfoil, on which should appear 
full particulars of the shares, name and address of the shareholder, 
date of issue, etc. ; (6) a receipt form, which must be signed and 
returned by the member as his acknowledgment of the receipt of 
the certificate; (c) the certificate itself, which is retained by the 
member. The returned receipt forms should be pasted to the 
counterfoils. 

Register of Share Certificates. — Careful record of the posting 
of all certificates should be kept, in order, if necessary, to prove 
their despatch. Suitable details of certificates issued are also 
frequently recorded in a Register of Share Certificates, particulars 
being entered there of the transferor, transferee, number of shares 
transferred, distinctive numbers of shares, date when the certificate 
was sealed, date when posted or delivered, etc. 

Scrip Certificates. — ^Pending the issue of definitive certificates, 
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£100 {Scrip Certificate.) 

CENTRAL AFRICAN TELEPHONE COMPANY, LIMITED. 

{Incorporated under Special Acts of the Legislature of Nigeria.) 

Issue oe £400,000 Fouh-and-a.-Hais' Per Cent. First MoRiaAOE 
Debentoeb Stock. 

JRepayahle May 1, 1982, at 105 Per Cent. 

PROVISIONAL SCRIP CERTIFICATE. 

This is to Certify that upon payment of the remaining Instalments, 

£35 0 0 per cent, on June 18, 19.. ; 

£34 10 0 per cent on July 16, 19. . ; 
the Bearer will be entitled to be registered as the Proprietor of — 

One Hundred Pounds 

of the above Stock, in respect of which the sum of £25 has already been 

Pajrment in full may be made on June 18th, under discount at the rate 
of 3 per cent, per annum. 

This Provisional Certificate must be produced at the Counting House 
of Messrs. John Doe & Co., 1999 Cornliill, London, E.C., upon payment 
of oaoh instalment, and should be lodged with them, with the receipts 
attached, on or after November 1, 19.., together with a notice m writing 
on a form which can be obtamed from them, stating the name, address and 
description of the person desiring to be registered, in order that the Definitive 
Certificate may be issued m due course in exchange therefor. 

The Stock represented by this Certificate may be registered at the 
holder’s option cither in London or Katanga, and will be transferable by 
Deed in multiples of £1 at the Counting House of Messis. John Doe & Co., 
1009 Cornhill, E.C., or at the Offices of tlie Company in Katanga Principal 
and Interest will be payable where the Stock is registered, and, upon the 
Stock registered in Katanga, payment will be computed at $4.80‘i to the £. 

Failure to pay any instalment when due will render previous payments 
liable to forfeiture and the allotment to cancellation. 

p.p John Doe & Co., 

1999 Cornhill, E.C. 

June 12, 19... 

June 18, 19 .. 

Received the sum of Thirty-five Pounds, let Instalment 
due tlus day. 

For John Dob & Co., 

£36. 


July 16, 19... 

Received the sum of Thirty-four Pounds Ten Shillings, 
2nd Instalment due this day. 

For John Doe & Co., 

£34 lOs. 


Central Aebioan Telephone Company, Limited, 
4i % First Mortoage Debenture Stock. 

Scrip for £100 Stock. 

Coupon for £1 : 11 : 5 
Payable to bearer, November 1, 19 ., leas Income Tax, 
at the Counting House of Messrs John Doe & Co., 

1090 Oornhlll, E U 
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it is usual to issue provisional documents known as Scrip Certificates. 
These certificates are evidence of title, and are issued by the 
oompany, corporation, or Government concerned, when the allot- 
ment money due on shares or debentures has been paid. Scrip 
certificates bear a 2d. impressed stamp, and confer on any purchaser 
of them the rights possessed by the seller. When all the instal- 
ments have been duly paid, the scrip certificates are exchanged 
for the definitive certificates. Returned scrip certificates should 
be "bound in order, in suitable form. The term scrip is often 
loosely employed to denote all forms of bearer securities. A 
debenture scrip certificate appears at p. 169. 

Share Warrants to Bearer. — ^If sanctioned by the Articles, 
'Share Warrants to Bearer may be issued for fully paid shares 
(S. 70). A form of share warrant is given below. Shares repre- 
sented by such warrants can be transferred by simple delivery 
of the warrant. It follows that private companies cannot issue 
warrants, as no restrictions such as must apply to shares in private 
companies can be imposed upon documents capable of transfer 
by mere delivery. The title of a bona-fide holder of a share warrant 
13 absolute, since the document is a negotiable instrument (Webb, 


{Oounlerfml ) 
BATON D'OB, LTD. 

Share Warrant 
to Bearer. 

For 100 shares. 
From lio 100 molusive 

Certificate No. 9 

Issued to Robeit Hall, 
678, Aldgate, 
London, M.O. 

Dated November 5, 19.. 


(Share Warrant to Bearer ) 

— {Wan ant.) 

BATON D'OB, LIMITED. 


STAMP^ 


(Incorporated under the Oompaniea 
Act, 1029.) 


No. SOI. Amount £100. 

Tills Warrant is to certify that the Bearer 
IS oiititlod to 100 Shares of £1 each fully paid 
numbered 1 to 100 inclusive, in Rayon d’Or, 
Ltd. 

Tins Warrant is issued subject to the rules 
and regulations of the Company’s Articles of 
Association and to the conditions endorsed on 
tlio hack horeof. 

Given under the Common Seal of the 
Company this Slh day of November, 19.. 


Share Register folio : 564 


James Scribe, 

Secretary. 


John Smith, ) 

William Black, j^Direotors. 




REGISTER OF 


SHARE WARRANTS 
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Hale & Go. v. Alexavdria Water Go., [1905J 21 T.L.R. 572). Share 
warrants are popular on the Continent, but are not extensively 
employed in this country, partly perhaps because the impressed 
stamp duty is three times the ad valorem transfer duty on the 
nominal value of the shares or stock, i.e. £3 per cent. Those 
British companies whose issues are popular on the Paris Bourse, 
such as British South African gold and diamond mining companies, 
are probably the chief issuers of share warrants in this country. 
Some of the great oil-producing companies, actively dealt in on the 
London Stock Exchange, are incorporated abroad, and holdings 
of their shares here naturally take the form of warrants to bearer 
issued under the laws of the country of origin. 

Share warrants can only be issued for fully paid shares (S. 70). 
Theyarenota valid qualification for directors [8 141, s.-s. (2)]. The 
holder of a share warrant is, subject to the Articles, entitled, on 
application, to have his warrant cancelled, his name registered as 
a member of the company, and a share certificate issued to him 
[S. 97, 8 -s. (2)], Sometimes coupons are attached to share warrants 
entitling the holder to six or twelve months’ dividend. These 
coupons are detachable, and should be paid into a bank or to the 
company as may be directed in the conditions of issue. Bearer 
securities issued with coupons attached are not good delivery to 
a purchaser unless all unpaid coupons are intact. Stock warrants 
may be issued, provided the company has power in its Articles to 
do so. This right was not affected by the Act of 1929 {Filhington 
V. United Railways, etc., [1930] 69 L.J. 33C). Bearer warrants 
for shares, but not for stock, are recognised by the Stock Exchange. 
If the holder of a share warrant desires to attend and vote at a 
meeting of the company he is generally required by the Articles to 
deposit his warrant with the company not less than two days 
before the meeting. A formal receipt acknowledging the deposit 
of the warrant is issued to the depositor, and this is his security 
for its due return. 

Register of Share Warrants. — On the issue of a Share Warrant 
the company must strike out of its register of members the name of 
the member then entered therein as holding the shares specified 
in the warrant as if he had ceased to be a member, and must enter 
in the register the following particulars. The fact of the issue of 
the warrant; a statement of the shares included in the warrant, 
distinguishing each share by its number; and the date of the issue 
of the warrant [S. 97, s -s. (1)]. In practice, full particulars of all 
warrants issued are recorded in the Register of Share Warrants 
(see p. 171), since the company thus has a convenient record of 
the exact facts of each warrant. 

The intention to pay a dividend is advertised by the company 
in the public Press, and payments are made only after the presenta- 
tion and examination of warrants, or dividend coupons (Listing 
forms are usually supplied on application by coupon-holders), 
if these are attached to the warrants. 
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The Issue oe Fresh Capital. 

When successful companies issue fresh capital, it is usual to 
apportion the new shares amongst the existing shareholders pro 
rata, and to offer, by circular letter, to each member the shares to 
■which he is entitled . The allotment letters accompanying an offer 
of new shares usually include besides a Form of Acceptance, a Form 
of Renunciation and Nomination. The form given below is that 
recommended by the Institute of Bankers 

{Letter of Renunciation ) 

RAYON D’OR, LIMITED, 

No 

Name of Shareholder 

Present Holding Shares. 

Address 

Entitled to a pro rata allotment of Shares. 

FORM OF RENUNCIATION AND NOMINATION. 

[To he signed by the Shareholder only ij the Rights are renounced.) 

To the Directors of Rayon d’Or, Ltd. 

T/We hereby renoxmoe my/our right to the above-mentioned ne-W 
shares and nominate 


to have all tho benefits of the offer contained m your circular dated 
19.. 


Date 


Signature of Shareholder 

. . . 19., 


AMr Stamp 


FORM OF ACCEPTANCE. 

To BE Signed by the Shakehoddeb oe Nomineb. 

To the Directors of Rayon d’Oe, Limited 

Having paid to your banlcers the sum of £ being the First 

Instalment at the rate of per sliaro in respect of shares 

referred to in the withm letter. I/wo, the above-mentioned share- 
holder(s)/nominee(s), hereby accept your offer of the said shares pursuant 
to the Memorandum and Articles of Association of the Company and subject 

to the terms and conditions of your circular of and I/we 

authorise you to place my/our namejs) on tho Register of Members in 
respect of the said shares. 

Signature of Acceptor 


Date 19.. 


Both the allotment letter and the letter of renunciation must 
bear stamps (less than £5, Id., £5 and upwards, 6d.), although 
they are parts of the same document. Both parts ai'e subject 
to the same stamp duties. In cases where a company’s shares 
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are popular, these documents, ■when executed, are readily saleable 
oil the Stock Exchange. The prices obtained for them depend 
upon the demand for the shares. In many instances of popular 
shares, the allotment letters command substantial premiums, 

Retubn of Allotments. 

When the allotment proceedings are completed, it is necessary 
■within one month of completion to file ■with the Eegistrar a Return 
of 'Allotments (S. 42). This return must be made on the prescribed 

Number of Company Form No. 45. 

THE COMPANIES ACT, 

RETURN OF ALLOTMENTS 
(o) made the IsJ day of October, 19.. 


SOVHGM D'OR, LIMITED 


Purmant to s. 42 (1) 

(To be delivered to the Rogislrar of Companies mthin one month after the 
allotment is made.) 

[b) Number of tho Shares allotted payable in cash, Orcknary . 26,000 
Number of tho Shares allotted payable in cash, Preference . . . . 10,000 

Nominal amount of the Shares so allotted, Oidinary £26,000 

Nominal amount of the Shares so allotted. Preference . . .. £60,000 

Amount paid or due and payable on each such Share, 0? dinary . £1 

Amount paid or due and payable on each such Share, Preference £6 

Number of Shares allotted for a consideration other than cash 

Oidinary Shares 18,000 

Nominal amount of the Shares so allotted £16,000 

Amount to be treated as paid on each such Share ...... £1 

The consideration for -which such Shares have been allotted is as follows : — 

Purchase of mining leases and assets in South Afiica from the vendor 
Qeorge G. Wand. 

(a) 1 When a return includes several Allotments made on different dates, the 

dates of only the first and the last of such Allotments should be entered 
at the top of the front page, and the registration of the return should be 
effected vnihin one month of the first date, 

2. When a return relates to one Allotment only, made on one particular date, 
that date only should be inserted, and the spaces for the second date struck 
out and the word “ made ” substituted for the word “ from ” after the 
word Allotments.” 

(b) Distinguish between Preference, Ordinary, Eedeemable Preference, eta. 
Presented by : — 

Brown, Blank tfc Oo., 

Spencer House, 

South Place, B.O. 

form, and must bear a 5s. impressed Companies Fee stamp. The 
front page of this statutory form is given above. The other pages 
consist of a list of the surnames, Christian names, addresses, and 


1929. 
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descriptions of the persons to whom shares have been allotted, and 
the number and class of shares held by each. The form must be 
signed by an official, who must state whether he is Director or 
Manager or Secretary. No return of allotments is required in cases 
where the only shares issued are those subscribed for by the 
signatories to the Memorandum. The return must contain full 
particulars of the consideration received for any shares issued, 
either as fully or partly paid, for which no cash has been received; 
and, in addition, a duly stamped contract in writing, constituting 
the allottee’s title to the shares, and stating the actual consideration 
for the shares, must be filed. If some of the shares to which the 
vendor is entitled are to be issued direct to the vendor’s nominees, 
then a supplemental contract constituting their title or a duly 
stamped Form of Renunciation and Nomination should be filed 
If the contract is not in writing, the company must file a statement 
stamped with the same amount of duty and giving the same par- 
ticulars as are requu'ed in the case of a written contract. If several 
allotments have taken place during the month, they may be 
included in one return. If allotments are made from time to time 
the company must in each case file a return within one month 
It may be re-stated here that companies governed by the 
Companies Act, 1929, can issue shares at a discotmt under the 
provisions of S. 47, and not otherwise. That section is important, 
and is accordingly reproduced in extenso - — 

(1) Subject as provided in this section, it shall be lawful for 
a company to issue at a discount shares in the company of a class 
already issued — 

Provided that 

(a) the issue of the shares at a discount must be authorised 
by resolution passed in general meeting of the company, and 
must be sanctioned by the Court, 

(b) the resolution must specify the maximum rate of dis- 
count at which the shares are to be issued; 

(a) not less than one year must at the date of the issue 
have elapsed since the date on which the company was entitled 
to commence business; 

(d) the shares to be issued at a discount must be issued 
witliin one month after the date on which the issue is sanc- 
tioned by the Court or within such extended time as the Court 
may allow. 

(2) Where a company has passed a resolution authorising 
the issue of shares at a discount, it may apply to the Court for 
an order sanctioning the issue, and on any such application the 
Court, if, having regard to all the circumstances of the case, it 
thinks proper to so do, may make an order sanctioning the 
issue on such terms and conditions as it thinks fit. 

(3) Every prospectus relating to the issue of the shares and 
every balance sheet issued by the company subsequently to the 
issue of the shares must contam particulars of the discount 
allowed on the issue of the shares or of so much of that discount 
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as has not been written off at the date of the issue of the document 
in question. If default is made in complying with this sub -section, 
the company and every officer of the company who is in default 
shall be liable to a default fine. 

Prior to November 1, 1929, it was illegal to issue any shares 
at a discount. It may, however, be remarked that the payment 
of commission for placing capital, sanctioned by S. 43 under certain 
conditions, amounts practically to an issue of capital at a discount. 

Parliamentary companies governed by the Companies Clauses 
(Consolidation) Acts, 1845-89, have power, in certain circumstances, 
to issue shares at a discount. 

Statutoby Deolabation, 

The last step in the legal constitution of a new public company 
is the filing of a statutory declaration by the secretary or a director 
as required by S. 94, which states : — 

(1) Where a company having a share capital has issued a 
prospectus inviting the public to subscribe for its shares, the 
company shall not commence any business or exercise any bor- 
rowing powers unless — 

(a) shares held subject to the payment of the whole amount 
thereof in cash have been allotted to an amount not less in 
the whole than the minimum subscription; and 

(b) every director of the company has paid to the company, 
on each of the shares taken or contracted to be taken by him 
and for which he is liable to pay in cash, a proportion equal 
to the proportion payable on application and allotment on 
the shares offered for public subscription; and 

(c) there has been delivered to the registrar of companies 
for registration a statutory declaration by the secretary or 
one of the directors, in the prescribed form, that the aforesaid 
conditions have been complied with. 

(2) Where a company having a share capital has not issued 
a prospectus invitmg the pubhc to subscribe for its shares, the 
company shall not commence any business or exercise any 
borrowing powers, unless — 

(a) there has been delivered to the registrar of companies 
for registration a statement m lieu of prospectus; and 

(b) every director of the company has paid to the company, 
on each of the shares taken or contracted to be taken by him 
and for which he is liable to pay in cash, a proxiortion equal 
to the proportion payable on application and allotment on 
the shares payable in cash ; and 

(c) there has been delivered to the registrar of companies 
for registration a statutory declaration by the secretary or 
one of the directors in the prescribed form that paragraph 
(b) of this sub-section has been complied with. 

(3) The registrar of companies shall, on the delivery to him 
of the said statutory declaration, and, in the case of a company 
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which is required hy this section to deliver a statement in lieu 
of prospectus, of such a statement, certify that the company 
is entitled to commence business, and that certificate shall he 
conclusive evidence that the company is so entitled. 

(4) Any contract made hy a company before the date at 
which it IS entitled to commence business shall be provisional 
only, and shall not be biadmg on the company until that date, 
and on that date it shall become bindmg. 

(5) Nothing m this section shall prevent the simultaneous 
offer for subscription or allotment of any shares and debentures 
or the receipt of any money payable on application for debentures. 

(6) Tf any company commences busmess or exercises borrow- 
ing powers in contravention of this section, every person who 
is responsible for the contravention shall, without prejudice to 
any other liability, be liable to a fine not exceeding fifty pounds 
for every day during which the contravention continues. 

(7) Nothing in this section shall apply to — 

(а) a private company; or 

(б) a company registered before the first day of January, 
nineteen hundred and one; or 

(c) a company registered before the first day of July, nine- 
teen hundred and eight, which has not issued a prospectus 
inviting the public to subscribe for its shares. 

Companies REOiSTEBEn Abeoad. 

Before the Companies Act, 1907, a number of companies had 
been registered in Guernsey or elsewhere out of the United Kingdom, 
partly with a view to saving fees on registration, partly also with a view 
to escaping the provisions of the Companies Acts. But under SS. 36 
and 62 of that Act, afterwards under S. 274 of the Act of 1908, 
and now under SS 343-353 of the 1929 Act (which considerably 
extend the earlier provisions), every company incorporated outside 
Great Britain which establishes a place of business within it is 
subject to certain provisions by which persons dealing with it are 
enabled to obtain information and to proceed against the company 
with greater facility. A company so registered must, within one 
month after establishing a place of busmess within Great Britain, 
file with the Registrar a certified copy of the Memorandum and 
Articles of the company, or its charter or statutes, a list of the 
directors, and the name and address of some person, or persons, 
resident in Great Britain, authorised to accept on behall of the 
company service of process, and any notices required to be served 
on the company. It must also, in every year, file with the Registrar 
a balance sheet in such form and containing such particulars and 
including such documents as would be required to be laid before 
the company in general meeting if it were a company registered 
under the Companies Act. If the word “ limited ” is part of the 
title, the company must, in every prospectus mviting subscriptions 
for shares or debentures, state the country in which it is incorporated , 
13 
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exhibit in every place where it carries on btisiness the name of the 
company and its place of incorporation, and have the name of 
the company mentioned in legible characters in all billheads, letter 
paper, notices, advertisements, and other official publications. 

Companies registered in any part of Ireland arc included in 
the above provisions. 

A company incorporated in the Channel Islands or the Isle of 
Man •which establishes or has established and continues to have 
g, place of business in England or Scotland must file the same 
documents as it would be required to file if it were registered in 
England or Scotland. 

If any person issues, circulates or distributes in Great Britain 
any prospectus offering for subscription shares or debentures of 
any foreign company (whether it has a place of business in Great 
Britain or not), a copy of the prospectus must be filed. Such 
prospectus must contain certain information additional to that 
required in the prospectus of a company registered in Great Britain 
(SS. 36A-355). 


Issue oe Dbbbntuebs. 

When debentures are offered for public subscription, a deposit 
is required upon application, and the balance is usually payable 
on allotment. Sometimes, however, payment is spread over 
several instalments. Applications for a debenture issue are 
recorded in a Debenture Application and Allotment Book, which, 
allowing for the difference in details, contains similar information 
with regard to the appheations as that already described in con- 
nection with the issue of shares. The usual application form for 
debentures is so similar to that given at p. 160 in connection with 
shares that it is unnecessary to reproduce it. 

If the issue is a large one, a Debenture Holders Cash Book and 
a Debenture Gall Book (if necessary) are opened, and employed 
m the manner described with reference to the Shareholders Cash 
Boot and Call Book. It is advisable also, when the number of 
debenture holders is largo, to bring into use a Debenture Interest 
Book. This saves space in the cash book and facilitates checking. 
A suitable form of this book is given at p. 171. ' 

It IS usual to bring the totals of the Debenture Interest Book 
into the general boolm by means of a journal entry. Thus; — 

£ B. d. £ s. d. 

Debenture Interest Account Dr. 1,000 0 0 
To Sundry Debenture Holders 775 0 0 

Income Tax Account 225 0 0 

When paid, the “ Sundry Debenture Holders Account ” will 
be closed, and, in due course, the income tax will be accounted 
for to the proper authorities in accordance with the Rules of the 
Income Tax Aetp. 

In large companies it is the practice to transfer the exact amount 
necessai’y for the service, of each half-year’s debenture interest 
to a separate banking account, for which a special pass book is issued 
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and on which special warrants are drawn. The Debenture Interest 
Book will show at balancing periods whether all the warrants 
have been cleared. If any remain outstanding, they will be shown 
in the Balance Sheet — on the one side as an outstanding liability 
for unclaimed interest, and on the other side as Cash at Bank 
(Debenture Interest Account). 

Register, oe Members. 

S. 95 says: (1) Every company shall keep in one or more 
bookiS a register of its members, and enter therein the following 
particulars ; — 

(а) The names and addresses, and the occupations, if any, 

of the members, and in the case of a company having 
a share capital a statement of the shares held by each 
member, distinguishing each share by its number, and 
of the amount paid or agreed to be considered as paid 
on the shares of each member; 

(б) The date at which each person was entered in the register 

as a member; 

(a) The date at which any person ceased to be a member: 
Provided that where the company has converted any of its shares 
into stock and given notice of the conversion to the Registrar of 
companies, the register shall show the amount of stock hold by 
each member instead of the amount of shares and the particulars 
relating to shares specified in paragraph (a) of this sub-section. 

As previously stated, the Application and Allotment Sheets 
are sometimes bound in book form for use as a Register of Members. 
If this is done, several additional columns must be added to the 
sheets as usually drafted. 

Index. — If the company has more than fifty members, then 
unless the register of members is in such a form as to constitute 
in itself an index, the company must keep an index of the names 
of the members. Any alteration in the register which alters the 
index must be duly entered in the latter within fourteen days. 
The index, which may be in the form of a card mdex, must contain 
a sufficient indication in respect of each member to enable his 
account to be readily found (S. 96). 

Form of Register. — There is no statutory form of register. 
Almost any form of allotment sheet will meet the requirements 
of S. 95, but a modern company requires modern appliances. Jn 
the great majority of cases a special register is kept. Large 
companies frequently employ a separate register for each class 
of share, and when this is done it is compulsory as well as convenient, 
as already mentioned, to prepare a complete alphabetical card 
index of members, showing the different holdings of each member 
and giving references to the particular registers in which details 
may be found. The present tendency, however, is towards loose- 
leaf ledgers which can be kept in alphabetical order, and obviate 
the necessity for an index. 
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Every member must be entered in the register. A shareholder 
who is not entered in the register can apply to the Court to order 
rectification of the Register by the inclusion of his name . A person 
whose name is wrongly removed from the Register still remains 
a member {Barton v. L. cfe iV.Tf. Rly. Go., [1890] 24 Q.B.D. 77). 
A practical form of Members’ Register appears at p. 181. It 
has been combmed, in accordance with modern usage, with the 
Share Ledger. In small companies the Transfer Register is also 
included in the book. The dual capacity of the records in a 
register of this kind are sometimes objected to, because it discloses 
to the public the company’s financial relations with its members. 
If this is considered a valid objection, two books should be 
employed, one to comply with S. 96, and the other to be used 
as a ledger for recording the company’s financial transactions with 
its members. Where very active dealings in the shares take place, 
the tendency is to record merely the statutory minimum of informa- 
tion in the Register, in order to economise time and labour in 
recording transfers. 

The “ date of entry ” recoi’ded in the register is usually the 
date of allotment or transfer. It has been held that the date to 
be entered is the actual date on which the entry is made in the 
register, hence the necessity for expedition in share transactions. 
This date is very important, since it is the date when, in the eyes 
of the law, membership begins. The date of “ ceasing to be a 
member ” is usually the date when the transfer is passed by the 
directors. The greatest care must be observed in respect of the 
dates entered in the register, for, in case of liquidation, as has been 
explained elsewhere, a person is liable for unpaid calls on shares 
formerly held by him until twelve months have elapsed from the 
date when he ceased to be a member of the company. S. 62 directs 
that every share issued must bear a distinctive number, hence 
the accommodation for the particulars of the distinctive numbers 
in the Share Register. 

Inspection o£ Register. — ^The Register of Members commencing 
from the date of the registration of the company, and the Index 
of the names of members, must be kept at the registered ofSce, 
and be open to inspection for at least two hours daily by members 
free of charge, and by the general public on payment of Is., or 
such less sum as the company may prescribe, for each inspection 
(S. 98). 

The right of inspection lapses on the supervention of liquida- 
tion proceedings, except as it may be granted by the Court. It is 
also temporarily suspended when the register is closed. 

Closing the Register. — ^The intention to close the Register 
temporarily must be duly advertised (S. 99.) A company may 
close its :^gister for a period, or periods, not exceeding thirty 
days in the year. The usual practice is to “close the Register ’’ 
for fourteen days prior to the Annual General Meeting. Puring 
this period dividend lists and a list of members entitled to vote 
at the meeting are prepared. Public companies usually notify in 
the Press the period for which their register will remain closed. 
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Trusts may not te Registered. — It is important for the company 
secretary to remember that, with the exception of notifications 
from the Public Trustee {Public Trustee Act, 1906), no notice of 
any trust “expressed, implied, or constructive ” may be entered 
upon the Register of Members of any company registered in England 
(S. 101). No person, therefore, can be registered as an executor 
or trustee. It is obvious that it is important that a company 
should not be liable in any way for the relations that may exist 
between a registered holder and those who may be equitably 
entitled to the shares. It would appear, however, that if the 
directors have knowledge that a transfer is being made in order 
to commit fraud or a breach of trust they must notify the fact 
to the party interested or they may become personally liable 
{SocieU Qinerale v. Tramways Union, [1885] 14 Q.B.D. 424). In 
addition to the protection afforded by S. 101, many companies 
protect themselves still more closely, by means of a special clause 
in the Articles exempting them from all liability to recognise 
any interest or charge whatsoever. In Scotland notices of trusts 
are recorded in the register. 

Distringas.-— A company is, however, bound to accept a notice 
in lieu of distringas, i.e. a notice purporting to charge the shares 
or stock with payment of a judgment debt. By Order 46 of the 
Rules of the Supreme Court anyone wishing to place a distringas 
upon stock or shares must swear an affidavit in the prescribed form 
and file it at the Central Office of the High Court of Justice, and 
also give particulars of the interest claimed in such stock or shares, 
appending thereto the notice in proper form. On receipt of an 
office copy of the affidavit and a duplicate of the notice under 
the seal of the Central Office, the company must refrain from accept- 
ing any transfer of the shares, or pa3nng a dividend thereon, unless 
it first gives eight days’ notice of its intention so to do to the person 
lodging the distringas. That person may then apply to the Court 
to restrain the transaction. If the company hears nothing ivithin 
the eight days, it can proceed as if the notice in lieu of distringas 
had not been given. 

Rectification of Register. — If any person claims to have been 
improperly placed on, or omitted from, the register, he may, by 
S. 100, apply to the Court to have the register rectified. Such 
applications usually arise as the result of liquidation proceed- 
ings. In order to succeed, an applicant must prove irregular 
allotment, fraudulent transfer, misrepresentation of material facts', 
or submit other valid reasons for being granted the relief 
sought. 

Copies of Register. — Copies of the register or any part thereof 
may be demanded by anyone at a charge of 6d, or such less sum as 
the company may prescribe, per 100 words. Any copy so required 
must be sent to the applicant within ten days after the application 
is received by the company [S. 98, s -s (2)]. Every figure counts as 
a word. Members have no right to make their own extracts from, 
or copies of, the register. 
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Otheb Nboessakt Books of EiBOobd. 

If a company has power to convert its fully paid shares into 
stock, and exercises it, a Register of Stock Holders should be kept 
(see p. 184), also a Stock Register containing particulars of the 
shares converted (see p. 184). 

A Register of Probates and other grants of administration should 
be kept to record brief particulars of the registration of i probate, 
or letters of administration respecting the estates of deceased 
shareholders If the company is satisfied as to the identity of 
the late shareholder and the authenticity of the documents, it 
will stamp and register the grant (the Articles commonly provide 
that the company may charge a fee of 2s. fid. for this service). 
Subject to any contrary provision in the Articles, executors-, having 
asserted their title by registering probate, are under no obligation 
to have the testator’s shares transferred into their own names, 
indeed, they would be unwise to do so, in the case of partly paid 
shares, because they would then assume personal liability for the 
unpaid calls. Once probate is registered, a transfer of the shares 
can be executed at any time should it become necessary 

A Register of Powers of Attorney is also essential in practice, in 
order to record brief particulars of the grantors and holders of these 
instruments and the dates on which they expire. No transfer 
signed under a Power of Attorney can be dealt with until the 
instrument has been properly registered A fee of 2s. fid is usually 
charged for registration. 

Register of Directors. — ^The company must keep a register of its 
directors or managers, in which must be recorded, in the case of an 
individual, his present Christian name and surname, and former 
Christian name or surname, his usual residential address, his nation- 
ality, and if that nationality is not the nationality of origin, his 
nationality of origin and his business occupation, if any, or, if he has 
no business occupation but holds any other directorship or director- 
ships, particulars of that directorship or of some one of those director- 
ships; and in the case of a corporation, its corporate name and 
registered or principal office. A copy of the register must be 
registered with the Registrar of Companies witliin fourteen days 
from the appointment of the first directors, and any change among 
the directors or m any of the particulars must be registered within 
fourteen days from the happening of the change. The register 
may be inspected free by members, and at a chai’ge not exceeding 
one shilling by other persons (S. 144). 

A Register of Charges is required to be kept at the company’s 
office in order to satisfy S. 88. It must contain particulars of all 
mortgages and other charges given by the company, a brief descrip- 
tion of the property charged, the amount of the charge, and, except 
in the case of securities to bearer, the names and addresses of the 
mortgagees (see p, 186) 

A copy of every instrument creating any charge requiring 
registration with the Registrar must be kept at the registered 
office of the company (S 87). Such copic.s, and the company's 
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Eegister of Charges, may be inspected by any person on payment 
of Is. (or such less sum as the company may prescribe), and by any 
member or creditor free of charge (S 89). 

The mortgage or charge may be given in respect of the uncalled 
capital, unpaid calls, land, property, book debts, or other assets 
of the company, or it may be a floating charge, or any charge 
■which, if granted by a private person, would require registration 
as a bill of sale. All such charges must be registered with the 
Registrar within twenty-one days of their creation otherwise they 
are void as against creditors if the company goes into liquidation 
(S. 79). The company must also register particulars of all charges 
existing on property acquired by it (S 81) 

The Registrar records particulars of the charges in a register • 
forming part of the company’s “ file ” at Somerset House, wliich 
is open to inspection on payment of Is. (S. 82). 

The fees payable on registering charges with the Registrar are : 
10s. when the charge does not exceed £200, and £1 when it exceeds 
£200. When debentures are issued in a series these fees become 
payable on the first debenture of the issue, and a fee of 6d. on each 
subsequent debenture. 

Debentures issued in a series containing, or givmg by reference 
to any other instrument, any charge to the benefit of which the 
debenture holders of that series are entitled pan passu, must be 
registered withm twenty-one days of the date of execution of the 
first of the series, or, if the issue is secured by deed, witliin twenty- 
one days of the execution of the trust deed. A copy of the 
Registrar’s certificate of registration must be endorsed on every 
debenture or debenture stock certificate. 

When a mortgage is paid off, a Meimrandum of Satisfaction, 
in the prescribed form, should be filed (fee, 5s.). A note that the 
liability is discharged is then entered in the Register by the 
Registrar (S. 84). 

Register of Debentwe Holders. — ^It is usual, but not compulsory, 
since debenture holders are not members of the company, to keep 
a Register of Debenture Holders containing the names, addresses, 
debentures acquired, debentures disposed of, and any other useful 
particulars. If kept, such a register must be open to inspection 
by debenture holders and shareholders, who may also demand 
copies of the whole, or any part, of the register on payment of the 
prescribed fee (S. 73). A form of Debenture Holders Register 
is given at p. 186. 

Register of Debenture Stock Holders. — ^When debenture stock 
has been issued, a Register of Debenture Stock Holders is kept. 
This register is practically identical in form with, and gives 
similar information to, the Stock Holders Register sho'wn at 
p. 184. 

Register of Sealed Documents — ^Eveiy limited company must 
have a seal on which its name is engraved in legible characters. 
The seal is equivalent to the signature of a private person. 
Generally, the signatures of two or more directors, with the counter 
signature of the secretary, are necessary to every document to 
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which the seal is affixed. The signatures attest that the seal 
has been duly attached. A resolution should be passed, and 
recorded in the Bircotors’ Minute Book, authorising the affixing 
of the seal to documents rcquuing it. Among the documents 
which require to be sealed are- deeds, powers of attorney, share 
certificates, bearer share warrants and debentures. The Eegister 
of Sealed Documents is used for recording brief particulars of all 
documents sealed, with the dates, and the names of the directors 
present when they were sealed. 

Register of Transfers.- — ^This book is not legally necessary, except 
in the case of parhamentary companies, but it is essential that 
a proper record of all transfers of shares and stock accepted by 
the company should be kept. A form of Transfer Register is 
given at p. 186. It is usual to employ separate registers, each 
distinctively bound, for the different classes of shares. Rome 
companies, however, do not employ registers, hut paste the actual 
transfer deeds into guard-books, and post direct from them to 
the share lodgers If that course is followed, the guard-books 
must contain particulars of the numbers of the old and the new 
certificates, the distinctive numbers of the shares, and the folios 
of the accounts of the members concerned. 

Shake and Stock Tbansebks. 

All securities can he sold by transfer, whether bearer, inscribed, 
or registered securities. Bearer securities usually pass by mere 
delivery. In the case of inscribed securities, the owner, or the 
owner’s attorney acting under a power, must attend personally 
at the inscribing office. 

Form, oi Transfer. — ^For registered seemities, the form of transfer 
accepted by the particular company must be used. If the company 
is subject to the provisions of the Companies Clauses {Consolidation) 
Act, 1845, the transfer must be by deed. In some cases the form 
of transfer to he used is set out in the Ai'tioles. Table A, Clause 18, 
gives a form of transfer. 

In most cases the common transfer form, shown opposite, 
is accepted. This form, which is a transfer by deed, can he 
obtained from any law stationer. Its use is compulsory if a Stock 
Exchange quotation is desired. Companies will not accept 
Transfers which deal with more than one class of share in the 
same deed. Verbal transfers are now illegal (S. 63). 

Registration Fee. — ^The registration fee for transfers charged 
-by the Bank of England and by most companies is 2s. 6d. per 
deed, hut occasionally the fee varies with the number of shares 
covered by the transfer. It is usual to post all transfer fees 
received to a Transfer Fee Account, and, in due course, the total 
of this account appears separately set out in the Profit and Loss 
Account. 

Transfer Stamp Duties. — ^All transfers of shares or stock for 
valuable consideration are subject to an ad valorem stamp duty, 
which is paid by the purchaser of the shares. The Stamp Act, 
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iHi 

|i i:l 

'I 


(TRANSFER FORM.) 


in consideration of the Sum of 
paid by 


hereinafter called the said Transferee , 

Do hereby bargam, sell, assign, and transfer to the 
said Transferee : — 


of and in the undertaking called the 

To Honn unto the said Transferee , Executors, 

Administrators, and Assigns, subject to the several conditions 
on which hold the same immediately before the 

execution hereof , and the said Transferee , do 

hereby agree to accept and take the said > 

subject to the conditions aforesaid. 


g 

I 


I 


As Witness our Hands and Seals, this Day 

of in the Year of our Lord One Thousand 

Nine Hundred and 


Signed, sealed, and delivered, by the above-named 

in the Presence of 

( Simature, 

Address, 

( Occupation, 

Signed, sealed, and delivered, by ISie above-named 
in the Presence of 

{ Signature, 

Address, 

Occupation, 

Signed, sealed, and delivered, by the above-named 
in the Presence of 

{ Signature, 

Address, 

Occupation, 


Signed, Sealed, and delivered, by the above-named 

m the Presence of 

f Signature, 

Address, 

[_ Occupation, 


1 



Note. — ^The Consideration -money set forth m a transfer may differ from 
that which the first Seller will receive, owing to sub-sales by the original 
Buyer ; the Stamp Act requires that in such eases the Consideration-money 
paid by the Sub -purchaser shall be the one insortod in the Doed, as regulating 
the ad valoi em Duty , the following is the Gkmse in question : — 

“ Where a Person, havmg contiaoted for the piuchase of any Property, 
but not having obtained a Conveyance thereof, contracts to soil 
the same to any other Parson, and the property is, m oonsequeiioc, 
conveyed immediately to the Sub-purchaser, the Conveyance is 
to be charged with ad valorem Duty m respect of the Consideration 
moving from the Sub-purchaser.” — [Stamp Act, 1891, Section 
68 (i).] 
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1891, S. 17, makes it incumbent upon companies to see that 
transfers lodged with them are adequately stamped The stamps 
must he impressed and, by the Finance Ack 1920, S. 36, s -s. (1), 
in accordance with the following scale. — 


ConbidcraUon not 
oxcoeding 

5 

10 

16 

20 

26 


76 

100 


260 

275 

300 


Stamp Duty. 
£ s d. 
16 0 
1 10 0 
1 16 0 
2 0 0 
2 6 0 
2 10 0 
2 16 0 
3 0 0 


Over £300, the duty is lOs. for every additional £50, or fraction 
thereof. These duties must be paid within thirty days of the 
execution of the deed, or the instrument is void These rates do 
not apply to transfers of Bank of England stock, lor wliich the 
stamp duty is 16s. 6d. for any amount, nor to any Colonial stock 
forming part of the Public Debt of the Colony, if the register is 
kept in the United Kingdom, and the stock is declared under the 
Colonial Act, 1877 The rate on these stocks is 6s. for every £100, 
or fractional part of £100, of the nominal amount transferred. 

When doubt arises whether a transfer is adequately stamped, 
it should he sent to the Controller of Stamps, Somerset House, who 
will assess the duty payable and affix his adjudication stamp free 
of charge (Stamp Act, 1891, S. 12). The proper stamp should be 
affixed in the first instance, as documents inadequately stamped 
will only be admitted in evidence in a Court of Law on payment of 
the statutory penally Some Colonial Government and British 
municipal stocks are transferable free of duty. In these oases, 
representative of what appears to bo a growing practice, the duty 
IS compounded for with the Commissioners of Inland Revenue. 

Nominal Transfers. — When the consideration for the transfer 
is merely nominal, e.g. the transfer of a specific legacy under a 
will, transfer upon appointment of a new trustee, or when shares 
transferred to a lender as security for a loan are re-transferred 
to the owner on repayment of the loan, the charge made is 10s. 
per deed. If, however, the transfer represents an exchange of 
Bha,res, or a gift completed in the lifetime of the donor, or is in 
satisfaction of a debt, then the full ad valorem stamp duty is payable. 
Usually it is necessary, when the consideration is claimed to be 
nominal, to satisfy the secretary of the company that such is the 
fact, and frequently a brief note of the facts is endorsed on the back 
of the transfer, e.g. “These shares are transferred to a mere 
nominee of the transferor’s.” 

_ The Inland Revenue Form Ho. 19, which should be filled in 
with explanations where necessary and attached to the transfer 
deed when presented for stamping, is given opposite. 

Certificates must Accompany Transfers.— When transfers are 
deposited for registration they must be accompanied by the 
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INLAND REVENUE. 

STAMP DUTIES. 

Transfers of Shares, etc., where the consideration « stated to be a nominal amount. 

This form when duly signed and stamped by an Inland Revenue Marking 
Officer may be accepted by Regiatermg Officers ol companies as authority to 
register the transfer described herein when stamped iviththe fixed duty of 10s. 

The appropriate information should bo entered in the spacas overleaf, and 
the form, duly signed m accordance with the directions, should be produced 
to the Marking Officer together with the transfer The Marlong Officer will 
intimate the nature of any further information requned befoie he can sign 
the form 

Note . — Ad valorem duty is payable whatever be the consideration shown 
on the transfer where the transfer is made — 

in full or part satisfaction of a pocimiary bequest, 
in liquidation of a debt, 
in exchange for other securities, 
by way o± gift. 

PARTICtrr.ARS 


Nam6(a) of Transf6ror(s). 


Name(s) of Tiansfereo(ai. 


Numbers and Descriptions of Shaics. otc 


Name of Company. 


Circumstances in which transfer is made, e g : 

On the appointment of a now trustoe of a pre- 
existing tiuat, or on the lotirement of a trustee. 

To a mere nominee of the transferor where no 
bonefioial interest m tho property passes 
The circumstance giving rise to tho tiauster 
should be stated. 

As security for a loan; or a re-traiisfor to tho 
original transferor on repajnneiit of a loan 

N B.— A transfoi from a vcnclor m.wle by auuction of a 
purchaser to a person who is to hold tlie sh.ues ns sccuiily for 
a loan inado to the purehasci, is li.dilo to ad mlorem, duty 

To a residuary legatee; the shares foiming xiait 
of tho residue due to him under a will. 

To a beneficiary under a will who is entitled to 
the shares as a specific legacy 

To transfer to the party or parties ontitled, 
shares, otc., forming part of the property of a 
person dying intestate. 

To a beneficiary under a settlement on dwtribu- 
tioii of the trust funds, of shaies, etc , forming 
the share, or part of the sham, of those funds 
to which the bouefioiary is entitled m aoooid- 
anoe with the terms of tho settlement. 

If tho transfer does not fall clearly uitliin any of 
the above categories, an explanation of the 
facts should bo given. 



This form should be signed by — 

(o) both transferor and transfereo, or 
(6) a member of a Stock Exchange or a solicitor 
acting for one of the parties, or 
(o) an accredited represoiitativo of a bank 
When the bank or its official nuininee is a 
paity to the transfer, the cortilio.ito to bo 
given may be to the effect that “ the trans- 
fer IS excepted from the provisions of Sec- 
tion 74 of the WvtMme (1909-10) Act, 
1910.” 

Per use of Markmg Officer 


Signed 



Signed 


Date 

Address 


Signature 

Office Stamji , . . 
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transferor’s share certificate. A receipt is usually given to the 
depositor setting out the name of the transferee, the shares covered 
by the transfer, and their distinctive numbers, the amount of 
the transfer fee paid, and an acknowledgment that the relative 
certificate, or certificates, were attached to the transfer. The 
following is an example of such a receipt. 

RAYON D’OR, LTD. 

Spenobb House, 

London, E.C. 

October 16, 19... 

Messrs Stocks tfc Co. have lodged for registration, subject to the approval 
of the directors, the transfer stated hereunder : — 


Name of Transferee 


NumLer of Tianstors 


Distinctive Numbers 


Received being 23. 6d per deed. 

£ ; : . 

The Certificate wiU be ready in exchange for this receipt on Novembe 6, 


for Rayon d’Ob, Ltd. 

Similar details are recorded on the counterfoil of the Transfer 
Receipt Book. These receipts are exchangeable in due course 
for the new share certificates Many companies make it a practice 
to send a printed notification to the transferor advising him of the 
deposit of the deed, so that, in case of fraud, he may protect his 
interests. 

Scrutiny of Transfers. — ^Before entering the transfer in the 
register, care must be taken to ascertain that it is in order and 
bears the proper stamp duty. The transfer must be properly 
dated, and the transferor’s signature be verified. The names, 
addresses and descriptions of both transferor and transferee must 
appear in the transfer, and it must be signed by both parties and 
both signatures must be witnessed. If either party resides abroad, 
the signature should be attested by a consul, notary, or other 
public ofScial. The consideration money stated in the transfer 
should be compared with the market price of the shares, and the 
distinctive numbers of the shares agreed with those on the certifi- 
cates. If any alterations, interlineations, or erasures occur in the 
transfer deed, they should be imtialled by both parties. 

When in order, the transfers are submitted to the Board with 
the new certificates, a resolution accepting the transfers is passed 
and recorded in the minutes, and the Register is initialled by the 
chairman. 
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Certification. — When two or more transfers have been deposited 
covering a sale of shares represented by one certificate, it is custo- 
mary to deposit the certificate either with the company or the 
Secretary of the Stock Exchange where the shares were sold. A 
signed note is then added to the various transfers to the effect 
that “The certificate for the Avithin-mentioned shares has been 
lodged with the company” This note is usually affixed to the 
transfer deed by means of a rubber stamp, and is illustrated on 
the transfer deed form shown at p. 189. 

This procedure, which is known as Certification, has been 
recognised legally. It facilitates business, satisfies the brokers 
concerned, and overcomes the difficulty of the single certificate. 
Usually no fees are charged for certification. 

Balance Tickets. — When certificates are lodged for more shares 
than are necessary to satisfy the accompanying transfers, the 
secretary of the company issues, in respect of the surplus, a 
temporary certificate or “ticket” to the original holder, known 
as a Balance Ticket (see p. 194), for the shares remaining after 
the transfers have been satisfied. These balance tickets are 
accepted on the Stock Exchange, and are subsequently ex- 
changeable for definitive certificates on payment of a fee, usually 
Is. Companies transacting much certification business should keep 
a Register of Certifications and Balance Tickets, a specimen page 
of which appears at p. 194. Some companies provide for the 
record of certifications on the backs of their certificates. 

Blank Transfer. — This term is used to indicate a transfer which 
has been executed by the transferor only, the space for the name 
of the transferee and the date of execution being left blank. 
Transfers of this kind, when attached to the relevant stock or 
share certificates, are frequently deposited as security for loans. 
It would appear from Powell v. London and Provincial Bank, [1893] 
2 Ch. 655, that such transfers are ineffective when the regulations 
of the company require transfers to be by deed. They are, however, 
still commonly used, and probably afford a good equitable security. 

Forged Transfers. — The transferee under a forged transfer 
obtains no rights thereunder, and the company need not (unless 
it has adopted the Forged Transfers Acts, 1891 and 1892, or is 
bound by “ estoppel ”) compensate him for his loss. If, however, 
the transferee in such a case has acted on the faith of a share 
certificate issued by the company and has incurred loss, he can 
obtain compensation from the company (BloomenthaVs Case, [1897] 
A.C. 156). The company can also be compelled, by the true 
owner, to replace his name on the register of shareholders if it has 
been removed. It is usual for the company to write to the 
transferor of shares informing him of the proposed transfer, but 
he is not bound to reply to such a letter and is not prejudiced 
if he fails to do so. 

A special reserve fund may be raised, if desired, under the Forged 
Transfer Acts for the purpose of compensation, but the more modern 
practice adopted by many companies is to provide for possible loss 
in this direction by taking out a Lloyd’s Policy. 
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Corporations and Partnerships.— A corporate body, if its Articles 
permit, can be registered as a shareholder in other companies, 
and may, through a representative, take part in the meetings 
of companies in wlrioh it holds shares (S. 116). Ordinary partner- 
ship firms, however, should not be accepted as transferees of shares, 
except in the names of the individual partners as joint holders. 

Power of Directors to Refuse Transfers. — ^The Courts are jealous 
of the rights of shareholders to a free market for their shares, 
and for that reason, in the absence of express provision in the 
Articles, the directors have no power to refuse transfers. Articles 
of Association usually empower the directors to decline transfers 
at their discretion in certain cases — ^usually transfers of partly 
paid shares, or shares on which the company has a lien — ^to persons 
whom the directors may not approve. But if they exercise this 
power the directors must have acted bona fide., or the Courts will 
compel registration. Notice of refusal to register a transfer must 
be sent to the transferee within two months of the date on which 
the transfer was lodged with the company (S. 66). 

The recent case of Edwards v. Ransomes and Rapier, [1930] 
170 L.T. 66, illustrates the position of executors. — 

An Executor had notified to a Company the death of the holder 
of debentures, and his name was entered on the Register of Members 
in his representative capacity. He was one of the residuary 
legatees, and agreed to take the debentures as part of his share. 

He claimed to be registered as owner of the debentures, but 
the Company refused to effect this except upon completion of the 
usual transfer. 

It was held that the Company were bound to register the person 
entitled, and as the Executor had already been registered in his 
representative capacity, they ought now to register him as owner, 
the transfer being a mere formality. 

Company Registrar. — Companies whose transfer work is heavy 
usually appoint a “ Registrar,” who is made responsible for all 
transfer work, for the payment of dividends and interest, and for 
other work connected with the capital of the company. In some 
cases the company’s auditors carry out a special “ transfer audit.” 

DBBBiraurai Tbansfeks. 

Debentures are subject to the same transfer regulations as 
shares. A separate Debenture Transfer Register is therefore kept 
to record debenture transfers. The details recorded in this 
register and the procedure of transfer are practically identical 
with the foregoing regulations in connection with shares, and need 
not therefore be repeated. 

Possession of a bearer bond is in itself prima facie proof of 
ownership. Ownership of bearer debentures can be transferred 
by mere delivery, but, as previously stated, bearer securities 
are not greatly favoured by British companies. 

Register of Bearer Bonds — ^If bearer bonds are issued, a register 
must in practice be kept for them,recordmg the date, place, and par- 
ticulars of issue, and the distinctive numbers or marks of the bonds, 
also particulars of the bonds redeemed from time to time, etc. 
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The ownership of any bond at any particular time is, of course, 
unknown, and is only revealed when the Talon is presented for a 
new set of interest coupons A talon is a certificate attached to 
bearer bonds entitling the holder to a fresh sheet of coupons when 
that originally supplied is exhausted. Lost coupons are only 
replaced upon execution by the holder of the bond of a very 
stringent indemnity. 

Registered debentures must be transferred in the manner 
required by the Articles, or the conditions of issue, or, in the 
absence of any stipulations, by means of a “ common form ” 
deed. Transfers must bear the same ad valorem stamp as is required 
for shares, and must be filed with the issuing company. In the 
case of registered dehenture bonds it is usual to endorse the 
transferee’s name on the original bond and to forward it to him 
after registration. Many such debentures are issued with a 
printed form of endorsement. The usual transfer fee is 2s. fid. 
per £100. 

As debentures are issued for fixed sums, e.g. £50 or £100, they 
can only be transferred as a whole, but in the case of debenture 
stock any sum can be transferred. If a part only of a debenture 
stock holding is transferred, it is necessary to issue new certificates. 
If debentures (or shares) are held in the joint names of two or 
more holders, every holder must be a party to the transfer. 

Masinq a Seaeoh. 

As frequent reference has been made to the right of the public 
to inspect various company documents, it may be useful to explain 
briefly the method of “making a search.” 

The searcher must attend at Room 156, Somerset House, where 
he will find large registers, in duplicate sets, containing the names 
of all the limited companies on the register, arranged in periods 
of years. Each company is allotted an official number. The 
name of the company whoso file it is desired to peruse, with its 
official number and the name and address of the searcher, must 
be entered on an official form, obtainable on payment of Is. The 
form is then handed over to an official in the search room, and in 
due course the searcher is provided with the company’s file, which 
he may study for half an hour. He may make brief notes from 
the file, not exceeding a folio altogether: but if he requires longer 
extracts he must order them, and pay for such certified copies or 
extracts at the official rate appointed by the Board of Trade, not 
exceeding sixpence for each folio of seventy-two words (S. 314), 
The search rooms are closed at 4 o’clock. 

There is also a Register of Mortgages and Charges, the register 
being placed at the end of the company’s file. 

Several agencies make a speciality of conducting searches for 
clients, and their employment ensures despatch and secrecy. 

AnNTXAI. RETUESr. 

In addition to the initial statement of nominal capital required 
on the registration of a company and the returns of any increases 
of capital that may occur from time to time, every limited' company 
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must make an Annual Return of its stare capital (SS. 108-110). 
Afacsimilc of the official form of this return is given at pp. 198-201 . 
The return must be made up to the fourteenth day succeeding the 
first, or only, ordinary general meeting of the company once at 
least in each year. It must he completed within fourteen days 
of that date, and a copy, signed by a director or by the manager 
or by the secretary, must he filed (fee 6s.) with the Registrar 
[S. no, s.-s. (1)]. 

It is unnecessary to note here the information which must 
be contained in the return. The student should carefully study 
the requirements as set out in S. 108 and the return itself. It will 
be noted at once that careful distinotion must be made between 
the shares issued and paid for in cash and those issued for con- 
siderations other than cash, and that details are required of the 
calls outstanding, shares forfeited, commissions paid, etc. 

It has already been remarked that the audited Balance Sheet, 
which forms an essential part of the return in the case of public 
companies, is not required of private companies, although the 
latter are not otherwise exempt from filing the return. Neither 
is the return demanded from assurance companies registered rmder 
the Act, since their accounts are filed in accordance with the 
requirements of the Life Assurance Companies Act, 1909. As to 
the form of the Balance Sheet and the documents to be annexed 
thereto, see pp. 199-200. 

The student will note that no Trading or Profit and Loss 
Account, except in so far as the balance of the latter account may 
form an item in the Balance Sheet, need be filed. 

The original annual return is filed at Somerset House, as stated 
above, and a copy is made in the space provided at the end of the 
Register of Members, or is inserted in the Register, in accordance 
with the requirements of S 110, s.-s. (1). The copies axe subject 
to inspection in the same way as the Register of Members, of wMoh 
they are considered to be part [S. 110, s.-s. (2)]. A registration 
fee of 6s. is payable on filing the Annual Return. 

PniVATB Limitbd Company. 

There is no statutory definition of a public limited company. 
In one sense all companies registered under the Companies Act 
are public. But when a distinction is drawn, in the legal sense, 
all companies other than private companies are deemed to be 
public companies. A private limited company is specially defined 
by S. 26 as one which by its Articles of Association — 

{a) Restricts the right to transfer shares; and 

(b) Limits the number of its members to fifty, not including 
persons who are in the employment of the company and 
persons who, having been formerly in the employment of the 
company, wore while in that employment, and have continued 
after the determination of that employment to he, members of 
the company; and 

(c) Prohibits any invitation to the public to subscribe for 
any shares or debentures of the company. 
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No. of Company E’orm No. 6A. 


THE COMPANIES ACT, 1929. 


As required by Part IV of the Com- 
panies Act, 1929. 



Akstoai. Retuest oe the RATON N'OR Company, Limited, made up 
TO THE 7A DAY OP FNmuiry, 19. . (being the pourtbbnth day apter the 
DATE OP THE PmST OB ONLY ORDINARY GENERAL MEETING IN 19..). 


The address of the registered oilSee of the Company is as follows: — 
Spencer House, South Place, 

London, E.C.2. 

SUMMARY OP SHARE CAPITAL AND SHARES. 

1. Nominal Share Capital, £200,000 Divided into* . . 


00 Ordinal y Shares ot &1 each 
oo Preference Shares ol &1 each 

2. Total Number ol Shares taken up * to the 7th day ot Fobmary, UOO.OOO 
“ , being the date of the Uotum (which number 


with’the total shown in the list as held by existing members) 

8 Number ot Shares issued subject to payment wholly ra oasli . . 
t. Number of Shares issued as tally paid up otherwise than In cash 
6, Number of Shares Issued as partly paid up to the extent of 


per share otherwise than in cash 

6. tlininber of Shares (if any) Issued at a discount . , 

7. Number ol Shares (if any) issued at a discount . 

8 Total amount ot discount on the shares which has not been written 

off at the date of this Ketnni . . . 

0, tThere bas been called up on each ot 100,000 Ordinary Shares . 

10 There has been called up on each ol S0,000 Preference Shales . 

11 There has boon called up on each ol Shares 

12. §Total amount of Calls received, including payments on application 


18. Total amount (if any) agreed to be considered as paid on 

Shares wmoh have been issued as fully paid up otherwise than 


14 Total amount (If any) agreed to bo oonsidorod as paid 

Shares wMch have been Issued as partly paid up to the extent 
of per Share otherwise than in cash 

15 Total amount of Cells unpaid 

16 Total amount ol the sun 

respect ol any shares c 

m respect of any debentures sinoe ' 

17 Total number of Shares forfeited . . 

18 Total amount paid (If any) on Shares forfeited 

19, Total amount of Shares lor which Share Warrants to bearer 


13 (11 any) paid by way ol Con 
or debentures or allowed by way 
entures since tho date of the last 


Shares 

m,ooo 

Prefeterm Shares, 


& m. 

£ Nil. 




['^'llssiiod 

jSurrondo 
in respect of 

case of a Company rcSatered in Scotland, wliioh, If the Company 
had been registered In England, would be required) to bo legis- 
tered with the Eegistrar of Companies under the Companies Act, 


Kotum . . 

umber of Shares comprised In each Shaie Warrant to bearer , 

22, Total amount of tbo indebtedness ol the Company in respect of all 
- required (o- ■” 


mortgages and charges ol 


£ Nil. 

(o.g Preference and Ordinary, 


of dltferout kinds > „ 

r *4 mid Is ), state the number and nominal values sepai ately. 
t If the Shares are of difieient hinds, state them separately 
t Where various amounts have been called, or there aie Shares of difterent kinds, 
them sopaintcly. ' 

5 Inolude what has been teoeived or forfeited as well as on existing Shares. 
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Copy op Last Audited Badanoe Sheet oe the Company. 
Note. — Except where the Company is (1) a “ Private Com- 
pany ” within the meaning of Section 26 of the Companies Act, 
1929, or is (2) an Assurance Company which has complied with the 
provisions of Section 7 (4) of the Assurance Companies Act, 1909, 
this Eeturn must include a written copy, certified by a Director 
or by the Manager or Secretary of the Company to he a true copy, 
of the last balance sheet which has been audited by the Oompany-s 
auditors (including every document required by law to be annexed 
thereto) together with a copy of the report of the auditors 
thereon (certified as aforesaid), and if any such balance sheet is 
in a foreign language there must also be annexed to it a translation 
thereof in English certified in the prescribed manner to be a correct 
translation. If the said last balance sheet did not comply with 
the requirements of the law as in force at the date of the audit 
with respect to the form of balance sheets, there must be made 
such additions to and corrections in the said copy as would have 
been required to be made in the said balance sheet in order to 
make it comply with the said requirements, and the fact that the 
said copy has been so amended must be stated thereon. 

Pmvatb Company. 

Certificates to be given by a Private Company. 

A. “ I certify that the Company has not since the date of the 
last ♦ Annual Return issued any invitation to the public to sub- 
scribe for any shares or debentures of the Company.” 

(Signature) 

(State whether Director or Secretary.) 

B. Should the number of members of the Company exceed 
fifty, the following certificate is also required; — 

“ I certify that the excess of members of the Company above 
fifty consists wholly of persons who are in the employment of 
the Company and/or of persons who, having been formerly in 
the employment of the Company were while in such employment, 
and have continued after the determination of such employment 
to be, members of the Company.” 

(Signature) 

(State whether Director or Secretary.) 

Note. — ^Banking companies must add a list of all their places 
of business. 

The Return must be signed at the end by a Director or by the 
Manager or Secretary of the Company. 

Delivered for filing by . 

* la the case of the first Annual Betum, strike out the words " last 
Annual Betum ” and substituto thorefor the words " Incorporation of the 
Company.” 
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Advantages of Private Company —The private company is 
frequently met with in practice. It enjoys the privileges and 
escapes some of the obligations of the public company It is 
very convenient in the ease of family businesses, since it enables 
a testator whose capital is locked up in the business to divide 
his estate amongst his legatees without disturbing the financial 
arrangements of the business, and without imposing upon his 
heirs the burden of unlimited liability, which they must assume 
as partners in an ordinary trading concern. Again, the owner 
of a family business, by converting it into a private company, 
can enjoy the advantages of a partnership without the attendant 
risks of unlimited liability. He can share his labours and responsi- 
bilities with others, and at the same time, under power of the 
Articles, can retain plenary control as “ governing,” or managing, 
director for life. 

One Man Companies. — ^The capital of private companies is 
frequently held almost entirely by one man, hence the term “ One 
Man Company.” Prior to the passing of the Act of 1908 the 
position of such companies was somewhat indefinite. In the 
frequently quoted case of Salomon v. Salomon do Co., [1897] 
App. Gas. 22, the whole of the capital, except six shares held by 
the other six signatories to the Memorandum, was held by one 
man, and to liim debentures were also issued. In the winding-up 
proceedings that ensued the liquidator sought to set aside the 
debentures. But the House of Lords, reversing the decisions of 
the lower Courts, held that the requirements of the Act (1862) 
had been complied with. At the time of that decision, private 
oompanies were not recognised by law, nowadays, one share held 
by some other person, the remainder being held by the controller, 
is sufficient. 

There oan be no doubt that in the early days these “ family ” 
or “ one man ” companies were regarded with suspicion by the 
commercial community, and it is feared that the history of some 
of the earlier registrations justified this prejudice. But so many 
reputable men have now taken advantage of the undoubted 
privileges conferred by the Act that the earlier dubious reputation 
of this class of company has been lived down. 

Statutory Requirements for Private Company. — The capital 
of a private company must be divided into shares. To enable a 
Private Company to be incorporated, a Memorandum and Articles 
must be filed, together with a Statement of the Nominal Capital, 
and a Statutory Declaration of compliance with the requirements 
of the Act; and within fourteen days from their appointment there 
must he filed a Return of Particulars as to Directors (S. 144), and 
within twenty-eight days of incorporation Notice of the Situation 
of the Registered Office (S, 92), 

The following documents must be filed : Return of Allotments 
and Contracts, Return of any changes in the Particulars as to 
Directors; Annual Return; Notice of Change of Registered Office; 
Register of Mortgages and Charges, Statement of Commission; 
Copies of all Extraordinary or Special Resolutions, 
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Differences between Private and Public Company. — Two persons 
suffice to form a private company, and only two signatories are 
necessary to the Memorandum, in place of the seven required 
for a public company. Special Articles are essential, as the revised 
Table A does not contain the restrictions (a), (b) and (c) mentioned 
ahove(p. 197). To save expense in printing, private companies (and 
indeed small public companies) often file Articles which adopt 
Table A with modifications. Instead of the Articles eontainipg 
the whole constitution of the company, they contain only those 
provisions in respect of which Table A is modified. 

Restriction {a), which must apply to all classes of shares, is 
sometimes effected by an article stipulating that members desiring 
to dispose of their shares shall first offer them to the other members 
of the company at a price fixed either by arbitration or by the 
company’s directors or auditors. Stringent restriction of this 
kind is not always desirable, since it may render the shares almost 
unsaleable. In other oases the restriction is effected by an article 
giving the directors general power to decline to register transfers 
without assigning any reason, a mode of procedure that is held 
to be a sufficient oomphance with the Act. It is clear that the 
necessity for restricting the transfer of shares precludes a private 
company from issuing share warrants to bearer. 

Restriction (b ). — ^In computing the number of members of a 
private company, joint holders count as one person, and employees 
and ex-employees are excluded (S. 26). 

Restriction (c). — Shares or debentures may be offered to friends 
of the members, and, so long as they arc not available to anyone 
who cares to apply for them, the restriction is not very rigorously 
interpreted. Invitations to subscribe may be verbal, or by means 
of printed matter sent through the post. In the latter case the 
invitation must not be so open as to make it an invitation to the 
" public.” 

Loss of Status as Private Company. — ^If a private company 
alters its Articles in such manner that they no longer include the 
above restrictions, the company ceases, as on the date of the altera- 
tion, to be a private company, and must, within fourteen days 
after that date, register with the Eegistrar of Companies a pros- 
pectus, or a statement in lieu of prospectus in the form produced 
on pp. 204-6. Where the Articles contain the restrictions, but default 
is made in complymg with any of them, the company ceases to be 
entitled to the privileges and exemptions conferred on private 
companies under S. 28; S. 110, s.-s. 3; S. 130, s.-s. 1, and S. 168, 
s.-s. 4 (see below). The Court, on being satisfied that the failure 
to comply with the conditions was accidental or due to inadver- 
tence, or to some other sufficient cause, or that on other grounds 
it is just and equitable to grant relief, may, however, on the applica- 
tion of the company or any other person interested and on such 
terms and conditions as seem just and expedient, order that the 
company be relieved from such consequences (S. 27). 

The Act provides that the Annual Eeturn to the Registrar 
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shall be acoompanied by a certificate on the part of a director or 
the secretary of the company that no public offer of shares or 
debentures has been made, and, when the members exceed fifty, 
that the excess is composed of employees or ex-employees (S. 111). 

Fokm or Statement in mbti oe PBOSPEOTtrs to be dkuveeed to Reqistbae 
BY A Feiyate Company on beoomino a Pubbio Company. 

' The Companies Act, 1929. 

Statoment in heu of Prospectus delivered for registration by 
[Inseit (he name of the Oompany.] 

Pursuant to Section 27 of the Companies Act, 1929. Delivered for registra- 
tion by 

The nominal share capital of the £ 

Company. 

Divided into Shares of £ each. 

„ £ 

Amount (if any) of above capital Shares of £ each, 
which consists of redeemable piefer- 
ence shares. 

The date on or before which 
these shares are, or are liable, to 
be redeemed. 

Names, descriptions and addresses 
of directors or proposed directors. 

Amount of shares issued . . . . Shares 

Amount of commissions paid in 
oonneotion therewith. 

Amount of discount, if any, 
allowed on the issue of any shares, 
or so much thereof as has not been 
wntten off at the date of the state- 


Dnless more than one year has 
elapsed since the date on which 
the Company was entitled to com- 
mence business: — 

Amount of prehmmary ex- £ 
penses. 

Amount paid to any promoter Name of promoter. 

Amount £ 

Consideration for the payment Consideiation : — 

If the share capital of the Company 
is divided into different classes of 
shares, the right of voting at meet- 
ings of the Company conferred by, 
and the rights in respect of capital 
and dividends attached to, the 
several classes of shares respec- 
tively. 

Number and amount of shares and 1. shares of £ fully 

debentures issued withm the two paid. 
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years preceding the date of this 
statement _ as fully or partly paid 
up otherwise than for cash or agieed 
to be so issued at the date of this 
statement. 

Consideration for the issue of those 
shares or debentures. 

Names and addresses of Vendors 
of Property (1) purchased or ac- 
quired by the Company within, 
the two years preceding the date 
of this statement or (2) agreed or 
proposed to be purchased or ac- 
quired by the Company. 

Amount (in cash, shares or deben- 
tures) paid or payable to each 
separate vendor. 

Amount paid or payable in cash, 
shares or debentures for any such 
property, specifying the amount paid 
or payable for goodwill. 


Dates of, and parties to, every 
material contract (other than con- 
tracts entered into m the ordinary 
course of business or entered into 
more than two years before the 
delivery of this statement). 

Time and place at which the 
contracts or copies thereof may be 
inspected. 

Names and addresses of the audi. 
tors of the Company. 

Full particulars of the nature and 
extent of tho interest of every 
director in any property purchased 
or acquired by the Company witlun 
the two years preceding the date 
of this statement or proposed to 
be purchased or acquired by the 
Company or, where the interest 
of siioh a director consists in being 
a partner in a firm, the nature and 
extent of the interest of the firm, 
with a statement of all sums paid 
or agreed to he paid to him or to 
the firm in cash or shares, or 
otherwise, by any person either to 
induce him to become or to qualify 
him as a director, or otherwise tor 
services rendered or to be rendered 
to the Company by him or by 
the firm. 

Bates of the dividends (if any) 
paid by tho Company in respect of 
each class of shares in the Company 


2. shares upon which 

£ per share credited 


3. debenture £ 

4, Consideration. — 


Total purchase price £ 


Cash . . 
Shares 
Debentures 

Goodwill . . 


£ 

£ 

£ 


£ 
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m each of the three fmanoial yeajs 
immediately procoding the dale of 
this statement or smee the incor- 
poration of the Company 'Virhieho’ier 
period is the shorter. 

Particulars of the cofies in which no 
dividends have been paid in respect 
of any class of shares in any of 
those years. 

If any of the unissued shares or 
debentures are to be applied in 
the purchase of any business, the 
amount, as certified by the persons 
by whom tho accounts of tho busi- 
ness have been audited, of the 
net profits of tho business in respect 
of each of the three financial years 
immediately preceding the date of 
this statement, provided that in 
the oaso of a business which has 
been carried on for loss than three 
years and the accounts of which 
have only been made up in respect 
of two years or one year, the above 
requirement shall have effect as 
if references to two years or ono 
year, as the case may he, were 
substituted for references to three 
years, and m any such case tho 
statement shall say how long the 
business to be acquired has been 
earned on. 


(Signatures of the persons above- 
named as directors or proposed 
directors or of thoir agents author- 
ised in wnting.) 

Bate 


Notb. — I n this Perm the expression *' vendor ” includes a vendor as 
defined in Part III of tho Fourth Schedule to this Act, and the eiqireseioii 
" financial year ” has the meaiung assigned to it in that Part of the said 
Schedule. 

Exemptions of a Private Company. — private company is exempt, 
from the necessity to jSle a Prospectus, or Statement in Lieu of a 
Prospectus (S. 40), or a copy of its Balance Sheet and annexed 
documents, which other companies must file [S. 110, s.-s. (3)]. It 
need not file any “Consent to Aot” on behalf of its directors 
(8. 140). It may begin to trade immediately it is incorporated, 
since no certificate entitling it to commence business is required 
(S. 94). It is under no necessity to circulate or file any Statutory 
Eeport, or hold the statutory meeting (S. 113), Unless the Articles 
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of Association confer the right, neither members nor the holders 
of debentures and preference shares in private companies are 
entitled to receive Balance Sheets and Reports, but members may 
demand copies on payment (S. 130, seepp. 347-8). It is not subject 
to the restriction that every company registered after October 31, 
1929, must have at least two directors (S. 139). It can carry on 
business so long as the number of members is not less than two, 
as compared with seven in the case of a public company (S. 28). 

If the members of a private company are reduced below two', 
the company may be wound up by the Court [S. 168, s.-s. (4)]. If 
it carries on business with less than two members for more 
than six months, the member so carrymg on after those six months 
is liable for the payment of the whole debts of the company con- 
tracted during that time. 

A private company may be converted into a public company 
by the simple expedient of altering its Articles to exclude the 
restrictions which constitute it a private company. It must then 
file the appropriate statement in Men of prospectus (see above). 

Company Mbetinqs. 

Distinctive names are given to the various meetings which, 
from time to time, may or must be held by a limited company in 
the course of its business. 

Statutory Meeting. — The first meeting is usually the Statutory 
Meeting, provided for by S. 1 13. Every company limited by shares, 
and every company limited by guarantee and havmg a share 
capital, must bold this meeting, unless it is a private company, 
not less than one month, or more than three months, from the date 
when the company was authorised to commence business. The 
procedure followed at this meeting is fully described in the next 
chapter, where the details required in the Statutory Report ate 
also discussed. The regulations as to statutory meetings are dealt 
with at p. 244. 

Annual Creneral Meeting. — By S. 112 every company must hold 
at least one general meeting in every calmidar year. This meeting is 
called the Annual General Meeting, and it must be held, under 
penalty, on a date not more than fifteen months after the preceding 
general meeting. A company may hold more than one general 
meeting withm the year if it is considered to be necessary. 

Procedure — ^The secretary reads the notice convening the 
meeting, and the Report of the Auditors (S. 129). Although it 
is usual, there does not appear to be any legal obhgatioii to read 
the notice convening the meeting, but the auditor’s report must 
be read. The Directors’ Report and the Accounts are usually 
“ taken as read.” After any necessary comments and explanations 
have been made relative to the trading results of the past year and 
the financial position of the company, the chairman proxmses the 
adoption of the Report and the Accounts, copies of which have 
been sent to the members seven days prior to the meetmg. This 
proposal is formally seconded by one of the directors, and the 
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meeting is then free to discuss the Eeport and Accounts, and to ask 
any questions arising out of them. At the close of the discussion 
the resolution is put to the meeting, and usually passed. The 
dividend, if one is available, is then declared, the retiring directors 
and auditors are reappointed (or the vacancies otherwise filled), and 
the remuneration of the latter is fixed. The adoption of the 
Report and the declaration of the dividend are usually moved 
and seconded by directors, but the appointment of the auditors 
is proposed and seconded by members who are not on the Board. 
All resolutions are decided by a show of hands, unless a poll is 
demanded. ‘ 

Amendments may be moved by members who do not approve 
of the resolution submitted. When an amendment has been 
moved and seconded, it is put to the meeting by the chairman 
before the resolution is submitted, and, if it is carried, it is then 
put to the meotmg as part of the substantive resolution. If two 
amendments are before the meeting and the first is carried, the 
second becomes an amendment to the substantive resolution as 
already amended. 

These meetings are called Ordinary Meehngs, and the business 
transacted at them is called Ordinary Business. No special notice 
need be given of ordinary business, though it is customary to set 
out the Agenda in the notices calling such meetings. It is usual 
to specify in the Articles the business which is to be considered 
“ ordinary ” business; aU business not included in the specification 
being “ special ” busmess. The notice convening the meeting 
must contain details of any special business it is proposed to trans- 
act, otherwise the business cannot validly be transacted. 

Only members, or their duly appointed proxies, are entitled 
to be present at meetings. It is usual to require members to sign 
the attendance sheets provided at the entrance to the meeting 
room, a separate sheet bemg reserved for representatives of the 
Press. In some cases tickets are issued to members, without which 
admission to the meeting is denied. In the case of large com- 
panies the issue of such tickets economises time and prevents 
congestion at the doors. Holders of share warrants to bearer, 
whose names are necessarily unknown to the company, usually 
attend meetings on production of tickets issued by the company 
upon the lodgment of the warrants. 

Members may reject the Eeport and Accounts, but to do so 
would amount to the passing of a vote of censure, and would 
generally be followed by the resignation of the Board, or by the 
appointment of a Committee of Investigation. Members may 
also reduce the amount of the proposed dividend, or pass it alto- 
gether, if they so desire, but under Table A and the majority of 
Ai'ticles they have no power to increase the dividend proposed by 
the directors. The directors usually have power to pay interim 
dividends. 

To constitute a valid meetmg it is, of course, necessary that 
a quorum of shareholders as fixed by the Articles should be 
present. 
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The auditors may attend any general meeting at which, any 
accounts which have been examined or reported on by them are 
to be laid before the company, and make any statement or explana- 
tion they desire with respect to the accounts [S. 134, s.-s. (3).] 

Extraordinary General Meetings. — Meetings other than those 
mentioned above are termed Extraordinary General Meetings, 
and these, subject to the provisions of the Articles, may be called 
whenever they are deemed desirable by the directors. Share- 
holders holding not less than one-tenth of such of the paid-rfp 
capital as carries the right of voting may, under S. 114, require the 
directors to call an Extraordinary General Meeting. As a general 
rule, the Articles provide that all business transacted at extra- 
ordinary meetings is to be deemed “special” business, and that 
particulars of the business must be given in the notices convening 
these meetings. No business other than the special business of 
which notice has been given can be transacted at an Extraordinary 
General Meeting 

Notice of Meetings. — In almost every case the Articles provide 
that “ seven clear days’ ” notice must be given of all meetings. 
In order to ensure this, the day the notice is sent out and the day 
of the meeting should be excluded. 

Adjournments. — ^Adjourned meetings are generally treated as 
continuations of the original meetings, and Articles of Association 
usually prohibit the transaction of any business at an adjourned 
meeting other than that left incomplete at the original meeting. 
Apart from any special regulations contained in the Articles, there 
is no obligation to give notice of an adjourned meeting. But any 
resolution passed at an adjourned meeting is to be treated as having 
been passed on the date on which it was in fact passed, and not at 
any earlier date (S. 119). 

Meetings of Directors. — ^Directors’ meetings are determined by 
themselves. As a rule, one director may request the secretary 
to convene a meeting. Usually the chairman has a casting vote. 
Directors may appoint committees of their own number, and fill 
up vacancies Every director present at a meeting should im‘ ti a.1 
or sign the Attendance Booh. The agenda should be written up 
in an Agenda Book, and the chairman should note briefly against 
each item of business the decision come to. All minutes should 
be numbered and mdexed in the Minute Book, in order to facilitate 
references to decisions dealing with the same subject-matter. 

Company Resolutions. — It need hardly be stated that, to be 
valid, resolutions must not be ultra vires of the company, contrary 
to public policy, illegal, or in contravention of the Companies 
Act or the Articles of the company. The Act specifies that in 
certain events resolutions are necessary. They are of three 
kinds, (a) Ordinary; (b) Extraordinary; (c) Special resolutions. 

(a) Ordinary Resolutions. — ^An ordinary resolution is the most 
common, and is one that may be carried by a bare majority in 
number of those present and voting at the meeting. A show of 
hands is all that is necessary. Subject to any special provision 
in the Articles, no notice of the text of the resolution need be 
16 
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given to the members, unless the business is special, e.g. alterations 
of capital, in which case the text of the resolution must be contained 
in the notice. Ordinary resolutions are employed for the trans- 
action of ordinary routine business, such as the adoption of the 
Report and Accounts, the declaration of a dividend, the re-election 
of directors and auditors, and so forth. 

{b) Bxtraordmary Beaolutions. — ^This kind of resolution must be 
passed by a majority of not less than three-fourths of such members 
as, being entitled so to do, vote in person or, where proxies are 
allowed, by proxy, at a general meeting of which notice specifymg 
the intention to propose the resolution as an extraordinary resolu- 
tion has been duly given [S 117, s.-s. (1)]. Probably the most 
common occasion for the employment of an extraordinary resolu- 
tion is the winding-up of a company voluntarily, owing to its 
inability to meet its liabilities. The Articles of some companies 
provide that resolutions of this class are necessary in specified 
cases. 

(o) Special Besolutions. — ^A special resolution must be passed 
in the same manner as is required for an extraordinary resolution, 
and at a general meeting of which not less than twenty-one days’ 
notice, speoifj^g the intention to propose the resolution as a 
special resolution, has been duly given [S. 117, s-s. (2)]. As in the 
case of an extraordinary resolution, the exact text of the proposed 
resolution must be contained in the notice convening the meeting. 
If all the members entitled to attend and vote at any such meotmg 
so agree, a resolution may he proposed and passed as a special 
resolution at a meeting of which less than twenty-one days’ notice 
has been given (S. 117). 

Copies of all extraordinary and special resolutions must be 
printed and filed with the Registrar within fifteen days of the 
date when they were passed (S. 118). Copies of the resolutions 
must also be incorporated in all copies of the Articles of Association 
subsequently issued {ibid.). 

The view is sometimes advanced that resolutions submitted at 
an extraordinary meetmg must he accepted or rejected as they 
stand. This view is undoubtedly wrong. When the resolution 
is under consideration it can he varied by any proper amendment 
duly passed, and if a proper amendment is rejected the resolution 
is liable to be set aside {Senderaon v. Bank of Australasia (1890), 
46 Ch. D. 330; Torboch v. Lord Westbury, [1902] 2 Ch. 871). The 
amendment, however, must be one wHch is within the scope of 
the original notice. 

Some of the matters for which the sanction of a special resolu- 
tion is essential are; reduction of capital (subject to the sanction 
of the Court), alteration of the name or objects of a company; 
alteration of the Articles of Association; winding-up of a company 
by the Court, or voluntarily, under certain circumstances , creation 
of Reserve Liability; etc. 

Minute Books. — ^The Act directs that a record must be kept 
of the proceedings at general meetings and meetings of the directors 
or managers of a company (S. 120). When the record is signed 
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by the chairman of the meeting, ’nr by the chairman of the suc- 
ceeding meeting, such minutes shall be evidence of the proceedings. 
It would appear that, in the absence of contrary provisions in the 
Articles, no resolution of directors is valid unless it is actually 
passed at a Board meeting {Portuguese Oonsolidated Copper Mines 
(1889), 42 Ch. D. 160), but a resolution iu writing signed by the 
directors may be valid if the Articles so provide, and such an 
Article is often convenient in small companies. 

The minutes of general meetings are open to the inspection 6f 
members (S. 121), and should therefore be kept in a separate book, 
as it is usually undesirable that the Directors’ minutes should be 
so inspected. 

In a joint opinion of eminent counsel obtained by the Institute 
of Chartered Accountants it was considered that the words “ books 
of the company,” to which, under S. 134, auditors have access, 
include the Minute Books and Letter Books. 

DrREOTORS. 

It is appropriate at this point to mention the important require- 
ments of the Act respecting directors. Every public company 
registered after October 31, 1929, must have at least two directors 
(S. 139). 

A person cannot be appointed a director of a public company 
by the Articles, or be named as a director or proposed director 
in a prospectus or statement in lieu of prospectus, unless before 
the registration of the Articles or the publication of the prospectus, 
or the delivery of the statement in lieu of prospectus, he has per- 
sonally or by his agent authorised in writing — 

(а) signed and filed a consent in writing to act as such 
director, and — 

(б) either 

(i) signed the memorandum for a number of shares not 
less than his qualification (if any); or 

(ii) taken from the company and paid or agreed to pay for 
his qualification shares (if any); or 

(fii) signed and filed an undertaking in writing to take 
from the company and pay for his qualification shares (if 
any), or 

(iv) made and filed a statutory declaration to the effect 
that a number of shares not less than his quahfioation (if any) 
are registered in his name. 

A person who has filed the undertaking in (6) (iii) above is in the 
same position as a signatory to the memorandum (S. 140). 

A person who is an undischarged bankrupt cannot act as a 
director without the leave of the Court, imless the bankruptcy 
occurred before August 3, 1928, and he has continuously been a 
director of the company since before that date. Default is punish- 
able by imprisonment (S. 142). 

Every company registered after November 22, 1916, every 
foreign company establishing a place of businass in Great Britain 
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after that date, and every company licensed under the Moneylenders' 
Act, 1927, must show on its trade catalogues, circulars, showcards, 
and business letters the names, and nationality (if not British), 
and nationality of origin (if not the present nationality) of every 
director (S. 146). 

Members entitled to not less than one-fourth of the aggregate 
votes to which all members of the company are entitled, may make 
a written demand to the directors requiring the latter to furnish 
to all members within one month a statement, certified by the 
auditors of the company, showing as respects each of the last 
preceding years in respect of which accounts of the company have 
been made up the aggregate amount received in that year by way 
of remuneration or other emoluments by directors of the company, 
including fees received by such directors as directors of subsidiary 
companies, or as nominees of the company on the board of any 
other company. The company in general meeting may resolve 
within the month that the statement shall not be furnished. It 
is sufficient to state the total aggregate of all sums paid to all the 
directors, without specifying the emoluments of any individual. 
The emoluments must be gross, i.e. including any income tax, 
etc., paid by the company on any director’s behalf, and any 
commissions, allowances, or other perquisites (S. 148). 

It is the duty of every director who is in any way, directly or 
indirectly, interested in a contract or proposed contract with the 
company to declare his interest at a meeting of the directors of 
the company. A general notice that he is a member of a specified 
company or firm and is to be regarded as interested in any contract 
made thereafter with that company or firm is sufficient (S. 149). 
It is therefore advisable for directors to review their investments 
from time to time, and notify the Boards of any companies likely 
to be within this section. 

Where the whole or part of the undertaking or property of the 
company is being transfcri'ed, it is unlawful for any director to 
receive any payment for loss of office or in connection with his 
retirement unless the details have been disclosed to and approved 
by the members. An enhanced price for his shares is sufficient 
to bring a director within these provisions (S. 150) 

A director cannot assign his office except with the approval 
of a special resolution (S. 151). 

Audit. 

Appointment o£ Auditors. — Since 1900, the appointment of an 
auditor, or auditors, at each annual general meeting, to hold office 
until the next annual general meeting, has been compulsory upon 
every limited company, both public and private [S 132, s.-s. (1)]. 
The followmg persons are not quahfied for appointment as auditor : 
(a) a director or officer of the company; (6) except where the com- 
pany is a private company, a person who is a partner of or in the 
employment of an officer of the company; (c) a body corporate 
(S. 133). It is obvious that no director of the company, or official,; 
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subject to the authority of the directors, -would afford the members 
the independent audit required by the statute. Nor would a 
body corporate bring to bear the personal skill or discharge the 
onus wHch is laid upon an auditor to the same extent as would 
an individual person. 

If the desire exists to appoint an auditor other than the retiring 
auditor, at least fourteen days’ notice of the intention to nominate 
a new auditor must be given to the company by a member, and 
a copy of the notice must be sent to the retiring auditor. Not leSs 
than seven days’ notice must also be given to the members prior 
to the annual meeting [S. 132, s.-s. (3)]. The method by which the 
notice is to be sent to the members depends upon the Articles of 
Association, but it is usual to incorporate it in the notice calling 
the annual meeting which accompanies the Accounts and Beport 

If the members fail to appoint an auditor at the annual meeting, 
the Board of Trade may, upon the application of any member, 
appoint an auditor for the current year and fix his remuneration 
[S. 132, s.-s. (2)]. The first auditors may be, and usually are, 
appointed by the directors prior to the first annual general meeting. 
'V^en so appointed, they remain in office until the first annual 
meeting. The members can, of course, remove them at this meeting 
if they so desire, or at an earlier meeting, provided notice has been 
given to the auditors in the same manner as to members [S. 132, 
s.-s. (4)]. The directors may also fill any casual vacancy which 
occurs in the office [S. 132, s.-s. (5)]. 

The proposal for the re-election of the auditor should come 
from the general body of members and not from the directors 
The audit fee must be fixed by the persons appomting them [S 132, 
s.-s. (G)]. It nearly always forms part of the resolution reappointing 
the auditors. 

Rights and Duties of Auditors. — ^The auditor is the representative 
of the members, he has been judicially described as their “ watch- 
dog,” and is appointed to audit the accounts of the directors. His 
obligation is to carry out his duties as defined by statute (S. 134) 
He is quite independent of the directors, and acts not for them but 
for the members. His attitude is not, of course, hostile to the 
directors, unless for grave reason, and then it is his duty to report 
to the members. Sometimes joint auditors are appointed to safe- 
guard the rights of the debenture holders or different classes of 
members. 

The auditors must make a report to the members on the 
accounts examined by them, and on every balance sheet submitted 
ti the company in general meeting during their tenure of office. 
Tnis report must state whether, in their opinion, the balance sheet 
is properly drawn up so as to exhibit a true and correct -view of the 
state of the company’s affairs, accordmg to the best of their informa- 
tion and the explanations given to them, and as shown by the 
books of the company [S. 134, s -s. (1) (b)] 

The wording of the audit reports appended to the accounts of 
limited companies by auditors follows vesry much upon the lines 
suggested in a joint opinion obtained from eminent counsel by the 
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Institute of Chartered Accountants. In normal circumstances it 
usually takes some such form as the following: — 

To the Shareholders of the Blank Company, Limited 

TFe report to the Shareholders as follows . We have audited 

the above Balance Sheet dated We have obtained all 

the information and explanations we have required. In our opinion 
such Balance Sheet is properly drami up so as to exhibit a true 
and correct view of the state of the Company’s affairs according 
to the best of our information and the explanations given us and 
as shown by the books of the Company. 

If the auditors are of opinion that any particular matter ought 
to be brought to the attention of the shareholders, e.g. the valua- 
tion of the Investments, it is usual to qualify the report by the 
insertion of such some qualification as: — 

Subject to the value placed by the Directors upon the Investments, 
in our opinion, such Balance Sheet, etc. 

If the auditor’s report is too lengthy to print on the balance 
sheet, it must be attached to the balance sheet. A reference to 
it on the face of the balance sheet is not sufficient. The report 
must be read at the annual general meeting, and must be open to 
the inspection of the members [S 129, s -s. (1)]. 

S. 134, s.-s. (2) gives the auditors of the company access at all 
times to the books, accounts and vouchers of the company, and 
confers on them the right to examine the directors or officials 
thereon As has been stated above, the word “ books ” is held 
to include mmute and letter books. The term “ voucher ” is 
interpreted in its widest sense as including all documentary 
evidence which the auditor may call for in order to perform his 
duties. If the auditor is denied the information or evidence 
required by him, he must report to the shareholders that his 
requirements have not been complied with. 

It has been indicated elsewhere that the auditor is not 
responsible for the particular form in which the accounts of the 
company are presented, provided it complies with the Act and is 
not misleading, nor can he dictate to the directors the system of 
book-keeping they should adopt Reference should be made to 
pp. 346 et. sqq., on which are explained the statutory requirements 
regarding the accounts — S. 128, s.-s. (4) being particularlyimportant. 

Responsibilities of Auditors. — ^The interesting question as to how 
far an auditor is the “ agent of the members ” or an “ officer of 
the company ” and therefore liable for misfeasance under S. 276 
appertains more particularly to the student of auditing. Auditors 
will be wise to study carefully the cases of Spademan v. Evans 
(1868), 3 H.L. 171; London and General Bank, [1895] 2 Ch. 166; 
and Kingston Cotton Mill Co., Ltd., [1896] 1 Ch 6. 

After the failure of the “ Liberator group ” of companies, 
considerable attention was given to the position of auditors, and 
In re the London and General Bank, [1895] 2 Ch. 673, Lord Lindley 
gave a judgment which is often quoted, and has become the locus 
classicus in the disoussion of the auditor’s rights and duties: — 
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“ It is no part of an auditor’s duty to give advice, either to 
directors or shareholders, as to what they ought to do. An 
auditor has nothing to do with the prudence or imprudence of 
making loans with or without security. It is nothing to him 
whether the business of a company is conducted prudently or 
imprudently, profitably or unprofitahly. It is nothing to him 
whether dividends are properly or improperly declared, provided 
he discharges his own duty to the shareholders. His business 
is to ascertain and state the true financial position of the 
company at the time of the audit, and his duty is confined to 
that. But then comes the question; How is he to ascertain 
that position? The answer is, by examining the books of tho 
company. But he does not discharge his duty by doing this 
without inquiry and without taking any trouble to see that 
the books themselves show the company’s true position. He 
must take reasonable care to ascertain that they do so Unless 
he does this his audit will be worse than an idle farce. Assuming 
the books to be so kept as to show the true position of the 
company, the auditor has to frame a balance sheet showing 
that position according to the books, and to certify that the 
balance sheet presented is correct in that sense. . . . An 
auditor, however, is not bound to do more than exercise reason- 
able care and skill in makmg inquiries and investigations. He 
is not an insurer. . . . What is reasonable care in any par- 
ticular case must depend upon the circumstances of that case. 
Where there is nothing to excite suspicion, very little mquiry 
will be reasonably sufficient, and in practice I believe business 
men select a few cases at haphazard, see that they are right, 
and assume that others like them are correct also. Where 
suspicion is aroused more care is obviously necessary.” 

Lord Justice Lopes, In re Kingston Cotton Mill Company 
(No, 2), [1896] 2 Ch. 288, said: 

“ It IS the duty of an auditor to bring to bear on the work 
he has to perform that skill, care and caution which a reasonably 
competent, careful and cautious auditor would use. What is 
reasonable skill, care and caution must depend on the particular 
circumstances of each case. An auditor is not bound to be a 
detective, or, as was said, to approach the work with suspicion, 
or with a foregone conclusion that there is something wrong 
He is a watch-dog, not a bloodhound. He is justified in believing 
tried servants of the company in whom confidence is placed 
by the company. He is entitled to assume that they are honest, 
and to rely upon their representations, provided he takes 
reasonable care. If there is anything calculated to excite 
suspicion, he should probe it to the bottom; but m the absence 
of anything of that kind he is only bound to be reasonably 
cautious and careful. ... It is not the duty of an auditor 
to take stock; he is not a stock expert; there are many matters 
in which he must rely on the honesty and accuracy of others. 
He does not guarantee the discovery of all fraud.” 
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Where, consequent on a breach of the duties thus defined, a 
dividend has been paid, and reliance upon the audit report found 
misleading, the auditor has been held liable to repay the dividend 
thus imirroperly declared. For he has been held to be an “ oificer ” 
of the company, and liable, like its directors, to proceedings for 
misfeasance, hi {In re Londmi and General Bank (No. 2), [1896] 
2 Ch. 073) an auditor considered some of the items in the balance 
sheet unsatisfactory, and called the attention of the directors to 
the fact, and urg^ that no dividend should he paid, but was 
subsequently induced by the directors to omit any direct qualifica- 
tion in his report at the foot of the balance sheet, and a dividend 
was declared. As a result, both the auditor and the directors 
were held jointly and severally liable to repay the amount of the 
dividend The Court considered that such a vague phrase as “ the 
value of the assets as shown is dependent upon realisation ” was 
not sufficient. The warning to the members must be explicit. 

In a more recent case it was pointed out that the auditors 
of a oomiiany are bound to make themselves acquainted with 
their duties under the Companies Act and under the Articles of 
the company, and if the Balance Sheet which they have audited 
does not show the true financial condition of the company, the 
onus is upon the auditors to prove that any ensuing damage is 
not the result of a breach of duty on their part. It would appear 
that the adequacy of the warning is the crucial point, and in order 
to free himself from liability the auditor must clearly indicate 
to the members the items to which he takes exoeiition, In the 
case in question the company had no power to pay commission 
on placing its shares. The accounts showed that sums had been 
paid as commission for so doing The company, after discussion, 
approved the Balance Sheet, and it was hold that the auditors 
had not failed in their duty {In re Republic of Bolivia Exploration 
Syndicate (No. 2), [1914] 1 Ch. 139). 

The extent of the reliance which an auditor may place upon 
the officers of the company is a question which arises from time 
to time. An auditor had been appointed to investigate the con- 
dition of a business. He relied on information given him as to 
the stock by servants of the company. This proved to be incor- 
rect, and loss ensued. In an action brought against the auditors 
the Court cited Lopes, L. J., on the point, and added ■ — 

“ The auditor is to make a proper and reasonable investiga- 
tion of the accounts and stock sheets. If as a reasonably 
prudent man he ought to conclude on that investigation that 
something is wrong, it is his duty to call attention to the fact. 
It is not the duty of an accountant, in auditing the accounts 
of a company, to take stock, though he may well call for 
explanations of particular items in the stock sheets. But ho is 
entitled to rely on the documents vouched by servants of the 
business, unless he has reason for believing those servants to 
be dishonest” {Squire Gash Chemist, Ltd., v. Ball, Baker cfc Go., 
[1911] 106 L.T. 197; 28 T.L.B. 81). 
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iNSPBOnOIf. 

On the application of members holding not less than oiie-tenth 
of the shares issued (Banking oompames one-third), the Board of 
Trade may appoint Inspectors to investigate and report on the 
affairs of a company. Good reasons mnst be advanced, and the 
Board may require the applicants to give security not exceeding 
£100 for the payment of the costs. 

The officers and agents of the company must produce all bool^s 
and documents in their custody or power to the Inspectors, who 
may examine such persons on oath. 

The report of the Inspectors is made to the Board of Trade, 
who must forward a copy to the company and, on request, to the 
applicants for the investigation (S. 135). 

If the report makes it appear to the Board of Trade that any 
person is guilty of a criminal offence in relation to the company, 
the Board may refer the matter to the Director of Public Prosecu- 
tions, who may institute the necessary proceedings. The expenses 
of prosecution must be defrayed by the Board of Trade, but all 
other costs of the investigation may be directed to be paid by the 
company and/or the applicants (S. 136) 

The company itself may by special resolution appoint Inspectors 
who have the same powers as Inspectors appointed by the Board 
of Trade, except that they report to the persons named by the 
general meeting (S. 137). 

SUMMAEY OIT STATISTICAL BoOKS AND DOOTTMENTS. 

It may be well to conclude this chapter with a summary of 
the statistical books commonly found in the office of a public 
limited company, and with a list of the various returns which 
must be filed at one time or another during the ordinary course 
of a company’s business. 

Summary of Statistical Books. 

(a) Statutory Boohs.* 

(1) Minute Books (S. 120), comprising Directors’ Minute Book 

and General and Extraordinary Meetings Minute Book. 

(2) Copies of the Annual Eeturn contained in a separate part 

of the Eegister of Members [S. 110, s.-s. (1)]. 

(3) Eegister of Members and Index thereto (if necessary) 

(SS. 96-96). 

(4) Eegister of Charges (S. 88). 

(6) Eegister of Directors or Managers (S. 144). 

(h) Non-Statutory Boohs. 

(6) Debenture Holders Ledger. 

(7) Agenda Book. 

(8) Directors’ Attendance Book. 

* Proper books of acoount are also statutory books, but are not included 
in the list, which deals only with statistical books. 
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(9) Register of Allotment Sheets. 

(10) Register of Allotment Returns. 

(11) Transfer Register. 

(12) Register of Share Certificates. 

(13) Register of Certifications and Balance Tickets. 

(14) Dividend Book. 

(16) Transfer Fee Cash Book. 

(16) Call Book. 

. (17) Debenture Diterest Book. 

(18) Register of Probates. 

(19) Shareholders’ Address Book. 

(20) Register of Powers of Attorney. 

In the event of liquidation, the books and papers of the company 
are finally disposed of as may be directed by the Court in the 
case of compulsory liquidation or liquidation under supervision; 
in the case of a members’ voluntary liquidation as the company, 
by extraordinary resolution, may direct; and in the case of a 
creditors’ voluntary winding up as the committee of inspection, 
or if there is no such committee, as the creditors may direct (S. 283). 

Summary of Documents to be Filed. 

The following documents, where applicable, must be filed with 
the Registrar: — 

(1) Memorandum of Association (S. 12). 

(2) Articles of Association (S. 12). 

(3) Declarations as to Compliance with Regulations (S. 15, 

s.-s. 2, and S. 94, s.-s. (1) (c) and s.-s. (2) (c)). 

(4) Consent to take the name of an existing company (S 17). 

(6) List of Directors (S. 140). 

(6) Consent to act as a Director (S. 140). 

(7) Statement of Nominal Capital. 

(8) Undertaking by Directors to take and pay for their 

Qualification Shares (S. 140). 

(9) Declaration by Directors that Qualification Shares have 

been registered m their names (S. 140). 

(10) Prospectus (S. 34) or Statement in Lieu of Prospectus 

(S. 40). 

(11) Statement of the Amount or rate per cent, of Commission 

in respect to shares (S 43). 

(12) Statutory Report (S. 113). 

(13) Annual Return of Capital, Members, and Directors 

(S. 110). 

(14) Consolidation, Division, Subdivision, or Conversion of 

Shares into Stock, or of Reconversion of Stock into 
Shares, or of Redemption of Redeemable Preference 
Shares or of Cancellation of Shares (S. 51). 

(16) Returns as to Increase of Capital (S. 62) or of Members 
fS. 7, s.-s. (3)]. 

(16) Reduction of Capital (SS. 55, 68, 118). 
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(17) Notices of situation of, or change of, Registered Office 

(S. 92). 

(18) Copies of any Extraordinary or Special Resolutions 

(S. 118). 

(19) Particulars as to Directors or Managers (S. 144). 

(20) Pveturns of ARotments (S. 42). 

(21) Particulars of Contracts in respect of shares issued other- 

wise than for cash (S. 42). 

(22) Particulars of Debentures, Mortgages, and Charges 

(SS. 79. 80, 81, 86, 91). 

(23) Memorandum of satisfaction (S. 84). 

EXAMINATION QUESTIONS. 

1. Explain the terms: (a) Company; (6) Unlimited Company; (o) Limited 
Company. {Royal Society Arts.) 

2. What exactly do you understand by the expressions " a company 
limited by shares ” and " a company hmited by guarantee ” ? How will 
the contents of the Memorandum of Association of a Company differ according 
to whether it is (a) Limited by shares; (6) Limited by guarantee and having 
a share capital; or (o) Limited by guarantee and not having a share capital’ 
{Chartered Accountants ) 

3. Define the several lands of companies which may bo incorporated 
under the Companies Act, 1929. Eor what purposes, to what extent, and how 
may a company change (a) its name, (6) its objects, (c) its Articles of Associa- 
tion ? {Incorporated Accountants.) 

4. What special provisions are made by statue with respect to the 
registration with limited Lability of Associations not formed for profit without 
the addition of the word " Limited ” to their names ? {Chartered Accountants.) 

5. What restrictions must appear in the Articles of Association of a Private 
Company? What is the effect of failure to comply with them? 

6. Specify the particulars that a prospectus issued by or on behalf of a 
company must disclose. {Incorporated Accountants.) 

7. What aro the matters which must be stated in the prospectus? If a 
prospectus contains false statements, how far is a director hable to indemnify 
a person injured by them’ {Royal Society Arts.) 

8. The prospectus of a company contained certain statements that were 
false. Can X, a shareholder in the company, set aside his share contract, 
and, if so, what must he prove ? {Central Association Accountants ) 

9. Holying on cerlam statements in the prospectus issued by a limited 
company, A applied for, and was allotted, 100 £1 shares He has recently 
discovered that these statements were wholly untruo, and has commenced 
an action against X and Y, who are directors of the company, to recover 
damages in respect thereof. What must A prove iu order to succeed? 
Wliat defences are open to X and Y ? In the event of A recovering damages 
against X and Y, are X and Y entitled to contribution to any and what 
extent from the other directors? {Incorporated Accountants.) 

10. What various particulars must the prospectus of a company contain 
with respect to its directors, and their interests and obligations ? {Chartered 
Accountants.) 

11. What is the general liability of directors for statements made in a 
prospectus; and in what oases can they rehove themselves of such liability? 
{Inemporated Accountants.)^ 

12. How does the law now stand as regards the disclosure of contracts 
in a prospectus? {Chartered Accountants.) 

13. To what extent is a director of a limited company liable in damages 
for mis-statements contained m the prospectus of the company? How far, 
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if at all, is a director against whom damages have been recovered for such 
mis-statomont, entitled to oontnbution from the other directors? {Incor- 
porated Acoomitants ) 

14. What particulars must the prospectus of a company now contain 
with respect to: — (a) Shares and debentures previously issued; (5) Names 
of vendors; (c) Materml contracts? Who is included imder the term 
" vendor ” for this purpcss ? {Incorporocted Accountants ) 

15. Distinguish between Underwriting Commission and Commission on 
placing Shares, and define your duties as auditor with regard to each. 
{Incorporated Accountants.) 

16. In what oiroumstanoes, and subject to what conditions, may com- 
missions for underwriting be paid? (Ohart&ed Institute Secretaries.) 

Vt. What conditions must bo satisfied before a company oan pay a com- 
mission to persons underwiitmg an issue of its shares? Can a company 
in any eircumstances issue shares at a discount? (Chartered Accountants.) 

18. What IS an Underwriting Agreement, and in wlial conditions is such 
an agreement permissible? (Royal Society Arts ) 

19. Xhe O.L.M. Co., Ltd., was formed with a capital of £100,000 in £1 
shares, the whole amount being issued to the public. The underwriting was 
as foUows; A, 36,000; B, 20,000; 0, 30.000; D, 10,000; E, 2,000; 
P, 3,000, 

All marked forms were to go in relief of the underwriters whose name 
they hear. 

The applications on forma marked by tho underwriters were: A, 10,000; 
B, 20,000 ; 0, 22,500; D, 7,600; E, nil; E, 6,000, 

Apphoations for 20,000 shares were received on forms not " marked.” 

Draw up a statement showing the number of shares each underwriter 
had to take up. (Chartered Accountants.) 

80, Define carefully the legal position of a person who is the promoter 
of a company in relation to tho company. Is a promoter entitled under 
any, and if so, what ciroumstancea to sell his own property to a company 
promoted for the purpose of buying it? Is a promoter hable to account 
for profits made by him in the promotion of a company? (Incorporated 
Accountants.) 

21. What conditions must be satisfied before a person is capable of being 
appointed a director of a company (not being a “ Private Company ”) by its 
Articles of Association? (Chartered Accountants.) 

22. The first directors of a company are usually named in the Articles: 
what must be done by the directors before such an appointment is valid ? 
(Oetitroi AssocioMmh Accountants.) 

23. What are the contents and functions of the Memorandum of Assooia- 
tion of a company? (Chartered Accountants.) 

24. What is the difference between the Memorandum and the Articles 
of Association of a company, and what in particular must be stated in the 
Memorandum? To what class of companies, and to what extent, do tho 
regulations of Table A apply? (Incorporated Accountants.) 

25. Define the Memorandum. How far may it be altered or extended ? 
(Royal Society Arts.) 

26. Consider the effect of separate clauses in the Memorandum of Asso- 
ciation of a company giving the company powers mdependent of the main 
object of the company. (Central Association Accountants.) 

27. How, and to what extent, may the objects clause in the Memorandum 
be altered? (Ohxsrtered Institute Seeietaries.) 

28. What is the effect of the word " limited ” in the name of a company, 
and when may it be dispensed with? What is meant by " reserve liability,” 
and in what cases is the hability of the directors unlimited ’ When may a 
director or officer be held to be personally liable for acts purporting to be 
done by him on hebaE of the company? (Incorporated Aooountants.) 
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29. The Heliograph Oo., Ltd., is offering for public subscription 10,000 
shares of £1 each, 2s 6d. per share to be paid on application, and 2s. 6d. on 
allotment. The minimum subscription is 600 shares, and the director’s 
qualification is 300 shares. How does the Companies Act, 1929, insure that 
these conditions shall be complied with by the company’ What penalties 
are imposed in ease of breach? (Oentral Association Accmmtants.) 

30. When may a company reduce its capital: (a) Without leave of the 
Court; (i) With leave of the Court? 

What steps must be taken for reducing capital when the sanction of the 
Court is necessary? {Incorporated Accountants.) 

31. What are the limits to the right of directors (a) to make calls; (b) to 
allow shareholders to make payments on their shares before any call is made ? 
{Royal Society Arts.) 

32. What is a call ? Under what circumstances, if any, may the directors 
of a company allow shareholders to pay up the amount due on their shares 
before any call has been made? X and Y are shareholders in the Blank 
Company, Ltd. X has transferred his shares to Z. Y’s shares have been 
forfeited by the directors. Discuss the liability {a) of X for future calls; 
(6) of Y for past calls. {Incorporated Accountants.) 

33. The Articles of Association of a company permit the directors to 
receive from shareholders payment in advance of their calls, allowing them 
interest on such advances. Is such interest necessarily dependent upon 
profits, and how should interest due and paid under such an arrangement 
be treated in the Profit and Loss Account? {Chartered Accountants.) 

34. State shortly the effect of the ordinary provisions of Articles of 
Association as to forfeiture of shares. {Chartered Institute Secretaries.) 

35. What provision is usually mode by the company’s Articles of Asso- 
ciation as to forfeiting shares on failure to pay calls ? How can the company 
deal with shares so forfeited ? Can they be resold, and, if so, do tho ordmary 
restrictions as regards issumg shares at a discount apply? (Central Associa- 
tion Accountmts ) 

36. The directors of a limited company forfeited 1,000 Ordinary Shares 

of £1 each owing to non-payment of tho final call of 10s. per share. The 
shares were subsequently reissued to another shareholder for a cash payment 
of 22s. 6d. per share. '' 


(1) Are these prooeedmgs intra virest 

(2) What steps should you take to enable you to arrive at a decision? 
(8) How should the transactions be dealt with in the Balance Sheet 

which you are asked to certify? {Chartered Accountants.) 


37. Explain the following classes of shares —(1) Ordinary; (2) Cumula- 
tive Proforenoe, (3) Deferred Ordmary; (4) Management; (6) Pounders’. 
{Chartered Institute Secretaries.) 


38. Define tho following: {a) Ordmary Shares; (6) Ordinary Stock; 
(o) Cumulative Preference Shares; (d) Debentures. {Central Association 
Accountants.) 


39. What is a " Cumulative Preference Share ” ? Tho A. B Company 
IS three years in arrear with tho dividends on its 1,000 6 per cent. Cumu- 
lative Preference shares of £1 each. Would this fact aSeot tho annual 
accounts ? If so, how ? {Royal Society Arts.) 


40. " A company cannot acqmre its own shares.” 

How far is this statement of the law accurate ? Explain and annlv it 
m the following cases; (a) The Bountiful Coal Company, Ltd., has ™wer 
mider its articles to purchase its own shares. WyKo, a shareholder, sells his 
shares to the company and sues them for the price, (6) Li accordance with 
a special resolution of tho Pusoil Company, Ltd., a holder of 6 per cent. 
Preference shares surrenders his shares to the company in exchange for 
0 per cent. Preference shares. (CenVral AaaoGiation AccouniantSe) 

41. Has a company any implied power- {a) to borrow money; (b) to 
charge (1) its property, (2) its uncalled capital, as security for a loan? If a 
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company bonrows beyond its powers, what are the remedies (if any) of the 
lender for the money lent? {Ineorporated Accountants.) 

42. Explain the meanmg, and contrast the advantages, of the following 
classes of shares' Preference Shares; Cumulative Preference Shares; 
Ordinary Shares; Participatmg Ordinaiy Shares; Fomiders’ Shares. {Royal 
Soc%ety Arts.) 

43. What is a Debenture? Give a draft of the principal terms and 
conditions which might be expected to be found contained therein, [Omtml 
Association Accountants.) 

44. Explain the meanmg of " debentures secured upon the undertaking 
of a company.” (Chartered Accountants.) 

45. Define : Debenture to Bearer, Registered Debenture, Scrip Certificate, 
Talon. (Central Association Accountants ) 

46. Distinguish Debentures and Debenture Stock. Can a company 

(a) lawfully issue debentures which purport to be irredeemable; (6) enforce 
specific performance of a contract to subscribe for debentures of the company ? 
(Incorporated Accountants.) 

47. " A receiver may be appointed in a debenture holder’s action if the 
security is m jeopardy.” Explain this statement. (Central Association 
Accountants.) 

48. What mortgages and charges have to be registered by a company, 
and what particulars thereof are prescribed to be recorded (a) by the Registrar, 
and (b) by the company respectively’ What are the oonsaquenoes Of default 
herein on the part of the company, and how may the Register bo rectified, 
and satisfaction of any such mortgages, or charges, be evidenced ? (Incor- 
porated Accountants.) 

49. Under what conditions are you, as auditor, prepared to approve; 
(o) The expense of underwritmg the issue of its shares by a new company; 

(b) the expense of issuing debentures at a disooimt and underwritten. 
(Chartered Accountants.) 

60. What 18 usually the primary object, and what are the principal 
advantages, of collaterally seouring debentures by a trust deed? (Chartered 
Accountants.) 

51. What are ” Debentures to Bearer ” ’ Consider their advantages and 
defects from the point of view of (a) the company, (6) the holder. (Centred 
Association Accountants.) 

62. Explain the term " Floating Oliarge.” 

A company issues a series of debentures limited to £1,000 by way of 
floatmg charge, m 1900, and a similar senes in 1910. Can the second series 
rank pari passu with the first? (Central Association Accountants.) 

63. What is a Floatmg Charge ? How far is it liable to be postponed to 
the rights of other creditors ? (Royal Societs/ Ar<s ) 

64. What is meant by a *' Trust Deed empowering the appointment of 
a receiver ”? Explain the terms " Fixed Charge ” and “ Floating Charge ” 
(Chartered Accountants.) 

56. What are the provisions of the Companies Act, 1929, with respect 
to the (a) Registration of Articles; (b) application of Table A; (o) form and 
signature of Articles; (d) alteration of Articles? (Incorporaled Accountants.) 

66. Upon what special points should an auditor examme the Articles of 
Association of a company for guidance? (Chartered Accountants.) 

57, la there any limitation on the right of a oompany to alter its Articles ? 
(Royal Society Arts.) 

68. In what oiroumstanoes may debentures be reissued by a company 
after they have been paid ofi or purchased by the company? (Chartered 
Accountants.) 

69. What is the effect ef the Registrar’s Certificate of Incorporation of 
a Oompany? What rules and regulations should be observed in regard to 
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the signature by the subscribers of a Memoraoudum of Association proposed 
to be presented for registration’ {CJuwtered Accountants.) 

60. What is meant by " Allotment of Shares ” ? When and hoir does an 
allottee become a member of the company? {Royal Society Arts.) 

61. What conditions must be complied 'with before a valid allotment of 
the share capita! of a company can be made? What is the effect of an 
irregular allotment? What return as to allotmenls must be mode and to 
whom? {Incorporated Accountants.) 

62. What duties ’ a'fe imposed upon a company by Section 42 of the 
Companies Act, 1929, after it has m^e am allotment of its shares: (a) -where 
the shares are allotted for cash; (6) where the shares are allotted as fully 
or partly paid up otherwise than m cash? {Chartered Accountants.) 


63. What conditions must be complied with, {a) before any allotment 
of shares is made to the public, (6) the company exercises any of its borrowing 
powers? What power has a company to cancel, or subdivide, its shares? 
{Incorporated Accountants.) 

64. What is the legal position of a person who has subscribed for shares 
in a company, the issue of which has been ultra mresl {Chartered Institute 
Secretaries.) 

65. What are Share Warrants? What rights are conferred by statute 
on the bearers of such warrants’ {Chartered Accountants ) 

66. In what manner are shares transferred? Has a shamholder an 
unrostrioted right to transfer his shares? Con the directors of a company 
refuse to register a transfer of shares, with or without specifying any grounds 
for such refusal? {Incorporated Accountants.) 

67. You arc instructed by the directors of a limited company to examine 
and mitial as correct all new share certificates before they are submitted to 
them for signature and sealing. 

State in detail how you would proceed, and what books and documents 
you would examme. {Chartered Accountants.) 

68. Define the following. Certified Transfer; Transfer Foe; Probate 
Fee; Transfer Receipt; Balance Receipt; Proxy; Letter of Allotment. 
{Incoiporated Accountants ) 

69. Explam briefly: Certification; Blank Transfer; Surrender; Vendor 
(in a prospectus); Perpetual Debentures (Chartered Institute Secretaries.) 

70. What particulars must the register of members of a company con* 
tain ’ What are the provisions of the Companies Act, 1929, with regaid to 
(a) inspection, (6) obtaming copies of the register? {Incorporated Accountants.) 

71. In what difierent ways does a person (a) become, (b) cease to be a 
member of a company? {Incorporated Accountants.) 

72. In what oireumstances can a member of a company procure his name 
to be removed from the register of members on the ground that he was 
induced to subscribe for his shares by fraud ? (Chartered Accountants.) 

73. In what ruanner are shares in a limited company transferred ? Are 
there any restrictions on the right of a member to transfer his shares ? Can 
the directors lawfully refuse to register a transfer of shares without speoifjmg 
any ground for such refusal? {Incoiporated Accountants.) 

74. The officials of limited compames are under obligation to file certain 
returns with the Registrar of Companies. Are any of those returns of a 
financial nature ? H so, briefly describe them. (Royal Society Arts.) 

75. What IS a “ Register of Mortgages ” ? Where must it be kept, and 
^at mformation should it oontam to comply with the Companies Act? 
(Ohmtered Accountants ) 


76. State the requirements of the Companies Aet, 1929, 
Rotnm.” When must it be made out and who 
{Central Association Accountants.) 


as regards the 
must sign it? 


77. What reports must be contained in a Prospectus? What 
provisions of the Companies Act, 1929, as to OffeiB for Sale? 


the 
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78. What must the Annual Ketum of (o) a private company, (&) a 2Dublio 
company contain, and to what date must it be brought ? (Oenl/ral Association 
Accountants.) 

79. Briefly describe the differences which exist between a public and a 
private limited company (Royal Society Arts ) 

80. What advantages does a company gam by turning itself into a private 
company, as defined by Section 26 of the Companies Act, 1929? What 
provisions does that Act contain for a private company turning itself into 
a public company t (Ohartered Accountants.) 

81. What is meant by a " private company ” under the Companies 
Act, 1929 ’ Mention some of the privileges and immunities conceded to such 
a company, and state how it may turn itself into a public company. (Incor- 
porated Accountants.) 

83. What limit is placed on the number of members of a private company ? 
How is the private character of a company terminated ? (Central Association 
Accountants.) 

83. What are the conditions under which shares may be issued at a 
discount ? 

84. State the various kinds of meetmgs of shareholders and the rules 
relating to each. (Royal Society Arts.) 

85. What statutory obligations aro imposed ipion limited companies as 
regards the holding of General Meetings’ What rights and romotlios are 
given to shareholders in regard to the summoning of General Meetings’ 
(Chartered Accountants ) 

86. Bistmguish between Ordinary and Bxtraordmary Meetings, referring 
especially to the business capable of being transacted at either. When can 
and must they be held ? (Ohartered Institute Secretaries.) 

87. What provision is made by the Companies Act, 1929, with respect 
to the oonvenmg of Bxtrooidinary General Meetmgs of a company on the 
requisition, of shareholders? (Chartered Accountants.) 

88. How and by whom may a General Meeting of a limited company 
be called, and what voting powers wiU its members have, where the Articles 
of Association of the company contain no provisions dealing with these 
matters? (Ohartered Accountants ) 

89. What powers has the chairman of a company meotmg to ad,joum 
the meeting ? Can he be compelled to adjourn a meetmg ? (Royal Society 
Arts.) 

90. State briefly the distmotions between an “ ordmary,” "extra- 
ordinary,” and " special ” resolution of a company. Bor what different 
purposes is a special resolution required by statute ? (Chartered Accountants.) 

91. By Clause 1 of the Memorandum of Association of the Catchpenny 
Company, Ltd., the capital consists of £6,000 divided into 3,000 Preference 
shares and 3,000 Ordmaiy shares of £1 each. Holders of preference shares 
are entitled to a preferred dividend of 5 per cent, and to share the balance 
of profits with the ordmaiy shareholders. The directors now propose to 
devote the whole of the balance of profits after payment of the preferred 
dividend to the ordmary shareholders What meetmgs nnd resolutions are 
necessary if this alteration is to be made ? (Central Association Accountants.) 

93. Are limited companies under statutory obligation to keep Minute 
Books? Are companies’ auditors entitled to inspect these books? 

Mention two items for which you would need the sanction of the Share- 
holders’ Minute Book, and three for which reference to the Directors’ Minute 
Book would be necessary. (Chartered Accountants.) 

93. What information would you expect to derive from the "Board 
Minute Rook” of a company? Would you consider that entries in such 
book were, in all cases, sufficient authority for you to approve payments 
or transactions connected therewith ? If not, state some exceptions. (Char- 
tered Accountants.) 
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94. What aro the '' powers and duties of auditors ” under the Companies 
Act, 1929? {Chartered Aoeountanta.) 

95. Can the directors of a limited liability company fix the rernuneration 
of the auditors, or must the same be approved by the members in general 
mooting? Comment hereon. {Central Asaociation Accountants.) 

96. If a person other than a retirmg auditor to a limited liability company 
is nominated for the appointment, what formalities are necessary according 
to Section 132 of the Act of 1929? {Central Association Accountants.) 

97. Has an auditor the right of access to (he Board Minute Book of a 
Company to which he has been appointed auditor? What are the pro- 
visions, if any, of the Compames Act of 1929 m regard thereto? (Central 
Association Accountants. ) 

98. What statutory books are compulsory for use by a limited liability 
company ? Give a short statement as to what is required to be entered 
in each book. (Ghaitered Accountants.) 

99. What are the returns reqmred under the Acts to be filed at the 
office of the Registrar of Companies; and what other documents would you 
oxpeot to find on the file? {Chailered Accountants.) 

100. Define a " special resolution,” and give two instances where such 
a resolution would be necessary to authorise transactions you are asked to 
certify as auditor to a limited company. {Ghaitered Accountants.) 

101. Bor what purposes are the following books kept, as apphed to 
a limited oompany: (a) Allotment Book; (b) Register ot Members; 
(o) Mmute Book; (d) Register of Mortgages? (Chartered Accountants.) 

102. Under the Companies Act, what books and documents are open 
to the inspection of the public at the registered office of the company? 
{Chaptered Accountants.) 

103. State in detail the provisions contained in the Companies Act, 1929, 
for the removal of defunct companies from the Register. (Incorporated 
Aoeountanta.) 

104. The prospectus of the 6 per cent. War Loan, 1929-47, announced 
that applicants were entitled to have their holdings allotted in any of the 
following forms- (a) Lisoribad as Stock; (b) Registered as Stock; (c) Bonds 
to Bearer. Explain the meanmg of these terms of issue, and describe the 
relative advantages and disadvantages of the three classes of security. 
{Royal Society Arts.) 

105. Explain the terms: (1) Nommal Capital; (2) Issued Capital; 
(3) Suhsorihed Capital; (4) Raid-up Capital; and (6) Unpaid Calls. 
Dlustrate yonr answer by showing how these items are stated in the balance 
sheet of a limited oompany. (Chartered Institute Secretaries.) 

106. Describe the steps necessary for the actual formation of a new 
company. (Royal Society Arts.) 

107. Define shortly: Contributory; Cumulative Preference Shares; 
Floating Charge; Member; Statutory Meeting. (Chartered Accountants.) 

108. What legal documents of a company should an auditor examine 
prior to the commenooment of a first audit, and to what points should his 
special attention be directed in the examination ? (Incorporated Accountants ) 

109. What do you understand by (a) a Cumulative Preferential Dividend . 
(6) an Issue of Bonus Shares, (c) a Founder’s Share? For what purposes 
are founders’ shares usually employed ? (Chartered Accountants.) 

110. The directors of a joint stock oompany pay dividends out of capital 
The oompany is afterwards wound up. Will the directors be under any, 
and, if so, what liability, collectively or individually, to the liquidator? 
(Chartered Accountants.) 

111. Give instances of the illegal expenditure of the Capital of a company. 
(Incorporated Accountants.) 

112. Give examples of acts which are uVrra vires (a) of directors, (b) of 
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120. Rule a Form of Register of Members and Share Ledger tor Brown, 
Jones & Company, Ltd., and record the following transactions. — 

August 1, 19, .. — ^Henry Jones, ironmonger, Philpot Street, London, B.C., 
applied for 10,000 Ordinary Shares of £1 each, and paid 2s. 6d. per 
share on application. 

August 10th. — The directors allotted Heniy Jones 8,000 shares, on which 
5s. per share was payable on application and allotment. 

August 20th. — Henry Jones paid the balance due from him in respect 
of the shares allotted to him. (Chartered Accountants ) 

121. Explain concisely the meanings of the terms "member,” “statutory 
meeting,” '' floatmg charge.” What meanings are assigned to the terms 
"promoter” and "expert” by the section of the Companies Act, 1929, 
dealing with the question of liability for statements in a prospectus ? 
(Chartered Accountants ) 

122. The recent Report of a banking company referred to the fact that 
"the reserved liability amounted to £10,000,000.” 

Explain the significance of this statement. (Chartered Accountants.) 

123. A limited company redeemed ten 6 per cent. Debentures of £100 by 
purchase in the market at 98 early in 19 In November of that year the 
same Debentures were reissued by the company at par 

Is this transaction tntra mresl If you think it is, state your authority, 
give the entries you would expect to find in the company’s books, and detail 
your procedure as auditor in connection therewith. (Chartered Accountants.) 

124. Wliat IS (a) a Coupon; (6) a Talon’ Describe the occasions upon 
which an auditor is oonoerned with them. (Chartered Accountants.) 

125. Briefly describe the uses and contents of the undermentioned registers 
as employed by limited companies. 

State the oooasions, if any, upon which the auditor is concerned with 
thorn: (a) Register of Probates, (6) Register of Mortgages; (o) Register 
of Balance Certificates, (d) Register of Sealed Documents. (Chartered 
Accountants.) 
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Joint Stock Companies — II. 

Company Accountanoy. 

Every company must cause to be kept proper books of account 
with respect to. — 

(а) all receipts and payments, and the matters in respect of 
■which they take place, 

(б) all sales and purchases of goods; 

(o) the assets and liabilities (8. 122). 

Severe penalties are pro'vided for default of this provision. 
Moreover, if the company is wound up and it is shown that proper 
books of account were not kept throughout the two years immedi- 
ately preceding the commencement of the -winding up, every director, 
manager or other officer of the company who was Imowingly a 
party to or connived at the default, unless he can show that he 
acted honestly and that in the circumstances in which the company’s 
business was carried on the default was excusable, is liable to 
imprisonment. 

Eor this purpose proper books of account comprise such books 
or accounts as are necessary to exhibit and explain the transactions 
and financial position of the company, including books containing 
entries from day to day in sufficient detail of all cash received and 
dash paid, and, where the trade or business has involved dealings 
in goods, statements of the annual stocktakings and (except in 
the case of goods sold by way of ordinary retail trade) of all goods 
sold and purchased, sho-wing the goods and the buyers and sellers 
thereof in sufficient detail to enable those goods and those buyers 
and sellers to be identified (8. 274). 

It has already been mentioned that the ordinary books of 
account suitable for use in any particular trade by a private firm 
are, in similar circumstances, suitable for the peeds of a limited 
company. There are, however, certain events that may, and others 
that must, occur in the history of a limited company which are 
outside the experience of a private firm, and which need to be 
specially considered. 


Opening Entries. 

In the previous chapter, the various steps in the formation of 
a public company were treated from the statutory and statistical 
points of view. Of the procedure there described, the first entries 
228 
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affecting the financial books would arise in connection with the 
applications for and allotment of shares, and subsequent calls, 
if any. 

Examph . — Rayon d’Or, Limited, opened a subscription list on 
December 17th for the following; — 

100,000 7 % Preference Shares of £1 each. 

100,000 Ordinary Shares of £1 each. 

1,000 6 % Debentures of £50 each. 

'Both classes of shares were payable — 

6s. on application. 

6s. on allotment. 

5s. one month after allotment. 

6s. two months after allotment. 

The debentures were payable: — 

£10 on application. 

£80 on allotment. 

£20 one month after allotment. 

The subscription list was closed on December 20th, the whole of the 
ordinary shares and debentures being subscribed, while the preference 
issue was over-subscribed to the extent of 10,000 shares. On Decem- 
ber 23rd the directors proceeded to allotment, sending out on that day 
allotment letters for the whole share and debenture issues, and also letters 
of regret, with cheques for the deposits paid, to the applicants for the 

10,000 preference shares over-subscribed. The total amount due on 
allotment was paid op or before December 31st, and the two calls were 
also duly paid. The entries necessary to record those transactions are 
given at pp. 231-236. 

In connection with the above issue, three separate banking 
accounts should be opened at the company’s bankers: the first 
for the ordinary share issue, the second for the preference, and 
the third for the debenture issue When the list is closed, the 
pass books relating to these accounts, each with the relevant 
application forms (printed on three differently coloured papers), 
will be handed to the company. If the Bank has not yet adopted 
the modern method of machine accounting, and automatically 
the pass books are not in loose leaf form, the company should 
arrange for the Bank to supply sheets rather than bound books, 
as the sheets expedite handling and cheolung. A special Cash 
Book, sometimes called a Shareholders Gash Book, containing 
separate columns for each class of capital, is then written up from 
the pass books and application forms. It is particularly desirable 
that the bankers should he requested to enter the application 
moneys in the pass books under the names of the applicants, and 
not under the munber of the application form, for however the 
latter course may economise the time of the banker, it only compli- 
cates the work of the company accountant. The totals only of this 
special Cash Book are, in due course, incorporated in the general 
Cash Book of the company. The same totals are also passed into 
the Ledger by means of Journal entries. 

Where there are a large number of small applications, including 
applications for two or more classes of shares from the sarne person, 
the employment of a special columnar cash book greatly facilitates 
the work of balancing, but where the issue is small a special column 
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or columns may be ruled in the general Cash Book to accommodate 
the entries, the totals of which can he extended to the ordinary 
cash columns. 

A similar method to that described above in connection with 
the application moneys is employed for the allotment receipts 
and for each call. In this way the general Cash Book is relieved 
of a multitude of items, and a convenient, detailed record of share 
capital receipts is provided for the purpose of posting the Share 
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CASH BOOK. 

Note. — I n order to save space these items have been shown in one 
column. In practice all the details composing the various totals would 
be shown in a separate column for each class of Capital m order to facilitate 
the balancing of each mstalment. 

Da. Ca 
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Calii Agootjnt (7 % Pkeb^kenoe} Sharks).* 15 


To Share Capital 


• In practice a separate Ledger Aecount would be opened for each Call. 



Register. These stibsidiai’y allotment and call cash books are 
written tip from the application letters, and from the strips attached 
to the allotment letters and call notices (see p. 239), wlilch are 
handed over daily to the company by the bankers: and the Cash 
Book entries are subsequently checked with the separate pass 
books. When the application, allotment or call (as the case may 
be) IS complete, the amounts standing to the credit of the separate 
banking accounts are transferred to the credit of the company’s 
general account At the same time the subsidiary Cash Books 
axe balanced and closed. If any balances remam on the subsidiary 
Cash Books, they represent unpaid allotment moneys or calls. A 
list of these should be prepared, showing how the amounts are 
made up, and the necessary steps should be taken to secure pay- 
ment. Forms of subsidiary Share Capital Cash Books are given 
at p. 229. 

Issue oe Shares at a Premium, 

With the exception of certain parliamentary companies governed 
by the Companies Clauses Consolidation Acts, 1846, no limited 
company has power to issue shares at a discount, except under the 
restrictions of S. 47 (see p. 175), but a company may issue its shares 
at any premium which its popularity can command. It is obvious 
that when a company’s shares are quoted at a premium, the issue 
of fresh capital at par to strangers would be unfair to the existing ■ 
shareholders, and the whole proceeding would evince foolish neglect 
on the part of the directors to utilise the opportunity for strengthen- 
ing the company’s financial position. An issue of fresh capital at 
a premium is usually first offered to the existing shareholders pro 
rata, and allotment and renunciation letters are sent to them as 
described at pp. 166-173, The entries in the financial books, necessi- 
tated by the issue of shares at a premium, are shown at pp. 236-7. 
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Application and Allotment Sheets, as described in the previous 
chapter, should be prepared for the service of the new issue of 
shares, an additional column being provided for the amount due 
by way of premium on each allotment. No alteration in the 
Share Register is necessary. The amount of the Premium on 
Shares Account should be separately stated on the liability side 
of the Balance Sheet as a capital reserve, and should not be merged 
in the general reserve. If the amount is added to the general 
reserve it is apt to be used for general losses and depreciations, 
which should be met out of current revenue; or even for payment 
of dividends, whereas, it is submitted, such funds should con- 
stitute an addition to the company’s worting capital, or be used 
to meet exceptional capital losses. T h i s suggestion is, however, 
a counsel of prudence rather than of law, for it would appear from 
the decision in Hoare ck Co , [1904] 2 Oh. 208, that premiums 
obtained from the issue of shares may he used in any way the 
company may decide so long as it is not opposed to the company’s 
regulations, In some cases the Articles, or the special terms of 
issue, provide that premiums shall be carried to capital reserve, 
But this appears to conflict with the dictum of Romer, L.J., In re 
Illustration . — Bayon d’Or, Limited, ofiered, on June 1, 19. for public 
Bubsoription 100,000 Ordinary Shares of £1 each, part of its unissued 
capital, at the price of £1 5s. per share, payable 6s. per share on applioation, 
10s. on allotment (moluding the premium of 6s. per share), and the balance 
(lOs.) in one month from the date of allotment. The subscription list 
closed on June 3, 19. ., when the whole of the issue had been subscribed. 
The Directors met on June 4th, and proceeded to allotment All moneys 
due on allotment and call were paid on or before June 6th and July 6th 
reapeotively, 

ISSUE OF SHARES AT A PREMIUM. 
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3 Applications and Allotment Account (Oedinaey Shabbs), 3 
Dr. , Cr 



The National Banh of Wales, Lid., [1899] 2 Ch. 629, at p. 666; 
“Premiums on the issue of shares are not ordinary trading profits; 
they are rather in the nature of an increase of capital.” 


CaMiS. 

It has been shown in the two preceding illustrations how calls 
are passed in total into the financial books of a company. 

The following points of detail in connection with calls may also 
be mentioned. 

The due dates and amounts of the calls' are frequently specified 
in the prospectus When this is not the case, the directors, con- 
formably with the regulations in the Articles, will authorise calls, 
as and when required, by resolutions duly recorded in the Directors’ 
Minute Book. A call resolution must state the amount of the call 
and the date when it is payable. The directors are bound by the 
Articles of Association or by any regulations as to calls which form 
part of the terms of issue, but, in the event of liquidation, the liqui- 
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I 

u 


•s" 




1 

dator is not so bound, and 
Pi’oceed to make a call 
i ° 1 immediately he is appointed . 

f.s|||„SS! advisability, m the 

gf s = sl|s ease of large issues, of em- 

i " ploying separate cash bnnlro 

1 

1 

I rarest 

^ and opehing separate hank 

«: accounts for each call and 

w for each class of capital has 

ol 

already been mentioned 
(see p. 230). 

The form of a, call let,+.Ar 

T 

IS given on p. 239 

® The date when a call is 

cfl “made” is, if the Ai-ticles 

i 

1 Amount 

o C O o provide, the date of the 

-"^o o o o resolution authorising the 

o o m o ^ there is no such 

wS S « w provision, the date is that 

1 

e-i rH « IN on winch notice is given to 
c»| s i s the shareholder Money due 

OB. 

folio 

under a properly authorised 

S « g g call IS a speciality debt, and 

Amount 

of 

Due 
at 6s 

•e o o o JnS'y ho sued for at any time 

'■■■'^6 o o cs twenty years [S. 20, 

fe g g g (2)]- It is usual to restrict 

the amount of anv one ca.ll 


i to a certain proportion, say 

1 i S i (as set out in Table A), one- 
— 1 fourth of the nominal amount 

1 

1 

Description 

^ d of theshare. Itis also usual 

1 1" to allow an interval of at 

Ills least one month between 
a 3 § a calls, and to give from four- 

i 

i a ■2 6 twenty-one days’ 

“ a ^ notice of the intention to 
s" w ° 1 ^ ^ ro- 

S 1 ” 1^ quires intervals of one 
g 1 M 2 «r month. 

I payable direct 

- ^ to those compa.niRQ wUiAp 


1 

g adopt Table A without 

1 S g 4 modification (Art. 11), hut 

i§ § a ii tins is inconvenient except 

»- 1 1 1 in the case of small com- 

1 g e 1 panies. The usual practice 

» “noa 1 

raSpsi owiig 1 

^ ® o is to make calls payable at 

s S' s s the company’s bankers. 

No 

Letter. ■ 

^ ^ ^ There appears to be no 

Si « i w , doubt that when a company 
is indebted to a member as 
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the result of bona-fide transactions, it may, so long as it is a going 
concern, discharge its debt by crediting the amount to the share- 
holder in satisfaction of calls due Care should be taken in such 
cases that proper receipts are exchanged as vouchers for the book- 
keeping entries. 

{Gall Letter.) 

No. 36. 

Ravon d’Op, .Limitjsd, 

Dikisctobs: 962 PiwsBimY Craous, 

(Names) London, E.O. 

July 4, 19. . 

ORDINARY SHARES. 

Dbah Sib (or Madam), 

I beg to inform you that in accordance -with a resolution of the 
Directors dated July 2, 19.., a call of 6s. per share on the above shares 
has been made. 

The amount duo from you in respect of the 100 shares standing in your 
name is £35 0 0, and this amount should be sent on or before July 18, 
19.., together with this notice entire tp the Company’s Bankers, the 
National Provmoial Bank, Ltd., Princes Street, E C., who will receipt and 
duly return this notice 

If you will forward the receipt attached hereto, together with your 
share certificates, the payment of the call will be indorsed, and the oertiflcate 
returned to you. 

By order of the Board, 

James ConoUy, 

GBOBaB Ddcon, Esq., Secretary. 

1764 Cannon Stebidt, 

E.C. 

All cheques should be made payable to Bisaebe and crossed " Not 
negotiable.’’ 


No. 36. 

Received for account of Rayon d’Or, Limited, the amount of the above- 
mentioned call as stated. 

For National Provincial Bank, Ltd., 
Robert Crang, 

Cashier. 

! Date, July 18, 19. .. 


No. 36. 

Raton d’Oe, Limited. 

Call of 6s. per share on issue of 100,000 Ordinary Shares. 

£35 0 0. 


■ Date, July 18, 19. . 

Calls in Advance. — ^Power is usually taken in the Articles to 
receive the payment of calls in advance at a fixed rate of interest 
(S. 48). Table A fixes the maximum rate at 6 % -without the sanc- 
tion of the company m general meeting. Such advance payments 
form no part of a company’s capital, but are loans carrying 
interest at the authorised rate, -which must be paid even if there 
are no profits out of which to pay them {Lock v. Queensland Land 
Company, [1896] App. Ga 461). Calls paid iu advance are posted 
to a Galls in Advance Accowni, and, wken the call is actually made, 
this account is closed by transfer to the Share Capital, or Call, 
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Account. Tlxe interest due on calls paid in advance does not 
appear in the Share Ledger, but is dealt with by Journal entry in 
the ordinary way. 

JOURNAL. 



Calls in Arrear. — ^As a general rule, Articles of Association 
provide that no member whose calls are in arrear shall vote at the 
meetings of the company. Sometimes, too, power is taken to 
retain any dividends declared on the shares as a set-off against 
unpaid calls, or other debts due from members ; but, in order to 
secure a Stock Exchange quotation, fuUy-paid shares must be free 
from lien. Care must be taken to comply strictly with the pro- 
visions respecting calls contained in the Articles, since failure 
to do so may prejudice proceedings to eitforce the payment of 
calls. Interest is usually charged on unpaid calls, sometimes at as 
high a rate as 10 %. The rate of interest fixed by Table A is 
6 %. Generally the directors are given power to waive the interest 
at their discretion. A company cannot enforce the payment of 
interest unless power to charge it is reseiwed in the Articles. 

The total amount unpaid at any given date on shoi’es allotted 
is the amount of the debit balances of the allotment and call 
accounts. Interest charged on calls in arrear is not usually entered 
in the Share Ledger, but is dealt with in the General I^edger by 
Journal entry. 

JOURNAL. 



In the Ealance Sheet the shareholders are treated as Sundry 
Debtors for the amount of the interest owing. It may, however, 
be desirable in many cases to create a reserve against these amounts, 
if the receipt of the interest is at all doubtful. 

Fobs-eited Shakes. 

When a reasonable time has elapsed after making a call a list 
of defaulters must be prepared by comparing the bank pass book 
for the call with the relative call book. The list is then submitted 
to the directors, and the series of letters mentioned at p. 136 
is brought into use. The annual accounts of a company must 
show separately the amounts standmg to the credit of the 
various classes of capital, and also give details of shares forfeited, 
calls in arrear, and calls paid in advance. Consider the following 
illustration. 
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Since the total amount of capital called up always stands as 
a credit in the Share Capital Account, it follows that, when a 
holder is deprired of his rights by forfeiture, the issued capital 
IS reduced to the extent of the forfeiture. It follows also that 
the original entry crediting the Share Capital Account with the 
amount due on the whole of the shares allotted must be adjusted, 
This is effected by a Journal entry, debiting the Share Capital 
Account with the full amount called to date (including Application 
and Allotment Monies), and crediting the Application and Allot- 
ment Account (if amounts remain unpaid on allotment) and the 
Call Accounts with the amounts unpaid in respect of the shares; 
crediting Forfeited Shares Account with the balance representing 
the amount paid on the shares. Continuing the illustration given 
above, the entry effecting the forfeiture would be as shown on 
pp. 242-3. 

Although under most articles, as in Table A, Art. 27, the 
ex-shareholder remains liable for the unpaid calls until the company 
receives payment in full of the nominal amount of the shares, the 
claim is seldom worth pressing. The unpaid calls are regarded 
as a bad debt, and the matter is considered to be closed so far as 
the defaulter is concerned by the entry of forfeiture shown above. 
The shares themselves may be subsequently reissued. 

Had the forfeited shares in the illustration given above been 
reissued at a higher price than 10s. per share, the increase would 
represent a premium, and would be transferred to Premium on 
Shares Account. There is, seemingly, no legal obstacle to the treat- 
ment of such moneys as profit available for division in the ordinary 
way, but see p. 137 for a statement of opinion on this point. 

In order to adjust the Share Begister, an entry is usually passed 
through the Transfer Register, as though the transaction were 
an ordinary one, transferring the shares from the defaulting member 
to a Forfeited Share Account. Upon their reissue, the shares 
are, by means of a similar entry in the Transfer Begister, trans- 
ferred from the above account to the new purchaser. 

17 
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JOURKAIi. 



accurate, is as follows : — 

JOURNAl^. 



A company has power to reissue forfeited shares at a price 
which will, together with the sum already received upon them, 
amount to 20s. in the £1.* Assummg that the shares forfeited 
as shown in the above illustration are reissued on July 20, 19. ., 
at the price of 10s. per share, i.e. on payment of the calls out- 
standing on them, the necessary Journal entry is • — 

JOURNAL 










forfeited shares 
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FORFEITED SHARES REISSUED (cmiinued). 
LEDGER. 





Statutoey R-bfoet. 

The obligation to hold a statutory meeting, in accordance 
with S 113, was briefly explained in the previous chapter. 
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Every company limited by shares, and every company limited 
by guarantee and having a share capital, must, unless it is a 
private company, hold a meeting of its members not less than one 
month, or more than three months, from the date on which it is 
entitled to commence business jlhis statutory meeting must 
therefore be held by every public company within three months 
of the date of the “ certificate to commence business ” If the 
directors fail to call this statutory meeting, any shareholder may, 
after fourteen days from the last day on which the meeting should 
have been held, applv to the Court for a winding-up order (S. 168, 
ss. 2, and S 170, ss. 1 (b)). 

Private limited companies need not hold the statutory meeting, 
nor forward any report to their members, or file any report with 
the Registrar (S. 113, ss. 10). The directors of a public limited 
company, however, must at least seven clear days before the meet- 
ing forward to every member of the company a statement, in the 
prescribed form, known as the Statutory Beport, and a copy of this 
report must be filed with the Registrar. The report must be 
certified by not less than two directors, or, where there are less 
than two directors, by the sole director and manager. The report 
must furnish information concerning (a) the total number of shares 
allotted, distinguishing shares allotted as fully or partly paid up 
otherwise than in cash, and stating in the case of shares partly 
paid up the extent to which they are so paid up, and in either 
case the consideration for which they were allotted ; (6) the total 
amount of cash received by the company in respect of all the shares 
allotted, distinguished as in (a) ; (c) an abstract of the receipts of 
the company and of the payments made thereout, up to a date 
within seven days of the date of the report, exhibiting under dis- 
tinctive headings the receipts of the company from shares and 
debentures and other sources, the payments made thereout and 
particulars concerning the balance remaining in hand, and an 
account or estimate of the preliminary expenses: {d) the names, 
addresses and descriptions of the chrectors, auditors, if any, 
managers, if any, and secretary of the company, (e) the particulars 
of any contract, the modification of which is to be submitted to 
the meeting for its approval, together with the particulars of the 
modification or proposed modification Under S. 36, no contract, 
particulars of which have appeared in the prospectus or statement 
in lieu of prospectus, may be varied without the approval of the 
statutory meeting. 

The Statutory Report must be certified as correct by the 
auditors, if any, so far as it relates to the shares allotted by the 
company; and to the cash received in respect of such shares; and 
to the receipts and payments on capital account {S. 113, ss. 4). 

A list of the names, descriptions, and addresses of the memlers 
of the company and the number of shares held by them respectively 
must be produced at the commencement of the meeting, and must 
remain open and accessible to any member of the company during 
the continuance of the meeting. 

Full discussion may take place at the meeting of any matters 
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relating to the formation of the company, or arising out of the 
Statutory Report, hut no resolution may be passed unless due 
notice has been given in accordance with the Articles of Association 
(S. 113, ss. 7). 

The notice convening the meeting almost invaanably accom- 
panies the Statutory Report, although it may be sent separately, 
and at a different date, provided the notice given complies with 
the company’s regulations, or, if there be no regulations, allows 
seven days’ notice of the date of the meeting (S. 115, ss. 1 
It may be noted that the Statutory Meeting is not an “ Ordinary 
General Meeting ” within the meaning of SS. 108-110. There is 
no necessity, therefore, to file any “ Annual Return ” after such 
meeting. 

The business transacted at a statutory meeting is usually very 
brief. A formal but short statement is usually submitted by the 
chairman, giving particulars of the flotation and any events 
affecting the prospects of the company which may have happened 
since its incorporation. 

Number of Oerlifloate : — 365. 

{Statutory Report.)* 

THE COMPANIES ACT, 1929. 

A fis. 

CompnnlBa’ 
impressed 

Bepobt pursuant to S 113 of the Companies Act, 1929, of the Soleil d’Or, 
Limit ed. 

(а) The total number of shares allotted is 50,000 Ordinary Shares of &1 
each, of which 10,000 shares are allotted* as fully paid up in consideration 
of part of the purchase pnae of sundry assets acquired by the Company, and 
upon each of the remaining shares the sum of &1 has been paid in cash. 

(б) The total amount of cash received by tho Company in respect of 
the shares issued wholly for cash is &39,600, and on the shares issued partly 
for cash is £ (ml) 

(o) The Receipts and Payments of the Company to the date of this Report 
are as follows : — 



Particulars of Keoelpts. 


Particulars of Payments. 



1. d 

0 0 
0 0 

Payments to Vendors in respec. 
of purchase of Land, BuOd 
mgs and Machinery 
Preliminary Expenses .. . 

Tiadmg payments . 

Balance at Batik 


£ s 

25,000 0 
3,180 0 
d,6f0 0 
11,971 0 

U9,821 

o’! 

1 1 

£.49,821 0 


a form supplied oBiciaHy — any form complying i 
port as circulated to the members must be filed 
IB “fully paid up” or “paid up othorwiso than 


is permissible 
the extent of 



246 ACCOUNTING 


The following is an account (or estimate) of the Preliminary Expenses' 
of the Company. 


Cost of registration of the Company, underwriting commission. 

£ 


d, 

law costs, hroherage, printing and advertising, eto., 
estimated ni 

4,000 

0 

0 





,, (d!) Names, Addresses and Descriptions of the Directors, Auditors (if 
niiy), Manager (if any), and Secretary of the Company. 


Dikeotors. 


Sumame. 

Christian Name 

Address 

Description. 

MacArthur 

Goodwin 

Duaher 

George 

Arthur 

Pernet 

16 Pvnsbury Circus, 
London, E.G. 
Eastwood, Essex 

Lyons, Rhdne, France 

Chartered Accountant 

Rose Grower 
Horhoulturist 



Auditors. 


Accurate da Co. 

- 

Salisbury House, 
London, E.O. 

Chartered Accountants 



Manaobr. 


Richmond j 

1 Robert j 

1 Rochford, Essex j 

j Rose Grower 



Sbobetary. 


Dixon 1 

■ Hugh 1 

Rochford, Essex j 

Ohmrtered Secretary 


(e) Partioulai's of any Contract the modification of which is to be sub- 
mitted to the Meeting for its approval, together with the particulars of the 
modification or proposed modification. 


The contract set out in the prospectus, and dated July S, 19 . ., whereby the 
services of Robert Richmond uieie to he secured to the Company for a period 
of ten years is to he submitted to the meeUng wUh a view to the reduction of the 
term of years from ten to five. 

Wb hereby certify this Beport. 

George MacArthur\ Two 
Arthur Goodwin I Directors. 

Wb hereby certify that so much of this Beport as relates to the shares 
allotted by the Company and to the Cash received m respect of such shares 
and to the receipts and pajunenta of the Company on Capital Account is 
correct. 

Accurate dh Co. 

Auditors 

Dated the 10th day of October y X9,, 
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A Statutory Report in the customary form -will be found at 
pp. 245-6. The items entered as “ Particular of Receipts ” must 
distinguish between the actual cash received in respect of shares 
and debentures, or any other capital receipt, such as moneys 
received from the promoters in discharge of the preliminary 
expenses, and receipts from other sources. “Paper Transactions,” 
such as fully-paid shares issued in purchase, or part purchase, of 
assets, are excluded, since the abstract deals only with cash. 

If the capital offered has been over-subscribed, the total appliceC- 
tion moneys received should be set out as a receipt, and the amounts 
returned to unsuccessful applicants, as shown in the Application 
and Allotment Sheets, should appear as a separate item on the 
payments side of the statement. 

Payments made to the vendors under the contract for purchase 
should be set out at the head of the payments, followed by any 
other capital expenditure made by the company since its mcor- 
poration. Other receipts and payments are included in total 
under the headings “ Trading Receipts ” and “ Trading Payments.” 
Particulars of the Balance remaining in Hand must be shown 
The information supplied in the Statutory Report ivill vary with 
the particular circumstances of each company For purposes of 
comparison with the form of Statutory Report already referred 
to, an actual report issued by an investment company is appended. 


STATUTORY REPORT. 


The Receipts and Payments of the Company to the date of this Report 
are as follows i — 

Receipts. Payments. 


£ s. d. 

Subscriptions for 
Shares . . . 99,769 7 6 

Income from In- 
vestments and 
Sundry Pees less 
Expenses . . . 1,944 6 9 

Receipts from shares 
not allotted . . 60 0 0 


£101,763 13 3 


Investments less 
Underwriting Com- 
missions and Tem- 
porary Deposits, 
less Withdrawals 
Preliminary Ex- 
penses 

Brokerage 

Moneys returned on 
shares not allotted 
Pumiture, Pittmgs, 
Office Salaries, and 


£ s. d. 


70,724 2 2 

10,000 0 0 

1,771 2 3 

60 0 0 


General Expenses 1,420 9 7 

Balance at Bankers 17,797 19 3 


£101,763 13 


Preliminary (Formation) Expenses 
It will be remembered that an estimate of the preliminary 
expenses must be given m the prospectus, but no anal3rsis of the 
expenses is required (see p. 123) 

The items properly chargeable under this head include: The 
cost of registeiing the company, the stamp duty and fees on the 
nominal capital of the company, and the fees and stamp duties 
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on. the documents and contracts filed at Somerset House; pre- 
paring, printing, advertising, and distributing the prospectus and 
the forms whicii accompany it, printmg the Memorandum and 
Articles of Association; the cost of valuers’ and accountants’ 
certificates, brokers’ fees, underwriting commission, and law 
charges ; the cost of printing and stamping the various documents 
necessary in the early stages of the company, such as allotment 
letters, letters of regret, share certificates, debenture bonds, trust 
dned, call notices, etc. ; the cost of the books of account, registers, 
statistical books, and the company’s seal. In short, all the 
expenses up to allotment. 

The proper party to bear all or part of the above expenses 
depends entirely upon the agreement with the promoter of the 
company. The allocation of the preliminary expenses as between 
the promoter and the company is a fruitful source of disagreement, 
particularly in cases where the flotation proves a failure. It is 
advisable, therefore, that express and defimte agreement on the 
subject should be entered mto prior to the registration of the 
company. In some cases all the expenses of registration and 
formation up to and including the issue of the prospectus or the 
allotment of the shares are borne by the promoter. When the 
expenses are borne entirely by the company, it is usual to contract 
for such items as the printing, issue, and advertising of the 
prospectus with firms who specialise in such work and possess 
address registers conveniently analysed into various classes of 
the investing public. I^'om £2,000 to £5,000 is an average sum 
to spend in this direction m the case of a commercial issue of 
moderate amount. When there is a promoting syndicate, the 
whole of the preliminary expenses are usually borne by the 
syndicate. 

All expenditure of the kind indicated should be debited to 
a separate ledger account headed “ Preliminary Expenses ” 
Inasmuch as the company could not have been brought into 
being without expenses of this nature, it will not be disputed that 
it is reasonable to treat it as capital expenditure for the time 
being. That this treatment is inira vires was recognised in Bale 
V. Cleland, 4 P. & P. 117, and m S. 124, ss. (1) (a), Companies Act, 
1929, which requires the balance of the account of Preliminary 
Expenses to be stated under a separate heading in the Balance 
Sheet, until written off. In view of the intangible nature of the 
asset it is the practice to write off the account over a period of 
from three to five years, the balance of the account being maintained 
from year to year as an asset in the Balance Sheet. Contrary to 
statements sometimes advanced, it is suggested that it is not 
advisable to write off preliminary expenses agamst some capital 
reserve, such as premiums on shares. The periodical instalments 
charged to Profit and Loss Account under this heading are not 
allowed as deductions from the annual profits by the Income Tax 
authorities {Texas Land and Mortgage Go. v. HoUham, 63 L.J. 
Q.B. 496). The Inspectors, however, will allow the actual cost 
of such items as the company’s books, preliminary stationery. 
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seal, etc. Railways, and some other parliamentary companies, 
permanently capitalise expenditure of this description. 

It should be noted that (a) the expenses incurred in connection 
with the issue of share capital or debentures, and (6) any sums paid 
by way of commission in respect of any shares or debentures, 
must each be stated under a separate heading on the Balance 
Sheet to the extent to which they have not at that date been 
written off (S. 124, ss. (2) (6) and S 44, ss. (1)). 

Peojtits pbiok to IsrOORPOBATIOir. 

When an existing business is purchased, the profits shown 
by the first accounts of the new company will, almost invariably, 
have been earned during two distinct periods, viz. (a) prior to 
the incorporation of the company, and (b) subsequent to the 
incorporation. The contract for the purchase of the business, 
as set out in the prospectus, specifies an agreed date on which 
the business is to be taken over as a going concern, together with 
the benefit of all its existing contracts. The date fixed is very 
frequently the date on which the last accounts of the business 
were prepared. From the nature of things, this date does not always 
coincide with the date when the company is mcorporated. It 
will be clear, therefore, that the profit which has accrued between 
these two dates is of a capital nature, and is not dmsible as income, 
since a company cannot earn profits before it legally exists, but takes 
over, as on the date of its coming into being, the assets representing 
those profits. 

When the profits have been apportioned between these two 
periods, that portion which accrued prior to incorporation should 
be used to reduce the purchase price of the business, for it is 
obvious that the vendor will have compensated himself for the 
surrender of these profits when fixing the purchase price. In 
such circumstances the most suitable item to reduce is Goodivill, 
if any. Failing this. Land and Buildings should be credited with 
the amount available. If the circumstances are such that no 
asset can be suitably reduced, the profits prior to incorporation, 
which are “ capital profits,” may be taken to a Capital Reserve 
Account. But they should not be carried to a reserve account 
that has been created out of profits, or they may be subsequently 
employed for purposes for which capital profits are not properly 
available. It is sometimes suggested that these profits should be 
applied to eliminate such items as Preliminary Expenses. It is 
submitted that items of this nature should be written off against 
revenue, and not eliminated by using capital profits. 

If the terms of the contract for sale provide that interest is to 
be paid to the vendor on the amount of the purchase money from 
the date of sale to the date of incorporation, such interest is a 
legitimate first charge against the profits accrued prior to incor- 
poration. 

The preparation of two sets of accounts, including an additional 
stocktaking at the date of incorporation, would, in the majority 
of cases, involve too much labour and inconvenience, therefore 
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the apportionment of the profits as between the two periods 
IS usually based on an approximation, the application of which 
depends upon the circumstances and the nature of the business. 
In cases where the trade is evenly spread over twelve months 
of the year, an apportionment of the profits upon a time basis 
is reasonable but it would be unreasonable in cases whore the 
turnover of the business varies greatly month by month. When 
ijie trade is a “ season ” trade, and practically confined to one 
period or intermittent periods of the year, the special circumstances 
must be taken into account, and in such cases, in the absence of 
an actual stocktaking, the possibility of arriving at an approximate 
stock figure -will depend entirely upon the nature of the business 
and the accuracy and completeness of the stock records. A 
method sometimes adopted is to apportion the gross profit on the 
turnover for the whole period between the two periods, crediting 
each period with the proportion of the gross profit on the sales 
belonging to it. The gross profit so apportioned is debited with 
the charges detailed in the Profit and Loss Account, properly 
apportioned on a turnover basis in so far as the expenses vary with 
turnover, other expenses which do not so vary being apportioned 
on a time basis, or as they were actually incurred durmg the two 
periods, if such treatment is fair and reasonable. The following 
illustration will explain this method. 

Illustration . — ^Tlie L 0. Chaure Co., Ltd., was incorporated on 
March 31, 10.., and took over the business of Albert Goodwm as from 
the preceding January 1, 19... At the close of the year the accounts 
disclosed tho following results : — 


Gross profit for the year 20,000 

Sundry Profit and Loss Charges and Ejqionses . . . . 5,000 

Managing-Dirootor’s Salary, Directors’ Fees, and other 

charges applicable to the limited company only . . SOO 

Salas for the year . . . . 200,000 

Sales, January 1st to March 31st 40,000 

Sales, April 1st to Dooember 31st 160,000 

Net profit for the year . . 14,200 


The percentage of gross profit remained unchanged throughout the 


For the period January 1st to March 31st the proportion 


200.000 

The apportionment for the periods will then be : — 
Mabch SlsT TO Dboembeh 31st. 


of Gross Profit 
of Gross Profit 
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The net profit for the year being £14,200, and the proportion 
applicable to the limited company £11,450, it follows that the 
capital profit accrued prior to incorporation is £2,760, which would 
be taken in reduction of some smtable asset, as explained above. 

Another, but not very scientific, method is to take the sales 
for the whole period and the two separate periods, and apportion 
the net profits in the ratio thus obtained. 

Illustration . — The Willowmere Co., Ltd., was incorporated on March .31, 
19. ., to take over an existmg business as from January 1st in the same 
year The turnover for the whole year to December 31st was £60,000; 
the sales to March 31st were £10,000, the sales, April 1st to December 31st, 
were £40,000 ; and the net profit for the year was £8,000. 

The apportionment is as follows • 10,000 ~ 60,000 of £8,000, or 
£1,600 = Capital Profit; 40,000 -f- 60,000 of £8,000, or £0,400 = 
Profit available for distribution. 

Loss Prior to Incorporation — If the purchasing company should 
be so unfortunate as to experience a loss on the tradmg prior to 
incorporation, the effect of the loss is to increase the pui-chase 
price of the business The amount of the loss is either taken to 
a special suspense account, or it is added to the purchase price 
of the business. If the latter account has been split up into its 
component parts. Goodwill is the most suitable account to which to 
transfer the loss 

Purchase or a Business. 

The last few illustrations have assumed the purchase of a 
business by a limited company. As this is a frequent reason for 
forming a company, it will be useful to consider briefly the book- 
keeping entries involved in transactions of the kind 

The first step is the settlement of the contract between the 
vendors of the going concern which it is proposed to acquire and 
the promoter, or promoting syndicate. The formation of a small 
promoting syndicate to carry through the formation of a com- 
pany is, nowadays, a popular method. The purchase price will 
consist usually of cash, and paper in the form of debentures and/or 
fully-paid shares. The larger the proportion of shares taken by 
the vendor the greater will be the public confidence. It is advisable 
that the contract should specify what portion of the purchase 
jirice is represented by goodwill. In the majority of cases, however, 
a round sum is agreed which embraces all the assets, inoludmg 
goodwill. It is clear that if the purchase price is greater than 
the value of the assets (excluding goodwill) minus the habihties, 
the difference will represent, goodwill 

The contract of purchase usually provides that the liabilities 
of the old business shall be discharged by the purchasers, and a 
guarantee is given by the vendors that the total liability does not 
exceed the total of the creditors’ accoimts in the books It is 
also usual for the vendor to guarantee the book debts. When 
such guarantees exist, careful watch must be kept by the book- 
keeper upon the liabilities and book debts taken over in order 
that any necessary adjustments may be made. The best way, 
perhaps, to do this is to add another column to the receipt side 
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of the Gash. Book, so that all receipts can be divided as between 
the old and the new proprietors. A memorandum account headed 
Sundry Debtors BealisaUon Account should be opened m the Ledger 
to which the cash received from the old debtors is periodically 
posted in totals. The total amount of the book debts, or the 
amount they have been guaranteed to realise, will form the debit 
Illustration . — ^Leslie Holland & Co., Ltd , was formed to take over 
the business of L. Holland as a going concorn as on January 1,19 . . Tho 
purchasers were to pay all the oulstanding liabilities of the old business. 
The purchase price was agreed at £160,000, payable as to £60,000 in fully- 
paid Ordinary Shares of £1 each, £50,000 m fully-paid 6 % Preference 
shares of £1 each, and £60,000 m cash on the date of taking over the 
business. The Balance Slieet of the old firm was as set out below. 

t,. HOLLAND’S BALANCE SHEET, JANUARY 1, 19... 



PURCHASE OP BUSINESS. 
(The Company’s Books.) 
LEDOER. 

L. HoIiUand (Vbndor’s) Account. 
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CASH BOOK. 



side of the account. In due course the balance of this account, if 
a debit balance, ■will sho-w the amount due from the vendors ; if a 
credit balance results, it should be carried to the Beserve Account 
The old liabilities assumed by the company can be similarly treated. 

It has not been considered necessary to open individual Ledger 
accounts for the various assets and liabilities taken over; they 
have therefore been treated in total. It -will bo noted that the 
price paid for the business 'was £10,000 in excess of the assets 
minus the liabilities, hence the transfer of £10,000 to a Goodwill 
Account. 


Diyidends 

The great majority of companies frame special Articles governing 
the payment of dividends. Failing such special Articles, Table A, 
Arts. 89 to 96, provide the regulations, unless the Company’s own 
Articles bar those regulations The chief points covered by these 
Articles are: — ^ 

(1) Dividends are to he declared m general meeting, and no dividend 
is to be declared ■which exceeds the amount recommended by the directors. 

(2) The directors may pay mterim dividends 

(3) No dividends may bo paid except out of profits. 

(4) Dividends shall only be paid On the amounts paid up on tho shares 

(5) Calls paid in advance shall not carry dividend rights if carrying 
interest 

(6) Before declaring a dividend, the directors have power to make 
such reserves ns they may thmk proper 

When profits have been earned, and when, together with any' 
sum which may have been brought forward from the previous 
trading period, they are large enough to justify the payment of a 
dividend, the directors, in their report, recommend the payment 
of dividends at specified rates to the shareholders. A duly declared 
di'Vfidend is a liability of the company, but it carries no interest. 
Ini the event of liqnidation, the payment of any dividends remain- 
ing unpaid at the date of the windiug-up is postponed m favour 
of [the claims of ordmary creditors, since unpaid dividends are 
membership debts. 

It has already been remarked that such matters as the reserves 
which must be made out of profits, the dividend rights of the 
various classes of shareholders, and the manner of distributing 
dmdends are usually provided lor by the Articles of Association. 
The Articles, as in Table A, usually direct that dividends shall 
only bo paid in proportion tu the amounts paid up on the shares. 
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If they do not, dividends are payable in proportion to the nominal 
holding of each shareholder, irrespective of the amount paid up. 
This is the case with companies governed by the Table A of the 
1862 Act (see Clause 72), i.e. companies registered prior to 
October 1, 1906, without special Articles. The 1908 and 1929 
versions of Table A, however, provide for the dividend being payable 
according to the amount paid up on the shares (sec also S. 48, ss. 3) . 
In the majority of cases, when the prior rights of the preference 
shares have been satisfied, the balance of divisible profits belongs 
to the holders of the ordmary shares, unless deferred ordinary 
shares or founders’ shares exist. When shares of this nature have 
been issued, the division of the available profits amongst them will 
be provided for in the Articles of Association 

Dividends Paid out of Capital. — ^The student is aware that it is 
not legal to pay dividends out of capital. Apart from the fact 
that this is a fundamental principle of company law, a special 
proviso to this effect is often included in the Articles. Directors 
paying such dividends, unless misled by ofiScials they were entitled 
to trust, are liable to refund the amount so distributed (see, for 
instance. In re, London and General Bank, [1896] 2 Ch. 673). 

Arrears of Preference Dividend. — It has already been stated that 
the majority of preference shares carry cumulative lights as to 
dividends. That is to say, if the profits are insufficient in any 
year to pay the dividend, the liability accumulates from one year 
to another and, until all arrears have been paid, the ordinary 
shares are not entitled to any dividend. It is not necessary to 
carry forward the whole of a liability of this kind in the event 
of the profits being insufiBcient to discharge it in full A smaller 
dividend than the fixed rate can be paid on account and the 
balance carried forward. A liability in respect to preference 
dividends is not one which can be passed into the books. It is 
a liability contingent upon suflScient profits being earned out of 
which to discharge it, and until such profits are available, and 
the dividend has been formally declared, no actual debt exists. 
Under some Articles dividends do not become payable until sanc- 
tioned by a resolution of the directors, but, in most cases, a resolu- 
tion of the members is required except for interim dividends. It 
may be urged, therefore, that it is not necessary even to note the 
arrears. The absence of such a reminder, however, may prejudice 
creditors and prospective members, and it is suggested, in all cases 
where arrears exist, that a note should appear on the face of the 
Balance Sheet against the preference share capital stating that 
“ arrears of dividend amounting to £ ; • exist upon this 

capital,” or words to that effect. 

The fact that preference dividends are in arrear sometimes 
provokes hostile criticism of the provisions and reserves appearing 
in the accounts of the company. It should, however, be borne 
in mind that the directors are responsible for the mterests of all 
classes of members and for the proper financial conduct of the 
company, and even if the Articles give the directors no specific 
powers to reserve profits, the Courts would probably allow them 
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ample discretion in malting such provisions and reserves as they 
might deem advisable, even at the expense of outstanding preference 
dividends (Bond v. Barrow Hcematite Steel Go , [1902] 1 Ch. 358) , 
It is necessary for the dnectors when issuing their report to the 
members, in cases where surplus profits are available, to show 
in detail how they propose to deal with the surplus (S 123). 

ILLUSTRATION. 

The Profit for the year, after making provision for Debenture £ s. d. 
Interest, Depreciation, etc., as shown by the annexed 

aceounts, amounts to 52,000 0 0 

To which has to be added the amount brought forward from 
last year 12,000 0 0 

£ Gi,000 0 0 

Prom this must he deducted * — 

Amount transferred to Reserve .. .. i.10,000 0 0 

Leasehold Redemption Fund 6,000 0 0 

Dividend on Preference Shares for the half 

year to June 30th .. 5,000 0 0 

Interim dividend on the Ordinary Shares 5,000 0 0 

■ 25,000 0 0 

Leaving an available balance of £39,000 0 0 

The Directors recommend the payment of — 

Balance of the Preference Dividend due 

December 31st last 6,000 0 0 

A dividend of 15 ya the Ordinary 
Shares, free of Income Tax, making 

20 % for the year 15,000 0 0 

20,000 0 0 

Leaving to be carried forward to next year . . £19,000 0 0 

Warrants for the above dividends, if approved by the meeting, will he 
posted on March 3rd next. 

Occasionally accounts are issued to members in which 
proposed dividends are debited to the appropriation account. This 
treatment is quite inaccurate. The dividend has yet to he passed 
by the members, and until it is approved and actually declared 
it does not become a financial transaction capable of record in 
the books and accounts. A dividend is not a debt until duly 
declared (In re Severn and Wye Bailway Go., [1896] 1 Oh 669) Being 
a specialty debt, a duly declared dividend is not barred under the 
Statute of Limitations until twenty years have elapsed (Artisans’ 
Land and Mortgage Oorporation, [1904] 1 Ch. 796). 

It is the author’s experience that some examination candidates, 
when preparrng the accounts of a limited company showing profits, 
take upon themselves to declare and deduct an imagmary dividend, 
which they charge in the appropriation section of the Profit and 
Loss Account. It should not ho necessary to state that such a 
proceeding is not in any way required by the terms of the question 
and, as stated above, is, moreover, an inaccurate entry. 

Interim Dividends. — Art. 90 of Table A empowers directors 
to pay interim dividends at their discretion, and Articles of Associa- 
tion usually confer the same powers. All dividends, other than 
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interim dividends, must be sanctioned by the members in general 
meeting. Interim dividends are usually declared after the close 
of the company’s financial half year, and when paid should be posted 
to an “ Interim Dividend Account.” 

Considerable responsibility frequently attaches to the company 
accountant when deciding whether payment of an interim dividend 
IS justified. Interim accounts should be prepared, in which all 
the usual provisions have been made, and, even if the surplus 
shown is considerable, the distribution should be at a conservative 
rate. It would certainly operate to the detriment of the company 
if, owing to adverse cnoumstances during the remainder of the 
year, the declaration of a final dividend at a lower rate becomes 
necessary. 

When, in due course, the annual meeting is held, and the 
Keport and Accounts have been adopted, the chairman will propose 
a resolution, seconded by another director, “that a dividend of 
.... % per annum be and is hereby declared ” 

The amount of the dividend proposed by the directors may 
be reduced by the shareholders if they think it advisable, but the 
Articles almost invariably provide that no increase of dividend 
may be proposed. 

If the dividend is duly passed, entries will be made as follows : — 


JOURNAL. 



If the dividend is paid “ free of tax,” the second of the above 
entries will not be necessary. 

Similar entries will be made in respect of each class of dividend 
paid. 

An amount representing the net sum needed for the service 
of the dividend should be paid into a separate Dividend Account 
at the bank, and all dividend warrants should be debited to this 
account by the bankers when presented. In due course, when 
the dividend has been paid, the total payments will be debited 
to the Dividend Account from the Cash Book. If any balance 
remains on the account, it wiU represent unclaimed dividends. If a 
special banking account is kept for unclaimed dividends, the balance 
of each dividend account should be transferred to it after the lapse 
of, say, three months. If no such account is kept, the dividend 
account should be closed by transferring the balance to the general 
account. At the same time, the Dividend Account in the Ledger 
will be closed by transferring the balance to “ Unclaimed Dividends 
18 
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Account.” A separate banking account is sometimes opened for 
each class of dividend. Similar procedure will be followed in 
respect of the periodical payment of interest on debentures. 

Income Tax. — It is clear that companies must, unless the terms 
of issue otherwise provide, deduct income tax when paying debenture 
interest or preference or guaranteed dividends at fixed rates, 
otherwise the preferential rate of dividend, or interest, would be 
exceeded to the detriment of the ordinary shareholders, e.g. a 
7| % preference dividend paid “ free of tax ” would, at the rate 
of 4s. fid. in the £1, be, in effect, the payment of a dividend of 10 %. 
In the case of ordinary or deferred shares, a company may elect 
to pay the tax on the whole dividend or deduct it from each 

Illustration . — The South-Western Distribution Company, Ltd., had, 
as on December 31, 19.., a balance of undivided profits amounting to 
£10,600, The Company resolved on the following February 4th: — (a) To 
place £1,000 to Reserve, raismg it to £6,000; (6) to pay a full dividend for 
the previous year on its £80,000 6 % Preference Stock, less tax; and (c) to 
pay a dividend of 6 %, free of tax, on its £80,000 Ordinary Stock. The 
balance of profit was to be carried foiward to the following year Show 
the entries in the Company’s books relating to these transactions, assum- 
mg the rate of Income Tax to be 4s, 6d. m the pound. 


PROFIT AND LOSS ACCOUNT. 
(AppnopniATiON Section ) 
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individual dividend as it pleases. In the former event the 
dividend is said to be paid “ free of tax,” but the expression, 
although in common use, is not a happy one, smoe no 
dividend is free from the obligation of Income Tax. The 
effect of the payment of a dividend gross is simply to 
increase the rate of the dividend by the amount of the current 
Income Tax. 

In the great majority of cases, the transfer registers of com- 
panies are “ closed ” for fourteen days at the period of the aimual 
meeting, in order that proper dividend lists may be prepared. 
Any transfers which may come in during the period when the 
books are closed are held over until the register is reopened. The 
person registered as the holder of the shares on the date when 
Die list is closed is the only person recognised by the company 
as being entitled to the dividend payable on the shares All 
questions arising out of the sale of the shares cum div. or ex div., 
as the case may be, must be settled between buyer and seller, the 
company having no concern in the matter. 

The necessary particulars for the Dividend Sheets or Dividend 
Booh will be obtained from the Register of Members. 
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Balancing the Share Register. — ^When the dividend sheets are 
compiled it is necessary to balance the Share Ledger. In the 
case of a small company, this is not difiScnlt, bnt where a large 
number of dealings take place in the shares of a company, scnipnlous 
care is required to ensure that the shares registered in the names 
of holders, as they appear in the dividend list, shall agree with 
the total issued capital of the company. The best way to secure 
this agreement is to check systematically all transfer entries and. 
to take out a “ trial balance.” The “ folio ” and “ balance of 
shares ” held by each member only are taken out. The total 
share capital issued is the figure with which the sum of the balances 
of the members’ accounts must agree. If the entries in the Share 
or Stock Ledgers are very numerous, it is useful to employ some 
form of sectional balancing for the purpose of locating errors and 
securing such a general check on the share registration work as 
will prevent manipulation and fraud. 

A specimen ruling of a Dividend Sheet is given at p. 260. 

Sometimes Dividend Books are employed, but a company with 
a large number of shareholders more conveniently employs a list, 
consisting of separate sheets, because then the work is divisible 
amongst a greater number of clerks. By summing the various 
columns of these sheets an easy check on the correctness of the 
entries and calculations is obtained. The total of the “ Payee’s 
Holding ” column should give the total of the issued share capital 
on which the dividend is payable, and the amount of the dividend 
upon this total, less tax, should, of course, agree with the additions 
of the figures contained in the “ Dividend,” “ Licome Tax,” and 
“ Amount of Warrant ” columns. In large companies, it is cus- 
tomary to check and initial each sheet. When the dividend 
warrants have been made out they are called over with the dividend 
sheets to ensure correctness. 

Where three or more share registers are employed, the difficulty 
of balancing the registers and agreeing the schedules of shares 
extracted from them with the dividend lists is naturally increased. 
It is then customary to adapt the self-balancing principle to the 
share registers. Por this purpose a Transfer Postings Journal is 
employed. A suitable ruling for this book is as under : — 


TRANSFER POSTINGS JOURNAL. 
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The fuactions of this book are precisely similar to those of a 
tabular journal forming part of a commercial system of self- 
balancing books. 

Example— Assume that the capital of the company consists 
of 200,000 Ordinary Shares of £1 each. The accounts containing 
particulars of the holdings at the date of allotment were recorded 
in four registers as follows • — 


Shares 

No. 1 Eogiater 56.000 

No. 2 Register 44,000 

No 3 Register 85,000 

No. 4 Register 16,000 


200,000 

These figures give us the starting-point for the adjustment 
account, which will be completed by adding, or subtracting, the 
totals provided by the Transfer Postings Journal, as follows ; — 


ORDINARY SHARES ADJUSTMENT ACCOUNT. 



The adjustment account, prepared as described above, will 
then be compared with the balances extracted from the four 
registers for the purpose of the dividend sheets, and any mistakes 
will be located in the register, or registers, in which they occur. 

If the registers are not too numerous, the above Transfer 
Postings Journal can be transformed into a tabular adjustment 
account ledger by carrying forward the totals of the separate 
registers at the head of the various " transferees ” columns. 
“ Transferors ” could be treated as debits and “ Transferees ” as 
credits, and the balance of any given share register, at the required 
date, would be the difierence between the debit and credit columns 
representing that Ledger 

Labour-saving devices can usefully be employed when the 
preparation of dividend lists involves heavy work An Adding 
Machine can now be obtained which will type, and simultaneously 
add up, several columns of pounds, shillings, and pence. Extra 
keys can be provided to print a distinctive number against each 
entry. Machines of this type can be adapted for the preparation 
of dividend lists as well as for the extraction of the balances of 
stock and share ledgers. Addressing machines are also frequently 
employed to Hghten the labour of preparing and despatching 
dividend warrants. These machines print the names and address 
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{Dividend Warrant.) 
RAYON D’OR, LIMITED. 




I'^l 


11 

Zsi^ 

i|il 

ia|| 

m 


Dividend on the Obdinab.^- Shabes fob the Y^eab 
Ended Decembeb 31, 19... 


3 


002 FlNSEtTRY ClBOTrS. 

London, E.C. 

March 3, 19... 

Sib (or Madam), 

I am in&ti'uoted by the Directors to hand you Warrant for 
a Dividend of 20 % per annum on the Shores registered in your 

£ s. d. 

Dividend at 20 % on 100 Shares — - - 

Lesa Income Tax at in the £1 . . . . — - - 


Amount of cheque herewith £ — - - 


I hereby certify that the Income Tax on the profits of the 
Company, of which profits this dividend forms a portion, has 
been or will bo duly paid to the proper Officer for the receipt of 
Taxes. The warrant requires your signature at foot. 

Please do not fail to give timely notice of any change in your 
address. 

Yours truly, 

Wadteb Robertson, 
Secretary, 

L. 0. Cropper, Msg., 

South Place, 

London, M.O, 
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of the stockholder (1) on the counterfoil, (2) in the body of the 
warrant, and (3) on the envelope. 

Forms of Dividends and Interest Warrants.— Forms of dividend 
and interest warrants will be found at pp 263-5. 

In cases where several classes of debentures and/or shares 
have been issued by a company the counterpart of the warrant 
frequently takes sinular form to the understated. 

(Dividend Warrant.) 

(Counterpart of Warrant only.) 

BAYON D’OR, LIMITED. M 

No. 159. 


li 


IS 


062 Einsbuev Onions, 


To £. <7. Cropper, Sag., 

Spencer Home, South Place, E.G. 


London, E.C. 

December 31, 10.,, 


I have pleasure in handing you herewith Warrant for Interest 
and/or Dividend for the half year ended December 31, 10. ., on the 
Stoolc and/or Shares of which you are the registered holder as apeoilied 
hereunder : — 


Holding 

Class of Holding 

Interest 

and/or Dividend. 

£1,000 

4 % “ A ” Mortgage Debenture Stock . . 

% “ B ” Mortgage Debenture Stock 

6 % “ Freehold ” First Debenture Stock 



1 

& 

£1,000 

__ 


_ 

£ 

£500 

6 % First Cumulative Preference Shares 

6 % Second Cumulative Preference Shares 

- 

- 

- 


Total 

_ 

... 

_ 


Less Income Tax at ... . in the £ 

— 

- 

- 


Amount payable 

£— 




I hereby certify that the sum get forth as deducted from Interest for 
Income Tax, and that Income Tax on the profits of the Company, of which 
profits the above dividend forms a part, has been or will bo paid to the proper 
ofllcer for the receipt of taxes, and this certificate may be used by proprietors 
as evidence that the tax has been so paid. 

Proprietors are requested to bo good enough to give timely notice of 
any change of addiess, in order that future Warrants may not be mia-sent. 

Proprietors who have bonking accounts are recommended to authorise 
the payment of amounts due to them direct to their credit at their 
bankers. 

Yours truly, 

Walton Robertson, 

Seorefcary, 


(Perforation) . 


(Here is attached the cheque m similar form to that already given ) 
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{Interest Warrant) 

NORTH AND SOUTH RAILWAY COMPANY. 


No. .... 


Fiest Mobtqage 4J % Debbntubb Stock. 
INTEREST WARRANT. 


3 


Samsbuby Hottsb, 

London, E.C. 

January 16, 19... 


Annexed please find Warrant for the Half-year’s Interest due this day, 
upon your holding in the above 


Interest at per cent, per annum for the half-year 

to January 16, 19 ., on £... . Stock 

Leas Income Tax at .... in the £1 


£ ! 8 

£ : : 


£ 


John Rohan & Co. (Registrars), 
Exd 


Noth. — ^We hereby certify that the amount stated hereon has been 
deducted for Income Tax, and has been or will be accounted for to the proper 
officer for the receipt of taxes. This counterfoil should be carefully preserved 
in the event of a claim being contemplated for abatement or return of Income 
Tax. No duphoaie can be issued. 
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This latter form of warrant is suitable for use with an addressing 
machine, as explained at p. 262. 

The upjjer portion of the document is retained by the payee, 
whilsfi^ the attached warrant is paid into the bards for collection. 
The detached portion should be retained for production, in case 
of need, for Income Tax purposes, in order to satisfy the Inspector 
that tax has been duly paid. When the taxpayer is entitled to 
any allowance, or to a refimd on other grounds, it will be necessary 
to produce the counterparts of all dividend warrants in support 
of the claim. Most companies keep special certificate forms in 
blank, and wiU supply shareholders with duplicate counterparts of 
warrants in case of need 

Share Warrants to Bearer. — ^If share warrants to bearer have 
been issued, due notice of the intention to pay a dividend is adver- 
tised in the public Press. The payment of dividends is usually 
provided for by means of sheets of coupons, as explained in con- 
nection with the issue of bearer debentm’es; but if no coupons 
have been issued it is necessary for the holder of a share warrant 
to deposit his wai’rant at the office of the company, together with 
a form duly filled in with particulars of name, address, number, 
and distinctive number of shares held, etc. After verification, a 
cheque for the dividend less tax is handed to him, and his share 
warrant is returned in exchange for the formal receipt issued to 
him .when he deposited it. 

Payment Direct to Banker. — ^It is a growmg practice for share-, 
holders to instruct companies whose shares they hold to pay their 
dividends direct to their bankers. Before they will do this, most 
companies require their own special printed instruction forms to 
be filled in, authorising them to pay dividends, until further 
notice, to the shareholder’s bankers, and to accept the banker’s 
receipt as a full and sufficient discharge. A note should be made 
in the Share Eegister of the receipt of such a notice, preferably 
in coloured ink. Particulars of the destination of dividend war- 
rants should he included in the note. Such warrants are made 
payable as follows: “ Tlie Midland Banh, Ltd., for account of B. 
Richmond.” When the paid warrants are returned from the bank, 
they should he pasted to their respective counterfoils in the dividend 
cheque books, and the date of clearance noted with a distiuotive 
mark in the dividend sheets 

Lost and “ Stale ” Warrants. — ^If a dividend warrant should be 
lost, a duplicate will he issued upon the signing of a satisfactory 
form of indemnity (stamp, sixpence), the payment of the original 
having been previously “ stopped ” at the company’s bank. 
Apart from this the shareholder has no remedy against the company 
except upon the lost dividend warrant; for the posting of the 
warrant constitutes payment by the company {Thairlwall v. Great 
Northern Railway Go., [1910] 2 K.B. 509). 

The majority of dividend warrants bear a note to the effect 
that if not presented within three months of date they will not 
be paid by the bank, but after verification of a “ stale ” warrant 
by the company (“ Please pay.” WaMon Robertson, Secretary) it 
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may be re-presented. Although a warrant is to all intents and 
purposes a cheque (it must bear a 2d. stamp, adhesive or im- 
pressed), some bankers distinguish between the two documents, 
and will, unless the warrant bears contrary instructions, pay 
dividend warrants six months after date, whereas an ordinary 
cheque would be referred back for verification at an earlier date. 

Bonus Shares. — Occasionally, for jfinancial reasons, companies 
whose articles permit, pay a dividend to their shareholders in the 
form of additional fuUy paid shares iostead of cash. In such 
cases, the profits earned are applied in paying up, either in part 
or in full, the amount due on the shares thus issued. The necessary 
book-keeping entries are made on lines identical with those set 
forth above, except that the Share Capital Account (and the 
Premium on Shares Account; if the shares are issued at a premium) 
is credited in place of the Cash Account. 

Illustration . — ^The Lough Neagh Steam Navigation Co., Ltd., with 
an authorised capital of £150,000, and an issued capital of £100,000 in 
£1 shares (the current market price of which is 2|-), decides on January 9, 
19. ., to pay a dividend to its shareholders, m the form of one £1 share, 
taken at a price of £2, for every fifty £1 shares held. The balance of 
profits available prior to this transaction amounted to £8,000. Show 
these transactions in the Company’s Ledger. 


DIVIDEND ACCOUNT. 



SHARE CAPITAL ACCOUNT. 
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PREMIUM ON SHARES ACCOUNT. 
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1 
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1 
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1 



PROEIT AND 
Dn. 

LOSS ACCOUNT. 
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19. 
Jan. 9 
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To Transfer to 
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„ Balance car- 
ried loiwnid .. 

£ 

4,000 

1 4,000 

0 

0 

d 

0 

10 . 
Jan 0 

lirouglit forward 

l^ought forward 

v/ 

£ 

£ 

8,000 

• 

d. 

£ 8,000 


0 

Jan ic 

8,000 

4,000 

0 

0 



Financial houses, also, sometimes distribute shares or debentures, 
which they have acquired in flotations or other dealings, amongst 
then own shareholders by way of a Scrip Dividend. In these 
cases the distribution is on the same lines as a cash distribution, 
but must necessarily be made free of Income Tax. 

_ Unclaimed Dividends. — ^Most companies, after some years of 
existence, accumulate a certain fund of unclaimed dividends. 
These should be shown as a separate item on the liability side 
of the Balance Sheet, and should be kept in a separate account 
at the bank, the balance of which will appear on the assets side 
of the Balance Sheet. The Articles of Association usually deter- 
mine the mode of treatment of unclaimed dividends, providing 
that they shall be forfeited after three or five years; but if a 
Stock Exchange quotation is desired there must be no forfeiture 
clause. The original Table A of 1862 gave powers of forfeiture, 
but revised Table A does not give such powers. If the Articles are 
sileiit, the Statute of Limitations would appear to apply, and, 
as specialty debts, dividend claims are not barred for twenty 
years {Drogheda Steam Packet Co , [1903] Ir. R. 512; Artisans’ 
Land and Mortgage Oorporation, [1904] 1 Oh. 796). An entry in 
a Balance Sheet of debenture interest or dividends unclaimed is 
a sufficient “ acknowledgment ” of the debt within the Civil 
Procedure Act, 1833, S. 5, and will prevent the claim being barred 
{Burnham v. Atlantic and Pacific Fibre Importing and Manufactur- 
ing Oo. [1928] W.N. 199). If entitled to do so by the Articles, the 
directors may pass a formal resolution forfeiting unclaimed dividends, 
and carry the amount of them to reserve. Most Articles of Associa- 
tion and Table A (Art. 96) provide that no dividend shall bear 
interest against the company. 

Dividend Reserve Account. — ^This account, sometimes referred 
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to as the Dividend Eq^ualisation Account, is a reserve created 
out of profits for the purpose of being used in whole or in part 
to provide funds for paying dividends in lean years, or to maintain 
the dividends at a regular average. If the profits earned hy a 
company are liable to violent fluctuations, a fund of this find 
is not only useful for levelling up the dividends in bad years, but 
also for steadying the market price of the shares. Such a reserve 
is merely an ordinary reserve created out of profits and earmarked 
for a special purpose. Such reserves are occasionally in the forin 
of “ Secret Deserves ” (see p. 96). Profits carried to reserve 
remain profits always, and are available for dividend purposes if 
desirable, so that no very great advantage appears to be gained 
by attaching a particular label to a reserve of the kind, though a 
fund under this heading was contemplated in the original Table A. 
Provision for such a reserve also appears in the Gas WarTcs Glauses 
Act, 1847, and the Water Works Glauses Act, 1847. ii the revised 
Table A (Art. 93) power is conferred on directors to create a General 
Deserve, which, among other uses, may be applied to equalise 
dividends. It is submitted that, in the majority of cases, a reserve 
created for this purpose should be separately invested if it is to 
fulfil its object to the maximum advantage. The probability of 
earning a higher rate of interest on the reserve by retaining it in 
the business is not a consideration that should be allowed to inter- 
fere with the main purpose of a dividend reserve, viz. to retain 
in hand a considerable sum of money available for use at short notice. 
Almost without exception, modern Articles empower directors to 
set aside reserves out of profits prior to the recommendation of 
dividends, as they may think proper, and in some cases the dividend 
is limited until a reserve of definite amount has been accumulated.* 

Debbntuhes. 

Opening Entries. — The entries necessary to record the issue 
of debentures at par, or at a premium, are precisely similar, nmtatis 
mutandis, to those akeady explained in the case of a share issue. 
To facilitate the work of registration, separate application and 
allotment sheets and a separate banking account should be opened 
for the debenture issue. The subsequent procedure follows the 
fines already explained in connection with shares. The Journal 
entries will be : — 


JOUBNAL. 



* Under French and Belgian law such reserves are compulsory. 
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the debenture holders are numerous it is advantageous to keep 
a Debenture Interest Book, the form of which is shown at p. 171. 

Coupons. — ^Xnterest on hearer debentures, as already explained, 
is paid by means of coupons attached to the bonds Bearer 
debentures are negotiable instruments (Edelstein v. Schuler, [1902J 
2 K B. 144), and it is not possible therefore to keep a list of regis- 
tered holders and draw up, periodically, interest warrant lists. A 
coupon list is prepared instead to record the payment of the coupons 
issued. All bonds are numbered, and a record is kept of their 
issue and the due dates of the coupons attached in sheets to the 
bonds. The following is an example of the form of such a list- — 
COtTPON LIST 



Some compames employ books resembling stamp albums for 
each dividend paid. The books are provided with spaces slightly 
larger than the coupons, each space bearing the distinctive number 
of an issued coupon, and as the coupons are paid they are pasted 
in their proper spaces. Separate books may be kept for the 
coupons maturing in each half-year. 

When coupons are lost, duplicates will be issued only on a 
statutory declaration explaining the loss, accompanied by a letter 
of indemnity protecting the company. (See p. 268 as to unclaimed 
interest, and the Burnham case.) 

Expenses of Issue. — Generally, the issue of debentures involves 
considerable expense All such expenses should be debited to a 
Debenture Issue Expenses Account. The cost of printing the bonds 
and coupons (if bearer bonds are issued), ad valorem duty on the 
bonds, underwriting commission, brokerage, advertising, law costs 
incidental to preparing the trust deed, fees paid on filing the 
necessary documents, are examples of the components of such 
expense accounts. The total of the account-*' must appear separately 
in the Balance Sheet (S. 124, ss. 2 (6)), and should be charged 
by instalments against revenue during the life of the debentures, 
or, preferably, within a shorter period. If the debentures are 
redeemable by amiuaJ drawings of fixed amount, it is fairer to 
apportion the expenses on the basis of the amount of debentures 
outstandmg, so that the years benefiting by the loan shall bear 
their due proportion of the expenses incurred in raising it. What- 
ever view may be taken of this practice, it is certain that, when 
debentures are repayable at a fixed date, the expenses of issue 
will become a realised loss at that date, and they must, therefore, 
be gradually extinguished dunng the years benefiting by the use 
of the money raised by the issue. 
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Issue at a Discount. — Debentures may be issued at a discount if 
authorised by the Articles of Association, but formerly such an issue 
could not be coupled with, an option to exchange them at par for 
fully-paid shares, since that would, in effect, be issuing shares at 
a discount. {Moseley v. Eoffyfontein Mims, [1904] 2 Ch. 108). f 
There would, of course, be no objection to giving an option to 
convert the debentures into shares validly issued at a discount 
at least equal to that at which the debentures were issued. 

The amount of commission and discount on an issue of deben- 
tures must be stated in the prospectus (Fourth Schedule) and 
separately stated in the Balance Sheet (S 44) until wholly written 
off. (The commission allowed in respect of shares may be included 
with this total.) The Annual Eeturn must also state the amount 

Illustration — Bayou d’Or, Ltd., offered for subscription on 
December 17, 19 . . , BOO % Debentures of £100 each at the price of 
96, payable as to £10 on application, and the balance upon allotment. 
The whole issue was subscribed and allotted, and the amounts due paid 
on or before December 31, 19... An underwriting commission of 2 % 
was paid for the issue 

DEBENTURES AT A DISCOUNT. 

JOURNAL. 



i discotmt. 
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4J % Dbbbntuiuss Application and Allotmbnt account. 



of the discotmt [S. 108, ss 3 (7t)]. Discotmt on an issue of deben- 
tures is merely deferred interest paid in a lump sum when the bond 
matures. It docs not follow, when debentures ai'e issued at a 
discount, that it indicates an unattractive security, or a stringent 
money market. It may be quite good finance if it results, as it 
sometimes does, m the issue being made at a lower rate of interest 
than that at which it would have been made had the issue been 
offered at par. In any case the company is under the obligation 
to repay the face value of the debentures when they expire, and 
this known liability must therefore be recorded in the books and 
dealt with in the annual accounts 

The additional expenses incidental to the issue, as enumerated 
at p. 270, would also be added to the discount, and the whole 
amount, representing the total cost of the issue, would be written 
off during the fife of the debentures, or, if desirable, at an earlier 
date. 

In the case of irredeemable debentures, the expenses of issue 
are sometimes left as a permanent asset in the Balance Sheet on 
the ground that the loss does not materialise except in the event 
of liquidation. Irredeemable debentures are to all intents and 
purposes perpetual annuities. They may be issued by a limited 
company under S. 74. The majority of debentures are, however. 
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redeemable, either at the expiration of a fixed term of years, or by 
annual drawings. The conditions of issue are usually detailed in 
the trust deed or in the bond itself. 

Issue at a Premium. — Debentures, like shares, may, of course, 
be issued at any premium the company can command. The 
necessary book entries will naturally be the converse of those 
shown in the previous illustration. 

Illustration— 'Rayon d’Or, Ltd., oSered for subscription on Deoen}- 
bev 17, 19 600 5J % Debentures of £100 each, at tho price of 106, 

payable as to £20 on application and £85 on allotment Tho whole issue 
was subscribed and allotted, and the amounts due paid on or before 
December 31, 19 .. 

ISSUE OF DEBENTURES AT A PREMIUM. 


JOURNAL. 



The Ledger accounts would be on similar lines to those already 
illustrated in connection with the issue of shares at a premium, 
and need not be repeated The premium account should be treated 
as a capital reserve, and the remarks already made in this connec- 
tion apply in this case also, although they cannot be emphasised, 
perhaps, logically so strongly in the case of debentures as in the case 
of shares, and, in the absence of prohibition in the articles, such 
premiums can bo treated as revenue profits. 

Prom the bondholder’s point of view the premium paid repre- 
sents the capitalised reduction of his interest To arrive at the 
true income produced by the investment ho must amortise the 
premium paid out of the accruing interest 

In reality, the issue of debentures at a discount or at a premium 
amounts in effect to the payment of a higher or lower rate of 
interest than tho nominal rate stated in the bond For example 
(ignoring Income Tax) : — 

(а) All i&sue of 4J % Debentures at 90, repayable at par at tho 
end of twenty years, amounts m reality to the payment of mterest at 
£5 11s. Id. % per annum 

(б) An issue of 4i % Debentures at 110, repayable at par in twenty 
years, amomits in reality to the payment of mterest at £3 12 b. 9d. % 
per annum. 

(o) An issue of 4f % Debentures at 97, repayable at 110 in twenty 
years, amounts in reality to the payment of mterest at £6 6s. 2d. % per 
annum. 

To be strictly logical, both discounts and premiums should be 
equally spread, on a compound mterest basis, over the hfe of 
the debenture. This course, however, is rarely followed, it being 
19 
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meticulous, and perhaps too technical, for the average company 
director. 

Redemption of Debentures. — ^Frequently the conditions of 
issue provide for the service of a Sinlung Fund to redeem the 
debentures by a single payment at the date of expiry. For this 
purpose. Capital Endowment Policies are sometimes taken out 
with assurance companies, the annual premiums upon the policy 
being aooumulated m the Balance Sheet as an investment repre- 
senting the Sinking Fund. This procedure is, perhaps, rather more 
costly than the investment of the Sinking Fund in Stock Exchange 
securities, but it has the advantage of being less approximate in 
result, and it prevents the possibility of a final shortage in the 
fund owing to market depreciation of the securities held. 

If an endowment poUcy is taken out, the entries should be 
journahsed thus: — 


JOTJKNAL. 


Proflt and Loss Account (Appropriation 

Section) . . Dr. 

To Sinlnng JTund lor Eedemption ot 
Debentures .. • 

Being the annual instalment on the iiind 

tor the redemption of 4i % Debentures 
as pec conditions ol issue 


1,000 

0 

0 

£ 

1,000 

« 

Debenture Redemption Policy Account Dr 
To Cush .. .... 

Being tlie annual premium on Policy 
No 48720 lor the service ol the Sinkmg 

(In practice this amount would be posted 
direct from the Cash Book.) 


1.000 



1,000 

0 


Instead of taking out an insurance policy, the dhectors may 
decide to invest annually such a sum as will produce the amount 
required to redeem the debentures at their due date. This method 
is liable to be falsified in its final result, owing to depreciation, 
or appreciation, in the ultimate selling value of the aooumulated 
investments The annual sums, with the interest thereon, must be 
invested in gilt-edged secuiities, which yield the rate of interest 
assumed when determining the amount of the annual instalment. 
This win he found by taldng the Sinking Fund value of £1 for 
the term of the debentures at the rate of interest assumed and 
multiplying the total value of the debentures to be redeemed 
by it. 

Ilhistration — To redeem £100,000 Debentures m twenty years at 
3 % compound interest: — 

Take the instalment shown by the tables as necessary to produce £1 
in twenty years at 3 % = £0-0372, and multiply the whole issue by this 
figure, viz. 100,000 X 0 0372 = £3,720 = the annual amount to be invested 
at 3 % compound interest. 

This amount, invested annually, will be credited to the “ Sinking 
Fund for the Redemption of Debentures,” and all interest derived 
from the investments wiU also be credited to the Sinkiirg Fund 
and invested. 
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The necessary Journal entries would be eis follows; — 


JOURNAL 



Whatever procedure is adopted, the amount required to redeem 
the debentures at their due date should bo available in cash. 
When this date arrives, the sum assured rvill be received or the 
investments realised, and the debentures paid off Assuming that 
the Sinking Pund produced the exact amount required, the 
Balance Sheet immediately prior to the repayment of the de- 
bentures would appear as follows . — 

BALANCE SHEET. 

Liabilities. £ Assets. £ 

Debentures . ... 100,000 Cash (Derived from pay- 

Smkmg Fund . . . . 100,000 ment of policy or sale 

of Sinking Fund imest- 
ments) . . . . 100,000 

On the repayment of the debentures the Sinking Pund still 
remains, and should he transferred to the genera] reserve. It is 
a reserve which has been accumulated out of profits, and is repre- 
sented by the various assets of the company. 

Annual Drawings. — Debentures usually run for periods of five, 
ten, fifteen, or twenty years, power being sometimes reserved 
for earher redemption — ^frequently at a premium — at the option 
of the company. When a stated proportion of the debenture 
issue is to be paid off annually by means of drawings, the numbers 
of the debentures to be redeemed are drawn by ballot. Six months’ 
notice is usually given to the registered holders of the debentures 
drawn When the debentures are bearer bonds, the numbers drawn 
are advertised in the public Press. It is sometimes contended 
that when the redemption of a debenture issue is completed, the 
saving secured on redemptions effected at less than par is a revenue 
profit, since it represents a capitalised reduction of interest on a 
debt and, therefore, an ex post facto revenue profit. Apparently 
there is no legal objection to this profit being used for dividend 
purposes in the absence of any prohibition in the Articles. 

Purchase in Open Market. — Sometimes the conditions of issue 
provide that debentures may be redeemed by purchase in the 
open market at prices not exceeding a fixed maximum. The 
annual amount of such purchases may represent a fixed percentage 
of the whole issue, or it may vary at the discretion of the directors. 
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The debentures are either purchased direct by the company, or by 
the trustees for the debenture holders The book-keeping entries 
are similar to those involved in the case of redemption by annual 
drawings. Any debentures so redeemed or purchased are deducted, 
at their nominal value, from the total debentures in the Balance 
Sheet. Where the company has power to reissue debentures which 
have been redeemed, particulars with respect to the debentures 
which can be so reissued must be included in every balance sheet 
of the company (S. 75 ss, 3), e.g. as follows; — 

Liabilities. 

Debentures; — £ s, d. £ s. d. 

500 % Debentures of £100 

each 60,000 0 0 

Less 60 % Debentures of 

£100 each redeemed to date 
and available for reissue. . .. 6,000 0 0 

45,000 0 0 

If debentures are purchased at a less sum than par, the dif- 
ference should be transferred to the credit of a “ Discount on 
Redemption of Debentures Account ” and treated as a capital 
reserve. There appears, however, to be no legal obstacle to the 
employment of the amount for dividend purposes. 

Debentures as Additional Security, — ^Not infreq^uently, deben- 
tures are deposited with the company’s bankers as additional 
security for a loan or overdraft, the amount of which is usually 
limited to, say, 90 % of the debentures deposited. Such debentures 
are not treated as an ordinary issue would be treated, since the 
company’s liability to the bank is the amount of the overdraft and 
not the face value of the debentures. A note that such debentures 
have been deposited must, however, appear in the Balance Sheet, 
although no entnes aro necessary in the financial books. Par- 
ticulars of the charge must, also, be entered in the Register of 
Moidgages and in the Atmual Return, and filed in due course 
with the Registrar. It may be repeated that when the overdraft 
has been repaid and the company’s banking account is again in 
credit, the debentures are not necessarily considered to be redeemed 
[S 75, ss. (4)]. The same debentures may be kept alive and used 
again to secure a fresh advance. The note in the Balance Sheet 
referred to above would appear as follows ; — 

LiABiLinEs. £ s. d. 

Overdraft at Bankers 5,860 19 8 

(Secured by issue of £6,000 4^ % Debentures.) 

A little thought will make it clear that no other entry is 
necessary in the company’s Balance Sheet. Examinees frequently 
get into difficulties with entries of this description. 

Reissue of Debeutures.— It has already been mentioned that 
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under S. 76 redeemed debentures may be reissaedj unless the 
articles or conditions of issue forbid. Reissue may be effected 
by endorsement or otherwise, or by the issue of fresh debentures 
to take the place of the old. In either case, the reissue must be 
stamped as new debentures. Redeemed debentures may be 
conveniently kept alive by transferring them to nominees of the 
company, and subsequently retransferring them to the new 
purchaser. Prior to 1907, power to reissue redeemed debentures 
did not exist In several cases it had been held that reissue 
was ultra vires. No fresh registration of reissued debentures 
with the Registrar is necessary, unless the reissue creates a 
new charge. 

In the case of the reissue of individual bonds the entries are 
simiilc — Cash is debited and Debenture Account is credited. The 
transaction represents the receipt of the cash, and the creation 
of a secured loan to the amount of the bond 

Sometimes a whole series of debentures is redeemed and re- 
issued The redemption may take place upon the expiration of 
the terms of the loan, or notice of repayment may be given by 
the company under the powers contained in the conditions of the 
issue. Prosperous companies have adopted this procedure in the 
past in order to obtain loan accommodation upon more favourable 
terms. Debentures carrying 6 % interest have, for instance, been 
redeemed and reissued at 4 % or 4J %. Latterly, however, owing 
to the issue of Government loans at 6 %, the process has been 
reversed in not a few cases, and debentures have been reissued 
at higher rates of interest in order to compete successfully with 
the Government In such cases all the old bonds must be called 
in and cancelled, and fresh bonds issued for the now loan. If 
the bonds are actually paid off in cash, the entry will be 
“ Debenture Account Dr. to Cash.” If, however, as is more usual, 
the old debenture holders consent to accept the new bonds, the 
only entry in the financial books will be the closing of the old 
debenture account by means of a transfer to the new debenture 
account, e g ; — 


JOTJENAL. 



Sometimes a company will offer the holders of maturing 
debentures renewal of their debentures until a later date at an 
enhanced rate of interest. In such cases, the bonds are usually 
endorsed with particulars of the extension and returned to their 
owners 

Notice of the changes effected must be sent to the Registrar 
of Companies, and the Register of Mortgages, both in the company’s 
office and at Somerset House, must record the discharge of the old 
debentures and particulars of the new issue. 
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When a debenture bag been redeemed and transferred to the 
company’s nominee for reissue at an early date, there will be no 
need to reduce the liability shown under the heading of Debentures 
issued. The amount represented by the redeemed debenture is 
treated, for the ^bimo being, as an amount due from the company’s 
nominee, and, when the debenture is reissued, the proceeds of 
the reissue will cancel the nominee’s debit. 

. Interest on debentures must be paid less income tax, and the 
tax deducted is accounted for in due course to the Inland Revenue 
authorities. The only exception known to the author is the case 
of a company which contracted to pay, as additional interest, 
whatever rate of iucome tax was in force for the time being. 

InOEEASB of CAPITAIi. 

The Capital of a company cannot be altered except under the 
powers conferred by statute. Moreover, notwithstanding anything 
in the Memorandum or Articles of a company, no member can be 
bound by an alteration made in the Memorandum or Articles after 
the date on which he became a member, if and so far as the alteration 
requires him to take or subscribe for more shares than the number 
held by him at the date on which the alteration is made, or in any 
way increases his liability as at that date to contribute to the share 
capital of, or otherwise to pay money to, the company, unless the 
member agrees in writing, either beiore or after the alteration is 
made, to he bound thereby (S. 22). 

When the authorised capital of a company has been fully 
issued, and further capital is needed for development or other 
purposes, the capital can he increased by virtue of S. 60, if the 
increase is also authorised by the Articles. The increase can be 
effected by ordinary resolution unless the Articles require an 
extraordinary or special resolution. Articles of Association almost 
invariably contain the requhed authority, and if they do not, they 
can be altered to that end by special resolution. It is no longer 
permissible for the Articles to give power to the directors to make 
the increa.se ; the power must be exercised by the company in general 
meetmg (S. 50, ss. 2). 

The procedure in connection with a new issue of shares is 
similar to that desoiihed in oonneotion with an original issue. 
A separate Cash Book and Banking Account should be opened 
for each class of share issued. It is advisable, in the first instance 
at any rate, to open a separate capital account entitled “ New 
Ordinary Share Capital Account," in order that the matters relat- 
ing to the new issue may he kept distinct from the old capital 
issue. When the issue is complete, and the shares are fuUy paid, 
this account may he amalgamated, if thought desirable, with the 
old Share Capital Account. 

A printed copy of the resolution increasing the capital of the 
company must be filed, within fifteen days, with the Registrar 
(fee 6s., and a Memorandum fee according to the amount of the 
increase, unless the maximum Memorandum fees have already 
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been paid on share capital previously authorised), and must be 
added to every copy of the Memorandum of Association sub- 
sec[uently distributed, Ai valorem duty must also be paid on the 
amount of the new capital issued. These expenses, and any others 
incurred in respect of the new issue, should be debited to an account 
headed “ New Capital Issue Expenses Account,” and, as in the 
case of Preliminary Expenses, written off within a reasonable number 
of years. 


Vabiatioit OB' Shabeholdees’ Rights. 

It may, in oases, become desirable to vary or even to abrogate, 
the rights attaching to a particular class of shares, where various 
classes have been issued. Where the Memorandum or Articles 
authorise the rights attaching to a particular class of shares to be 
varied, and those rights are varied, in conformity with the com- 
pany’s regulations, a minority of members holding those shares 
and not consenting to or voting for the variation, u hi the aggre- 
gate the nunority represents not less than fifteen per cent, of the 
issued shares of that class, may apply to the Court to have the 
variation cancelled The apphcation must be made within seven 
days after the date on which consent to vary was given, or the 
resolution to vary was passed, and it may be made by one or more 
of the dissentients appointed, in writing, by the whole body of 
dissentients to act on their behalf. As soon as the application is 
made, the variation cannot have effect until it is confirmed by the 
Court. After the Court has heard the application it either disallows 
or confirms the variation The Com-t’s order is final, and a copy 
of the order must be forwarded to the registrar within fifteen days 
after the making of the order, S. 61, which deals with this matter, 
is given below . — 

(1) If in the case of a company, the share capital of which is divided 
mto different classes of shares, provision ia made by the memorandum 
or articles for authorising the variation of the rights attached to any class 
of shares in the company, subject to the consent of any specified proportion 
of the holders of the issued shares of that class or the sanction of a 
resolution passed at a separate meotmg of the holders of those shares, 
and in pursuance of the said provision the rights attached to any such 
class of shares are at any time varied, the holders of not less m the 
aggregate than fifteen por cent, of the issued shares of that class, bomg 

' persons who did not consent to or vote m favour of the resolution for the 
variation, may apply to the Court to have the variation cancolled, and, 
where any such application is made, the variation shall not have eifect 
unless and until it is confirmed by the Court. j 

(2) An application under this section must be made withm seven 
days after the date on which Iho consent was given or the resolution 
was passed, as the case may be, and may be made on behalf of the 
shareholders entitled to make the application by such one or more 
of their number as they may appomt m writing for the purpose. 

(3) On any such apphcation the Court, after hearing the applicant 
and any other persons who apply to the Court to bo heard and appear 
to the Court to be interested in the application, may, if it ia satisfied, 
having regard to all the circumstances of the case, that the variation 
would unfairly prejudice the shareholders of the class represented by 
the applicant, disallow the variation and shall, it not so satisfied, confirm 
the variation. 
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(4) The decision of the Court on any such ajpplication shall be final. 

(6) The company shall within fifteen days aftei the making of an 
orclov by the Court on any such application forward a copy of the Older 
to the registrar of companies, and, if default is made in complying with 
this provision, tho company and every officor of the company who is in 
default shall be liable to a default fine. 

(6) The expiession “variation” in this section includes abrogation 
and the expression “ varied ” shall be construed accordingly. 

• EnDtroTioN OB' Capitai,. 

When trading losses have accumulated, or capital losses have 
been suffered to such an extent that the book valuations of the 
assets are no longer tenable, and the company has in oonseq^uence 
become so over-capitalised that declaration of dividends out of 
the probable revenue is impossible, it becomes advisable to reduce 
the capital of the company. Very occasionally, a company may 
decide to reduce its share capital by returning to its members an 
excess of -working capital. The student is aware that the legislature 
attaches supreme importance to the obligation of a company to 
keep its share capital intact. Though power to reduce capital can 
be exercised in certain circumstances, numerous safeguards against 
the improper exercise of the power have been imposed by statute. 
What is in effect reduction of a company’s capital may be legally 
effected, if authorised by the Articles, -without reference to the 
special powers of the statute, -yiz. by the forfeiture of shares, as 
already explained in the previous chapter, or by the surrender of 
shares in circnmstances admitting their forfeiture {Bellerby v. 
Howland and Marwood’s Steamship Go., [1902] 2 Ch. 14). A 
company may not reduce its capital by dealing in any way with its 
o-wn shares (Trevor v. Whttworth (1888), 12 App. Ca. 409); and it 
is prohibited from lending money to any person for the purpose of 
purchasing its own shares, except in connection with schemes for 
the benefit of employees (S 46) (See p. 366.) 

Statutory power to reduce capital is derived from the following 
sections of the Act of 1929 • — 

8. 60 (1) (e). By this subsection a company is authorised 
to diminish its share capital by cancelling shares whioh have 
not been taken or agreed to be taken by any person. A reduction 
of nominal capital in this way is not, however, to he deemed a 
reduction of capital within the meaning of S. 55 (see below). 

8. 55. This section gives power to a company to reduce 
its share capital “ in any way,” and mentions specifically the tluee 
ways folio-wing m which reduction can be effected: (a) By 
extinguishing or reducing the liability on any of its shares not 
paid up; (6) by cancelling paid-up capital which has been lost 
or is unrepresented by available assets; (c) by returning to its 
shareholders capital proved to be in excess of the company’s 
wants. 

Eeductions of capital under 8. 65 can only he effected if the 
Articles originally, or as amended by special resolution, confer the 
power, and in all oases the power to reduce capital can only he *^ 
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exercised after the passing of a special resolution to that effect. 
In addition to this, the powers oonfeiTed by S. 55 requh'e that the 
special resolution for reduction shall be confirmed by the Court 
after it has been passed. 

Share capital may he reduced even though there is no proof 
that the capital in question is lost or unrepresented by assets 
[S. 55, ss. (1) (6)], and see Poole v. National Bank of GMna, [1907] 
App. Ca. 229. 

Reductions of capital requiring confirmation by the Court ar-e 
by far the most frequent in practice. The wording of the special 
resolution usually takes some such form as the following: — 

RESOLVED that the capital of Excelsa, Ltd , shall bo reduced from 
100,000 ordinary shares of £1 each fully paid to 100,000 ordinary shares 
of 10s. each fully paid, and that such reduction shall be eifeoted by writing 
off capital which has been lost or is no longer represented by available 
assets. 

When the special resolution has been passed, an application 
must be made to the Court for an order confirming the reduction 
(S. 56). If the proposed reduction involves any dimmution of 
the amount of the uncalled capital, or a return of any paid-up 
capital to the shareholders, and in any other case if the Court so 
directs, the consent of the creditors of the company must be 
obtained, unless the Court dispenses with such consent. 

If the capital of the company does not exceed £10,000, the 
application may be made to the County Court having jurisdiction 
in banlcruptcy of the district in which the registered ofdce of the 
company is situate ; but if the capital exceeds £10,000, the applica- 
tion must be made to the High Court The High Court has jurisdic- 
tion for any company The petition must state briefly the objects 
of the company, its registered office, the nominal capital, the number 
of shares issued, and the extent to which they have been paid up, 
also that the company possesses power to reduce its capital and 
has passed the special resolution to carry the reduction into effect. 
Reasons for the reduction must be stated in the petition, and a 
statement must be added showing the position of the company 
after the proposed reduction has been effected. At the hearing of 
the petition an affidavit in support of the above particulars must 
be forthcoming, together with proof that the necessary meetings 
were duly convened and held. If the creditors are concerned, 
the amount of the alleged loss must also be proved, though it would 
appear that the proof need not be too detailed (in re Louisiana and 
Southern States Beal Estate and Mortgage Co., [1909] 2 Ch, 562). 

Under S. 57, ss. 2, the Court has power, which it rarely exercises, 
to order the company to add to its name as the last words thereof 
the words “ and reduced,” for a named period. 

When the proposed reduction involves a return of paid-up 
capital to the shareholders, or a reduction of the liability for 
unpaid capital, any creditor objectmg to the proposed reduction 
may attend the hearing of the petition and state his objection. 
It is only in these ohcumstances that creditors can object to a 
reduction of capital. To prevent opposition from creditors, it is 
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usual to reduce the liabilities of the company as much as possible 
prior to the presentation of the petition to the Court. If the 
creditors of the company are unaffected by the proposed reduction 
of capital, tho Court will confine itself to demanding proof that 
the rights of the various classes of members h^ve been protected. 

Where preference shares are concerned, the Court requires 
that a resolution, agreeing to the terms of the reduction, shall have 
been passed by a majority in number representing three-fourths in 
value of the holders of such shares who attended and voted either 
in person or by proxy at a meeting called for the purpose, under 
S. 163, or otherwise according to the Articles. In oases where 
the preference shares have no preferential capital rights, schemes 
will not be sanctioned which do not reduce the preference shares as 
well as the ordinary shares, tmless the holders of the latter consent. 
If the preference shares carry preferential rights as to capital, the 
whole loss frequently falls upon the ordinary shareholders, since 
they would have to bear the loss in the event of liquidation. 

When a reduction of capital is decided upon, the shares can be 
reduced in nominal value to any desired extent. But no further 
liability can be attached to the shares if they are fully paid (S. 59). 
The whole basis of the Act is to limit the liability of the_ shares to 
the amormt for which they were issued, and the imposition of a 
fresh hability would defeat this end. For example, a company 
whose capital consists of 100,000 fuHy-paid shares of 10s. each 
cannot reduce its capital to 100,000 shares of 6s. each, credited 
as paid up to the extent of 4s. with an uncalled liability of Is. per 
share. In effect, this would be to make the shareholders liable 
for 11s. per share in place of the 10s. which they originally under- 
took to pay. If the company desires to raise fresh working capital, 
it must do so by making a fresh issue in the shape of preference 
shares or debentures. As an alternative, the company may go 
into formal liquidation, and sell its property to a new company 
consisting of the old shareholders with readjusted capital rights. 
If this course is followed, the shares can then be issued at a reduced 
nominal value, with the addition of a liability for uncalled capital. 

When the order of the Court has been issued, it must be 
registered with the Registrar of Companies, and published in any 
manner the Court may direct, usually by advertisement in the same 
London and local newspapers in which the announcement of the 
presentation of the petition was made (SS. 57-68). 

The date from which the reduction .of capital takes effect is the 
date of registration of the order with the Registrar (S. 58). 

Particulars of the reduction of capital as approved by the 
Court and filed, and also of a reduction of capital by cancellation 
under S. 50, ss. 1 (e), must be added to every copy of the Memorandum 
of Association subsequently issued. 

If only one class of share exists, it is usual to write off the 
desired amount of capital by means of a <pro rata reduction of each 
share. If different classes of shares have been issued, it is some- 
times difficult to adjust the reduction fairly between the various 
classes of shareholders. When preference shares carry preferential 
capital rights, it is unlikely that the preference shareholders will 
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agree to a reduction of the nominal value of their shares, unless the 
bulk, at any rate, of the capital loss is borne by the ordinary 
shareholders., In practice, the apportionment of capital losses 
between the several classes of shareholders frequently presents 
the chief difficulty attached to a reconstruction scheme 

The Register of Members must, of course, be amended in detail, 
in accordance with the terms of the scheme for the reduction of 
the capital, and the old certificates must be called in for exchange 
for new ones or for amendment. 

If the shares of a company which has reduced its capital are 
quoted on the Stock Exchange, or a quotation is sought for them, 
the Committee of the Stock Exchange require to be supplied Avith 
a copy of the order of the Court reducing the capital and the 
Registrar’s certificate of registration. Certified copies of all the neces- 
sary resolutions relatingto the reduction, specimens of the amended 
share certificates, a statement by the secretary of the present 
capital of the company, and an assurance that the new certificates 
are ready for delivery in exchange for the old ones must also be 
forthcoming. 

IUu3tmiion.~Soleil d’Or, Ltd., was floated with a capital of £100,000 
in 100,000 Ordinary Shares of £1 each, and 100,000 6 % Preferenoe Shares 
of £1 each. The capital was fully subscribed and paid The preference 
shares carried cumulative preference lights as to dividend, but not as 
to capital repayment. Tlie company was unsnocessfiil, and sustained 
trading losses amounting to £30,000. Tn addition, the majority of the 
patents acquired by the company proved to bo wortliless It was resolved 
to write ofi £100,000 of the subscribed capital by reducing each class of 
share by 10s per share, and to reduce the assets correspondingly by 
wiping out the debit balance of the Profit and Loss Account (£30,000) 
and writing down Goodvrill to the extent of £30,000, Patents £30,000, 
and Preliminary Expenses Account £10,000. 


JOURNAL 
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EBDBMPTIOir OB' REDI!iEMABI.B PBEFEBBITCB SHAKES. 

The provisions of Section. 46 of the Act have been fully set out 
on p. 139. It will now suffice to give a composite example of the 
redemption of such shares. 

Ilhiatratton . — ^Xhe summanaed Balance Sheet o£ Dicksons, Ltd., on 
December 31st was as follows: — 

Share Capital: — 


Authorised £ £ 

100,000 Shares of £1 Sundry Assets 102,000 

each , 100, OPO Cash 20,000 


Issued : — 

60.000 Ordinary Shares 

of £1 each, 16s. paid 45,000 

40.000 6 % Redeemable 

Preference Shares of 

£I each, fully paid . . 40,000 

86,000 

Liabilities (Sundry) . . 16,000 

Profit and Loss Account 28,000 

£128,000 £128,000 

Under the terms of issue of the Redeemable Preference Shares, 
the company have the option to redeem them at any time within 
the next two years at a premium of five per cent. It is decided 
to redeem them forthwith, and for the purpose of providing 
£20,000 of the money requhed for the purpose, a fresh issue of 
5j % Redeemable Preference Shares of £1 each, payable in full 
on application, is made and fully subscribed on January 3rd 
The 6 % Redeemable Preference Shares are then redeemed on 
January 10th, the balance being out of profits. 

The Journal entries giving effect thereto are as follows : — 
JOURNAL. 
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It will be seen that the company temporarily exceeded its 
authorised capital, but no stamp duty is payable on such an excess, 
provided the redemption is carried out within one month after the 
issue of the new shares [S. 46, ss. (4)]. 

The company having issued new shares to the amount of £20 ,000, 
the Capital Eedemption Eeaerve Fund is available for paying up an 
eq[ual amount of Bonus Shares [S. 46, ss. (6)]. 


EECOHSTBUCTIOlSf. 

When the working capital of a company has become exhausted, 
it frequently happens that a new lease of life is obtained by a 
reconstruction of its capital arrangements. Eeconstruction is not 
a term of any legal sigmficance, and it is commonly applied to 
various procedures, some of which are wholly unconnected with 
financial pressure or lack of success. For example, reconstruction 
may take place (1) for the purpose of amalgamation with an 
existing company; (2) with the object of absorbing the business 
of a smaller company; (3) to enlarge the objects set out in the 
Memorandum. It must be remembered that although the 
Memorandum may be altered by special resolution in certain 
specified cases, yet any sweeping alteration usually involves 
reconstruction* and the preparation of a new Memorandum of 
Association, (4) to engage mother businesses; (5) for the purpose 
of reorganising the capital issues and rearranging the rights of 
the various classes of shareholders as between themselves; (6) to 
compound with creditors by allotting shares m satisfaction of their 
debts; (7) to cancel lost capital; (8) to give an increased number 
of shares of the same, or smaller, denomination to the share- 
holders. The last procedure has been adopted in recent years 
by several successful companies. 

In some of the cases mentioned the process of reconstruction 
imposes no very heavy task upon the book-keeper. Where, for 
instance, reconstruction is effected for the purpose of enlarging 
the powers contained in an inconvenient Memorandum of Asso- 
ciation, or for issuing shares with prior rights to the existing issues, 
the old books would still serve, the only new account being the 
“Eeconstruction Expenses Account,” or the accounts necessary 
for the record of the new capital issued. The reconstruction 
expenses would be written off to Profit and Loss Account by 
instalments. 

When reconstruction involves the reduction of capital by the 
repayment to the shareholders of a portion of the paid-up capital, 
new share certificates would be issued showing the altered con- 
ditions, and the cash repaid to the shareholders would be debited 
(Share, Capital Account Dr. to Cash) to the Share Capital Account, 
thus reducing the credit balance of that account. 

The course usually adopted in reconstructions is the liquidation 
of the old company, and the formation of a new company to take 
over the business and assets of the old company. The purchase 
price of the old business usually takes the form of fully or, more 
usually, partly-paid shares in the new company. In this way the 
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old shareholders retain their interest in the venture, and con- 
tribute, to the extent to which the purchase shares are unpaid, 
to the capital raised by the new shareholders. In some cases, of 
course, there are no new shareholders, and then the only means of 
raising fresh working capital is to mcrease the unpaid liability 
attaching to the new shares. The fact that the objects clause of 
the Memorandum authorises the sale of the company’s assets does 
not deprive a dissentient shareholder of his rights under S. 234, 
nor can he be forced to accept partly-paid shares in the new 
company as an alternative to losing his status as a shareholder 
in the old company {Bisgood v. Henderson’s Transvaal Estates, Ltd., 
[1908] 1 Oh. 743). 

The usual procedure is to make a “ Declaration of Solvency.” 
(see p. 435), and to convene an extraordinary general meeting of 
the shareholders, after givmg due notice, and sending to each share- 
holder a copy of the proposed special resolutions: (1) for the 
winding-up of the old company; (2) for the appointment of a liqui- 
dator, who, in such oases, is usually the secretary of the company; 
and (3) for the approval of the proposed sale of the company’s 
business and assets to the new company. If a resolution naming 
the liquidator is not given in the notice, any person may be nomi- 
nated as liquidator, and elected by an ordinary resolution when 
the special resolution for winding up has been passed, Dull 
details of the proposed sale and reconstruction should bo sent out 
with the notice convening the meeting, and when these reso- 
lutions have been passed as special resolutions they should be 
advertised in the Gazette (London or Edinburgh, as the case 
may be). 

In the course of an ordinary liquidation, the liquidator, by 
sanction of a special resolution, may dispose of the company’s 
assets to a new company, in consideration for an issue of shares 
to the old shareholders (S. 234), even though no such reconstruction 
may have been contemplated prior to his appointment. If the 
special resolution is duly passed, it is bmding on all the share- 
holders; but a dissentient shareholder, who has not voted in favour 
of the resolution, may by expresshig his dissent in writing within 
seven days of the passing of the resolution, require the liquidator 
either to purchase his interest at a price agreed upon or fixed by 
arbitration, or to abandon the scheme altogether. 

In practice it is usually possible in such oases to buy out 
dissentient shareholders for a nominal consideration. The dis- 
sentients are usuafiy small shareholders, since few reconstruction 
schemes are launched at all until the support of all the large 
shareholders is assured. If the dissentient shareholder forfeits 
his rights by failing to express his dissent within the statutory 
seven days, he cannot be compelled to accept shares with any 
liabihty attached to them, but he has no other remedy except 
the abandonment of his interest altogether, unless he elects to 
take the extreme step of applying for a compulsory liquidation, 
in which case the proposed scheme would need the sanction of the 
Court. If the liquidation is a Creditors’ Voluntary Winding-up, 
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the liquidator cannot sell except with the sanction either of the 
Court or of the Committee of Inspection (S. 243) 

A time limit must be fixed in the reconstruction agreement, 
within which all shareholders must express their consent to the 
scheme, and if shares in the new company are not accepted within 
the limit given, they will be held to be at the disposal of the new 
company. The proceeds of such shares, if disposed of, go to the 
shareholder concerned, but failing their disposal the shareholdei; 
will lose all his interest in them. It is a matter of surprise, even 
in cases where a promising reconstruction scheme is carried, how 
large a number of shareholders, either through apathy or negligence, 
fail to take any part in the procedure, and so forfeit all their 
rights. 

The contract transferring the assets to the new company must 
be duly stamped and filed with the Eegistrar. 

The name adopted by the new company is frequently identical 
with that of the old company, with the addition, in brackets, of 
the year of incorporation, e.g. “Rayon d’Or (1931), Limited.” 
The consent of the old company to the use of its name must be 
filed, if the name is to be identical with or so closely resembling 
that of the old company as to be calculated to cause confusion 
Provision for the payment of the old company’s habilities must 
be made by the new company, if the creditors are not provided 
for and do not participate in the reconstruction scheme by accepting 
shares in the new company m discharge of their debts. 

If a Stock Exchange quotation of the shares of a reconstructed 
company is desired, the Committee must be furnished with (a) the 
Certificate of Incorporation; (b) a statement explaining the recon- 
struction, with (c) certified copies of all the necessary resolutions 
and circulars in connection with the passing of the scheme , (d) the 
Allotment Book; (e) a copy of the new share certificate; and 
(/) a statutory declaration by the chairman and secretary that all 
legal requirements have been duly complied with. 

XlluHration — Soleil d’Or, Ltd., havmg proved unsuccessful, resolves, 
by special resolution, to wind up for the purpose of reconstruction and 
sale to a new company. The Balance Sheet of the old company at the 
date of the resolution was as follows! — 


BALANCE SHEET, DECEMBEB 31, 19... 



The scheme of reconstruction, assented to by ail parties, was 
as follows : — 


(1) The neV company, Soleil d’Or (19. . ), Ltd , was to take 
over all the assets of the old company, but not the liabilities. 
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(2) The capital of the new company was to be £150,000, 
in 150,000 shares of £1 each. 

(3) The new company was to purchase the goodwill, 
busmess, and assets of the old company for the sum of 
£75,300, payable as to £70,000 by the issue of 140,000 ordinary 
shares of £1 each, with 10s. per share credited as paid up, and 
as to £6,300 in cash. 

(4) The members of the new company were to pay the 
balance of 10s. per share due upon the shares issued to them 
as to 6s. on application and the balance on allotment. 

The expenses of winding-up the old company amounted to £300. 
There were no dissentient shareholders, and all the calls were duly 
paid. No further shares were issued beyond those forming part of 
the pm’chase consideration for the transfer of the business. 

RECONSTRUCTION. 

Assuming that the registration and other preliminary expenses 
of the company amounted to £1,000, the initial Balance Sheet 
(summarised) of Soleil d’Or (19. .), Ltd., the new company, would 
be as follows: — 

BALANCE sheet. 



JOURNAL. 
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ai Shabbs tn New CoMPAinr. 


Pit. 

Pecii 

To S u n (1 r 1 0 a 
140,000 shares 
10s paid, in 

S olell d'Or 
(19 ),Ltd,. 


70,000 


0 

1 

ByShftro Capital 
Account — 
distribution of 
shales . . . 

J 

£ 

70,000 


d. 

0 

23 

DB. 

SoLEiL d’Ob (19.. )» Limited (New Company). 23 

CR 

19. 

Dec. 31 

To Sundries 
(aHreed Pur- 
chase Priee of 
old company 

J. 

£ 

?B,300 

0 

a. 

0 

19... 

Dec 31 

„ 31 

By Sundries 
(shares Issued 
to old com- 
pany as Part 
Purchase Con- 
sideration) 

Cash (Balance 
of Piirohttso 
CooBidemtion) 

J. 

CB 

£ 

70,000 

6,300 

0 

0 

d. 

0 

0 

£75,300 

0 

0 

£75,300 


° 


Amalgamation. 

An amalgamation of the interests and assets of two companies 
involves the liquidation of both companies, and the formation 
of a new company to take over the combined venture. In these 
days, in the majority of cases, an amalgamation is usually con- 
cerned with the combination of a number of businesses in the 
same, or allied, trades into one large corporation. 

The advantages claimed for such amalgamations are usually; 
(1) economy in working expenses, e.g. the expenses of manage- 
ment, advertising, and travellers; (2) the elimination of competi- 
tion; (3) the enlargement of the share capital of the combining 
companies and the resettlement of their Articles, so that a Stock 
Exchange quotation and, consequently, a better market for the 
shares may be obtained. 

It may, of course, happen that, in an amalgamation of two 
or more companies, one of the companies possesses ample powers 
in its Memorandum, and an amount of imissued capital sufficiently 
large to admit of the transaction being carried through without 
the formation of a new company. In such cases, however, the 
transaction differs in no sense from an ordinary purchase or 
absorption. 

In practice, the settlement of the many points inseparable 
from negotiations for amalgamation is one of the most difficult 
tasks which falls to the lot of the accountant. The chief difficulty 
arises from the differing bases upon which the assets of the 
negotiating companies have been valued, and in discovering a 
basis, acceptable to all parties, on which they can be revalued. 
If the book values of the assets of the parties to the amalgamation 
are not accepted, they must first be agreed in detail, and a fresh 
Balance Sheet for each company must be prepared upon the agreed 
basis. Such adjustment of asset values will result in a profit or 
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loss, probably the latter, which mtist be adjusted in the realisation 
accounts of each individual company, as demonstrated in the 
previous illustration. The accounts now under discussion, how- 
ever, have no concern with such adjustments. The book-keeping 
entries recording the amalgamation must start with the revised 
and agreed Balance Sheets of the parties to the amalgamation. 


lUvstraHon . — Bayou d’Or, Ltd., and Soleil d’Or, Ltd., have agreed 
to amalgamate. A new company, Soleil d’ Angers, Ltd , has been formed 
to take over the combined concern as on Becomber 31, 19... After 
negotiation, the assets of the two companies have been agreed, as shown 
in the following revised Balance Sheets: — 


RAYON D’OR, LIMITED. 
BALANCE SHEET, DECEMBER 31. 19... 



BALANCE SHEET, DECEMBER 31, 19... 



Total Asaots Liabtlities. Not Aaaets 
£ £ £ 

Rayon d’Or, Ltd 113,000 8,000 105,000 

Soleil d’Or, Ltd. .. 65,000 6,000 60,000 


£166,000 

The capital to be issued as fully paid, therefore, amounts to £166,000, 
divided as above. The Soleil d’Or shareholders will receive six shares 
for every five held by them in the old company, and the Rayon d’Or 
shareholders will receive one and one-twentieth shares for every share 
in the old company. In practice, there are always fractions of shares 
which cannot be allotted. The totsd shares not capable of accurate 
allotment are therefore disposed of, and the proceeds are divided pro- 
portionately amongst the shareholders entitled to the fractions not 
capable of allotment. 

The initial Balance Sheet of the new company will appear as follows : — 
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SOLEIL D’ ANGERS, LIMITED. 
BALANCE SHEET, DECEMBER 31, 19... 



Tho above illustration is designedly primitive, since the intro- 
duction of some of the complications which in practice occur in 
transactions of the kind wo^d tend to obscure the principle it is 
intended to illustrate. 


Absoeption. 

Another form of amalgamation, sometimes referred to as 
absorption, takes place when a large company, with sufficient 
powers, resources and umssuod share capital to carry out the trans- 
action, takes over the busmess of a smaller venture. The same 
reasons which usually render amalgamation desirable in other 
circumstances apply also in these, viz. to reduce expenses and 
secure an increased turnover, so that the profits of the combined 
venture may be superior to the sum of the profits of the separate 
undertakings. A transaction of this land may mvolve either a 
profit or a loss to the smaller company, according to whether the 
price paid by the purchasing company for the assets of the vendor 
company is greater or less than the values at which they stand 
in the vendor’s books. 

lllustral/ion . — Rayon d'Or, Ltd., agrees to “ absorb ” tho business ot 
Soleil d’Or, Ltd., as on December 31, 10. .. Rayon d’Or, Ltd., is to pay 
the liabilities of Soleil d’Or, Ltd., and the expenses of the absorption 
(£1,000), and to take over the assets at then- Balance Sheet values, in 
exchange for which it is to issue twelve shares of £1 each for every share 
of £10 in Soleil d’Or, Ltd. The Balance Sheets of the two companies 
were os follows : — 


SOLIEL D’OR, LIMITED. 

BALANCE SHEET, DECEMBER 31, 19... 


IIAnraTlBS 

Capital— 

5,000 Ordinary Shares of 
£10 each, fully paid 

Sundry Creditors . . £8,800 
Bills Payahle . . . . 4,200 

£ 

60,000 

11,000 

0 1 

0 i 

Land and Buildiiius . . . . 

Machinery and Plant . . . . 

0 Sirato l^ebtors . ... 

Cash at Bank . 

0 

£ e 

30.000 

20.000 
6,000 
2,500 
3,600 

1 . d. 

0 0 

0 0 

0 0 

0 0 


£81,000 

Z] 

D 

£81,000 

0 0 
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RAYON D’OR, LIMITED. 
BALANCE SHEET, DECEMBER 31, 19... 



The entries in the books of Rayon d’Or, Ltd., are as follows i — 


RAYON D’OR, LIMITED. 


SuNDEY Assets. 





ABSORPTION 


Goodwili. Accottut 


J 0,000 

10,000 


9 StrNBWS- CltEDMOBS. 

Dr 





£ 

8. C 

I 








^Ryon*(?Or 







"fsoleU d'Or 
Ltd ) . . . , 


H SoLEH. d’Ob, Limited. 

Dr. 


.S.'. 

To Dully Paid 
Shuras .. 

„ Sundry Lia- 
hilitie.s . . . 

J. 

J 

£ 

CQ»000 

11,000 

s.l 

0 

0 

0 

0 

10 

Dec 31 

By Sundry Assel 
„ Goodwill Ac 




£71,000 

3 

0 
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BALANCE SHEET. 


(Ol!- OoMBIIflSD CoMPANn^.S ) 



Note — ^In practice, the names of the companies would not bo slio%vn, 
merely the totols; they have been shown above to make it quite clear to the 
student how the totals are arrived at. If the Balance Sheet is to bo laid 
before a General Meeting, tho bases of valuation of the fixed oasets must be 
showPi 

RAYON D’OR, LIMITED. 

JOURNAL. 
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The closing entries in the Journal of Soloil d’Or, Lid , will appear 
as shown below. When these entries have been posted in the Ledger, 
tho only accounts remaming open will bo " Share Capital Account,” 
Cr. £60,000; “ Kealisation Aoooiint” (Profit), Cr. £10,000; and “Rayon 
d’Or, Ltd., Fully Paid Shares Account,” Dr. £60,000 The distribution 
of these shares amongst tho Soled d’Or sliareholders wdl complete the 
transaction, and the accounts will then be closed by a further journal 


SOLEIL D’OR, LIMITED. 

JOURNAL. 



LP 

£ 

61,000 


d 

£ 

I'o Siuwlnpi 

Land and Biiildinga 

Maoliinory and Blant . . . . 

Snndiy DeMoia 

Stocli In hand 

Cash at Banlc . ... 

Boms assets transfoned to Rayon d’Or, 
Ltd., as per coutraet for hale, datod 
December 20, 10.. 




30,000 

20,006 

2!,i00 

3,600 



Sundries Dr. 

Sundry Creditors 

Bill" Payable 

To Eealisation Account 

For liabilities taken over by Rayon d’Or, 
Ltd., as pei eontiaot for Sale, dated 
Dooenibei 20, 10... 


6,800 

4,200 

0 

1 

0 

0 

11,000 

Rayon d'Or, Ltd , Fully Paid Shales 

To Realisation Account 

For fully paid shares Issued by Bayou 
d’Oi, Ltd , ns pm terms of tlie contract 
for Bale 


60,000 

0 

0 

60,000 


Abbangements and Reconstedotions. 

Very important provisions are contained m SS. 153 and 164 for 
allowing a company to come to an arrangement or compromise 
with its members and/or creditors, where it is desired to modiiy 
the rights of such persons. S. 155 contains provi.sions for facilitating 
reconstructions, etc These provisions are worthy of serious study, 
and are therefore given hereunder %n extenso : — 

Power to comframise ivith Creditors and Members. 

By S. 153. — (1) Where a compromise or ai-rangement is proposed 
between a company and its creditors or any class of them, or between 
the company and its members or any class of them, tho court may, 
on the application in a summary way of the company or of any 
creditor or member of the company, or, in the case of a company 
being wound up, of the liquidator, order a meeting of the creditors 
or class of creditors, or of the members of the company or class of 
members, as the case may be, to be summoned in such manner as 
the court directs 

(2) If a majority in number representing three-fourths in value 
of the creditors or class of creditors, or members or class of members, 
as the case may be, present and voting either in person or by proxy 
at the meeting, agree to any compromise or arrangement, the com- 
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promise or aixangement shall, if sanctioned by the court, be binding 
on all the creditors or the class of creditors, or on the members or 
class of members, as the case may be, and also on the company, or 
in the case of a company in the course of being wound up, on the 
liquidator and contributories of the company. 

(3) An order made under subsection (2) of tliis section shall 
have no effect until an office copy of the order has been delivered to 
the registrar of companies for registration, and a copy of every such 
order shall he annexed to every copy of the memorandum of the 
company issued after the order has been made, or, in the case of 
a company not having a memorandum, of every copy so issued of 
the instrument constituting or defining the constitution of the 
company. 

(4) If a company makes default in complying with subsection (3) 
of this section, the company and every officer of the company ivho 
is in default shall be liable to a fime not exceeding one pound for 
each copy in respect of which default is made, 

(5) In this section the expression “ company ” means any 
company liable to be wound up under this Act, and the expression 
“ arrangement ” includes a reorgamsation of the share capital of 
the company by the consolidation of shares of different classes or 
by the division of shares into shares of different classes or by both 
those methods 

Provisions for facilitating Seconstruction and Amalgamation of 
Companies. 

By S 164. — (1) Where an aijplioation is made to the court under 
the last foregoing section of this Act for the sanctioning of a oom- 
piomise or arrangement pioposed between a company and any 
such persons as are mentioned in that section, and it is shown to 
the court that the compromise or arrangement has been proposed 
for the purposes of, or in connection with, a scheme for the recon- 
struction of any company or companies or the amalgamation of any 
two or more companies, and that under the scheme the whole or 
any part of the undertakmg or the property of any company con- 
cerned in the scheme (in this section referred to as “ a transferor 
company ”) is to be transferred to another company (in this section 
referred to as the “transferee company”), the court may, either 
by the order sanctioning the oompronuse or arrangement or by any 
subsequent order, make provision for all or any of the following 
matters : 

(а) the transfer to the transferee company of the whole or 
any part of the undertaking and of the property or liabilities of 
any transferor company ; 

(б) the allotting or appropriation by the transferee company 
of any shares, debentures, policies, or other lilre interests in that 
company which imder the compromise or arrangement are to be 
allotted or appropriated by that company to or for any person; 

(c) the continuation by or against the transferee company of 
any legal proceedings pending by or against any transferor 
company; 
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(d) the dissolution, without winding up, of any transferor 

company; . . 

(e) the provision to be made for any persona, who within 
such time, and in such maimer as the court direct, dissent from 
the compromise or arrangement , 

( / ) such incidental, consequential and supplemental matters 
as are necessary to secure that the reconstruction or amalgama- 
tion shall be fuUy and effectively carried out. 

(2) Where an order under this section provides for the transfer 
of property or liabiKties, that property shaB, by virtue of the order, 
be transferred to and vest in, and those liabilities shall, by vu'lue 
of the order, be transferred to and become the liabilities of, the 
transferee company, and in the case of any property, if the order 
so directs, freed from any charge which is by virtue of the compromise 
or arrangement to cease to have effect. 

(3) Where an order is made under this section, every company 
in relation to which the order is made shall cause an office copy 
thereof to be delivered to the registrar of companies for registration 
within seven days after the maldng of the order, and if default is 
made in complying with this subsection, the company and every 
officer of the company who is in default shall be liable to a default 
fine. 

(4) In this section the expression “ property " includes 
property, rights and powers of every description, and the expression 
“ liabihties ” includes duties. 

(6) N’otwithstanding the provisions of subsection (6) of the last 
foregoing section, the expression “ company ” in this section does 
not include any company other than a oomxiany withm the meaning 
of this Act. 

Power to acquire Shares of Shareholders dissenting from Scheme 
or Contract approved by Majority. 

By S. 166. — (1) Where a scheme or contract involving the 
transfer of shares or any class of shares in a company (m this section 
referred to as “ the transferor company ”) to another company, 
whether a company within the meamng of this Act or not (in this 
section referred to as “ the transferee company ”), has within four 
months after the making of the offer in that behalf by the transferee 
company been approved by the holders of not less than nme-tenths in 
value of the shares affected, the transferee company may, at any time 
within two months after the expu’ation of the said four months, 
give notice in the prescribed manner to any dissenting shareholder 
that it desires to acquire his shares, and where such a notice is given 
the transferee company shall, unless on an application made by the 
dissenting shareholder within one month from the date on which 
the notice was given the court thinks fit to order otherwise, be 
entitled and bound to acquire those shares on the terms on which 
under the scheme or contract the shares of the approving share- 
holders are to be transferred to the transferee comjiany: 

Provided that, where any such scheme or contract has been so 
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approved at any time before the commencement of this Act, the 
court may by order, on an application made to it by the transferee 
company within two months after the commencement of this Act, 
authorise notice to be given under this section at any time within 
fourteen days after the making of the order, and this section shall 
apply accordingly, except that the terms on which the shares of 
the dissenting shareholder are to be acquired shall be such terms 
as the court may by the order direct instead of the terms provided 
by the scheme or contract. 

(2) Where a notice has been given by the transferee company 
under this section and the court has not, on an application made 
by the dissenting shareholder, ordered to the contrary, the transferee 
company shall, on the expiration of one month from the date on 
which the notice has been given, or, if an application to the court 
by the dissenting shareholder is then pending, after that application 
has been disposed of, transmit a copy of the notice to the transferor 
company and pay or transfer to the transferor company the amount 
or other consideration representing the price payable by the transferee 
company for the shares which by virtue of this section that company 
is entitled to acquire, and the transferor company shall thereupon 
register the transferee company as the holder of those shares, 

(3) Any sums received by the transferor company under this 
section shall be paid into a separate bank account, and any such 
sums and any other consideration so received shall be held by that 
company on trust for the several persons entitled to the shares 
in respect of which the said sums or other consideration were 
respectively received. 

(4) In this section the expression " dissenting shareholder ” 
includes a shareholder who has not assented to the scheme or con- 
tract and any shareholder who has failed or refused to transfer his 
shares to the transferee company in accordance with the scheme 
or contract. 

CONVBBSION OB’ ESTABLISnBD BuSINESa INTO A LIMITED 
Company. 

The advantages secured by converting a private business into 
a limited company have already been touched upon (see p. 202), 
but they may be repeated and amplified 

(1) The substitution of the limited liability of the share- 
holder for the unlimited liability of the partner. Though a 
partner may limit his liability under the Limited Partner ah p 
Act, 1907, the limitation can only be secured by renouncing all 
part in the management of the business, a handicap from which 
the shareholder m a limited company is free. 

(2) A shareholder in a limited company can bequeath his 
holding, in any proportion, to whomsoever he pleases without 
disturbing the financial arrangements of the business, and the 
beneficiaries may assume control of the business without incurring 
unlimited liabihty. In family companies, death duties are some- 



CONVERSION INTO LIMITED COMPANY 801 

times ayoided by a distribution of shares iriter vivos* Whatever 
may be the morality of such a distribution, it will hold good, so 
far as liability for death duty is concerned, if it is made not loss 
than three years prior to the death of the former owner and is an 
absolute gift, no interest in the shares being reserved to the donor. 

(3) A partnership is dissolved by the death of a partner, though 
provision is usually made in the partnership deed for the continu- 
ance of the business and the payment out of the deceased partner’s 
interest. These inconvemences do not attach to a limited company, 
since a company is under no obligation to repay capital, and, 
being an entity sepai’ate from its membership, is unaffected by 
the death of its members, whose shares pass to those entitled to 
succeed the deceased memhers. On the other hand, the death 
of a sole trader frequently precludes his heirs from having any 
connection with the business, no matter how prosperous it may 
he; for though his executors may be empowered to carry on the 
business, they are, as a rule, unwilling to do so, because of the 
personal risks they would incur. 

(4) The banla’uptoy of a shareholder does not affect a company, 
but tho bankruptcy of a partner does adversely affect a partner- 
ship, since the partnership is then dissolved. 

(5) A company can usually raise fresh funds more easily than 
a partnership. If new ordinaiy share capital cannot be issued, 
it may be possible to place preference shares with prior rights, 
or to issue debentures by creating a charge on the assets. But 
sole traders or partnership firms requiring loans must fall back 
upon personal security, either their own or that of others, failing 
which there is nothing left but to issue a mortgage or a bill of 
sale, with paralysing effect both on the property and the credit of 
the firm. 

(6) In some circumstances the proprietor of a business can 
dispose of it more easily and at a better price to a limited company 
than he could to a private purchaser; or, if he should desire that 
the business bo carried on for the benefit of his dependents, he 
can readily accomplish his purpose as a company, but only with 
difficulty and risk as a private concern. 

(7) There is no limit to the membership of a limited company, 
except in “ private ” companies, and even then the limit is suffici- 
ently wide. The statutory limit to a partnership is twenty persons, 
and, if the business be banking, ten persons. 

(8) The protection afforded by the principle of limited liability 
permits tJio employees of a company to be admitted to a share m 
the management and profits of the business by the gift or sale of 
shares to them. This has been frequently and successfully followed 
in the case of the management staff, but it is open to question 
whether the practice has proved equally successful when extended 
to workmen. One large and well-known firm, after extensive 

* The provisions of SS. 34-38, Finance Act, 1930, should be referred to 
in oases whore private estates have been converted into oonipanies and tho 
“vendor ’’ of the property reseiwes benefits to himself, since thoso provisiona 
prevent the entire avoidanoo of liability for Estate Duty in such eases. 
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experiment, abandoned the practice, and now issues certificates 
to its workmen, carrying profit-sharing rights only, without capital 
rights or representation. Such certificates are unsaleable, and are 
of value to the holder only so long as he is employed by the company. 

(9) Audit of the accounts once a year is compulsory in the 
rase of a limited company (S. 132). 

When conversion is decided upon, the amount of the nominal 
capital to be registered must be fixed. It will he wise to leave a 
margm of umasued capital for future needs, over and above the 
capital necessary to discharge the purchase consideration. The 
amount of the goodwill (if any) must also be agreed, as the amount 
decided upon be added to the assets and satisfied by the issue 
of fully paid shares. Having decided upon the purchase con- 
sideration, and what it is to include, and the amount of working 
capital desirable, the manner in which the purchase consideration 
is to be discharged must be determined, i e, the shares, ordinary 
and/or preference, the debentures, and the cash to be handed to 
the vendors in settlement of the transfer. 

The last Balance Sheet of the partnership will, as a general 
rule, form the basis of the conversion. If the book values of the 
assets are accepted as they stand, and no goodwill account is to 
he created, the conversion wiU be a simple matter so far as the 
book-keeping is concerned. But the formation of a company is fre- 
quently utilised as a convenient occasion to adjust the hook values 
of the assets, either by way of appreciation or depreciation, and 
to create a goodwill account. Sometimes also, in order to minimise 
stamp duties, the limited company does not take over the book 
debts or the Hahilities, wliich arc collected and paid respectively 
by the company on behalf of the vendors When the consideration 
exceeds £600, stamp duty will he payable at the rate of £1 for 
every £100 on the transfer of the assets wliich are not capable of 
delivery otherwise than as chases in action If the consideration 
is less than £600, the duty is 10s per £100. In the great majority 
of conversions the company is registered as a private company, 
the partners in the old firm being frequently nominated in the 
Articles of Association as permanent directors of the new company. 

The various steps necessary for the formation of a limited 
company have been described in detail in the previous chapter. 
Prom the book-keeper’s point of view the work very closely 
resembles that already described in the case of the purchase of a 
business. The first essentials are (1) a copy of the last Balance 
Sheet of the firm; (2) a statement showmg the basis upon which 
the assets are to be taken over and the liabilities discharged by 
the company, and (3) particulars of the purchase consideration 
to he paid and the form in which it is to be satisfied. 

Illuslmtion. — ^Mes^rs Goodwin, McArthur, and Ravary, an old-estab- 
lished firm, decided to convert then business into a limited oompany, as 
on December 31, 19... The profits have been shared equally between 
the three partners The Company was duly registered in the name of 
Goodwins, Ltd , and took over the business as on January 1st in the 
following year. The following details wore agreed, and, where necessary, 
embodied m the contract for sale : — 
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5 fixed at £100,000 


(1) The nominal capital of the new company 
in 100,000 shaiea of £1 each. 

(2) The assets of the old firm were taken ove 
with the exception of the patents, which were 

(3) The company agreed to pay £10,000, in 

the goodwill of tho busmess. „ , i 

(4) Tho Company was to discharge the liabilities and collect the boon 
debts of the old firm. Any diflerence between these amounts was to 
be adjusted in cash, each partner paying his share of the deficiency. 

(6) The whole of the purchase price '•lianharo'erl 1 

allotment of fully paid shares 


o the vendors. 


r at their book values, 
taken over at £1,000. 
fully paid shares, for 


3 to be discharged by the 


In the foUGwing illustration it has been assumed that all the 
above transactions were completed as on December 31, 19... 
Formation expenses have heen ignored. 

GOODWIN, McArthur, and ravary. 

BALANCE SHEET, DECEMBER 31, 19... 
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In order to close the books of the old firm, a Realisation Account 
must be opened, as shown in previous illustrations, the entries 
taking the form common to the sale of a business. 


GOODWIN, McArthur, and ravary. 

JOURNAL. 
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G. MoAbthdr, Capitaj:. Aocotimt. 
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M. Bavaby, Capitab Aoootnsrr. 
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25 Goodwins, Limigted. 35 



Conversion on Shares into Stock 
As previously remarked, S. 50, s -s. 1 (c), gives limited companies 
the power to convert fully paid shares into stock, if authorised 
by the Articles of Association, which usually stipulate that tho 
power may be exercised by an ordinary resolution. Tho same 
section (50) also gives power to reconvert stock into shares. Notice 
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of the conversion, or reconversion, as the case may be, giving the 
date of the resolution and reference to the Article granting power 
to convert, must be sent to the Registrar within one month (S. SI, 
s,-s 1). After such alteration every copy of the Memorandum of 
Association must be in accordance with the alteration (S. 24). 

These powers are sometimes utilised by successful companies, 
the dealings in whose shares are very active, in order to benefit 
by the greater ease with which stock can be transferred as com- 
pared with shares bearing diatmetive numbers. When the resolu- 
tion to effect the conversion has been passed, and due notice of it 
has been given to the Registrar, the old share certificates must 
be called in and exchanged for the new stock certificates. Al- 
though most Government stocks can be transferred in fractional 
amounts, it is usual in the case of commercial companies to 
restrict transfers of stock to multiples of some round sum (e.g. £1, 
£6, etc.). 

When stocks have been issued on various dates and conditions, 
they are sometimes conveniently consolidated or “ unified ” into 
one common stock (e.g. Canadian Pacific Railway 4% Consolidated 
Debenture Stock), bearing a uniform rate of interest, payable at 
fixed dates. If the unification has the effect of increasing the 
nominal capital of the company, ad valorem duty must be paid 
on the increase. The Annual Return must set out the amount of 
stock held by each member of the company, and the prescribed 
form of Return must be altered to suit the circumstances. 

In addition to the necessary entries in the Register of Members, 
the old Share Capital Account must he debited with the amount 
of the capital converted into stock, and a now stock account 
opened and credited with a similar amount as follows 
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When a conversion of shares into stock takes place, it is usual 
to close the old Share Register and open a new Stock Register. 
This is most conveniently effected by means of a Stock Conversion 
Journal, in which the names and addresses of the old shareholders 
with full details of their holdings are set out. Against each holding 
is recorded the number of the new stock certificate issued, the 
amount of stock it represents, and the new Stock Register folio 
where the stockholders’ account wiU be found. 

SPLITTING Shakes. 

8. 50, s.-s. 1 id) gives a limited company power to subdivide, 
or “ split” its shares into shares of smaller denomination than 
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that originally fixed by the Memorandum of Association. This 
power is sometimes taken, advantage of by successful companies 
whose shares have risen to a high premium, with the result that the 
shares have too high a value to be popular in their present denomina- 
tions. Several well-known banldng companies have split their 
original shares. An ordinary resolution is required, unless the 
Articles stipulate some other resolution. The proportion between 
the amount paid and the amount, if any, unpaid on each share 
must not bo changed in the process of subdivision (S. 50, ss. 1 {d)). 

The process of “ sphtting ” shares is tiresome and expensive, 
but the entries involved in the financial books are of the simplest 
character, e.g. : — 

JOXJBNAl,, 



The work entailed by the conversion upon the Eegistrar’s 
department of the company is, however, considerable if the share- 
holders are numerous. It wiU bo necessary to call in aU the old 
certificates m exchange for the new. To carry out this work 
efficiently, schedules should be prepared from the share registers, 
showing the names of the shareholders, particulars of their 
holdings, the distinctive numbers of the old shares, and the number 
of certificates handed in by them; and against these particulars 
full details of the now certificates issued in exchange should bo 
recorded. 

The Regulation of Railways Act, 1868 (S. 13), gives similar power 
to split its stock to any railway company that has paid a dividend 
of not less than 3 % on its ordinary stock for the year preceding 
the splitting. The Midland Railway, e.g., divided its stock into 
Preferred and Deferred Ordinary Stock in the year 1902. 

In such cases the cash received from the issue of the capital 
remains unaltered. The old stock account is closed by the transfer 
of the credit balance, appropriately divided, to the two accounts 
representing the “ split ” stocks. If the operation involves any 
increase in the nominal capital of the undertaking, ad valorem 
duty must be paid on the amount of the increase. Assuming the 
operation to consist of the issue of £100 of Preferred and £100 of 
Deferred Stock, for every £100 of the original ordinaiy stock the 
entry will be: — 


JOURNAL. 
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The practical effect being, in this case, that the now stocks are 
issued at a discount of 50 %, and the nominal capital is doubled. 

Inteebst Paid out ob Capital. 

The student has long ago absorbed the axiom that dividends 
cannot be paid out of capital, since to do so would amount to 
the repayment to the shareholders of a portion of the capital 
subscribed by them, whereas no return of capital is legal except 
under the particular conditions already described. Under certain 
circumstances, however, interest on shares may be paid out of 
capital during the construction of works. S. 54: provides that 
where any shares of a company are issued for the purpose of raising 
money to defray the expenses of the construction of works, or the 
provision of any plant which cannot be made profitable for a 
lengthened period, the company may pay interest on so much of 
that share capital as is for the time being paid up, and charge such 
interest to Capital as part of the cost of construction of the work 
or building, or the provision of plant, subject to the following 
conditions: — 

(1) Such payments must be authonsod by tbo Articles of Association, 
or by special resolution. 

(2) They must also be authorised by the Board of Trade. 

13) The Board of Trade may hold an inquiry, at the company’s 
expense, prior to giving its assent, and may require security for the 
amount of the costs of the inquiry. 

(4) The payments may only be made for the period determined by 
the Board of Trade, and may m no case extend boyond tlie close of the 
half-year next after the half-year during which the woiks have been 
actually oompletod or the plant provided. 

(5) The rate of interest shall in no ease exceed 4 % per annum, or such 
other rate as may be preacnbed by Order in Counoil. (T/ie Oompanies 
(^Interest Out of Capital) Order, 1929, fixed a maximum rate of inteiest of 
6 par cent, per annum.) 

(6) The payment of interost shall not operate as a reduction of the 
amount paid up on tho shares in respect of which it is paid. 

(7) The accounts of the company shall show tho share capital on 
which, and the rate at wWch, interest has been paid out of capital during 
the period to which the accounts lolate. 

Of the very few applioatione made to the Board of Trade for 
powers under this section, about one-half on the average are refused. 

Similar powers are frequently granted to certain Parliamentary 
companies such as dock, railway and harbour companies, but the 
terms on winch the privilege may be exercised are determined 
by the special Act in each case. The Indian Railways Act, 1894, 
granted similar powers in connection with Indian railway con- 
struction. 

It should not be necessary to defend the principle of allowing 
interest to he paid and charged to Capital Account in such oircum' 
stances. It is clear that capital expenditure on a large scale and 
extending over a long period involves the matter of interest as an 
additional cost. An independent contractor tendering for work 
would of course allow for interest when preparing his estimates. 
There can be no question that the real cost of public works such 
as these oorapanies undertake is represented by the actual cost 



INTEREST PAID OUT OF CAPITAL 313 

of materials, labour, and supervision plris interest on the capital 
employed. 

Table A, Art. 91, states that “No dividend shall be paid other- 
wise than out of profits ” This clause is found in the Articles of 
most companies. But, with or without such a clause, the fact 
remains that, except in the case of the compames mentioned 
above, no dividend may be paid out of capital. The capital funds 
subscribed by the shareholders can only be utilised for the purposes 
enumerated in the Memorandum of Association, and directors 
and officers of a company incur serious personal risk if they employ 
them for the purpose of paying dividends. The onus is on them 
to show that the dividends have been paid out of profits. (Bance’s 
Case (1871), 6 Oh D. 104). 

Holding Companies 

A company formed for the sole or main purpose of buying shares 
in other compames with the aim of averaging risk and yield, so 
that the members of the company may obtain a higher 3 neld, with 
comparative safety, than they could obtam as individual investors, 
IS commonly called a Tnist Company. The directors of such 
compames require to be experts in stock and share movements, 
yields, etc., and a well managed company of this type performs 
a very useful function for the mvestor who requires a fair yield 
with reasonable safety of capital. 

As a contrast to the above t 3 rpe of company, there is the Finance 
Company, formed for the purpose of making profits by buying and 
soiling shares, promoting company flotations, underwriting, and 
similar more or less speculative ventures. This type of company, 
in the hands of efficient directors, can be very successful, but in- 
expert rnanagement often leads to a short and disastrous life. 

A third_ type of company, not to be confused with the Trust 
Company, is the Holding Company. Such a company acquires a 
cmtrolling interest in other compames, then termed, in relation to 
the Holding Company, subsidiary companies. The object of 
aoqumng such control is, usually, to weld the whole of the com- 
panies into one combine, to the mutual advantage of all, but par- 
ticularly of the Holding Company. 

The Companies Act, 1929, for the first time in the history of 
hnghsh company legislation, contains provisions for compelling 
holding companies to disclose certain information in their published 
accounts. These provisions are worthy of reproduction in full 
and are accordingly given hereunder. 

Meaning of Svisidiary Company. 

By S. 127.— (1) Where the assets of a company consist in whole 
or in part of shares in another company whether held directly or 
through a nominee and whether that other company is a company 
within the meaning of this Act or not, and— 

{a) the amount of the shares so held is at the time when the 
accounts of the holding company are made up more than fifty per 
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cent, of the issued share capital of that other company or such as to 
entitle the company to more than fifty pei' cent, of the voting power 
in that other company, or 

(6) the company has power (not being power vested in it by 
virtue only of the pr-ovisions of a debenture trust deed or by virtue 
of shares issued to it for the purpose in pursuance of those pro- 
visions) dkectly or indirectly to appoint the majority of the directors 
of that other company, 

that other company shall be deemed to be a subsidiary company 
within the meaiung of this Act, and the expression “ subsidiary com- 
pany ” in this Act means a company in the case of which the con- 
ditions of this section are satisfied 

(2) Whore a company the ordinary business of which iacludes 
the lending of money bolds shares in another company as security 
only, no account shall for the purpose of determining under this 
section whether that other company is a subsidiary company be 
taken of the shares so held. 

Assets consisting of Shares in Subsid/ia/ry Companies to be set out 
separately in Balance Sheet. 

By S. 125. Where any of the assets of a company consist of 
shares in, or amounts owing (whether on account of a loan or other- 
wise) from a subsidiary company or subsidiary companies, the 
O'ggisga'te amount of those assets, distinguishing shares and indebted- 
ness, shall be set out in the balance sheet of the first-mentioned 
company separately from all its other assets, and where a company 
is indebted, whether on account of a loan or otherwise, to a subsidiary 
company or subsidiary companies, the aggregate amount of that 
indebtedness shall he set out in the balance sheet of that company 
separately from all its other habilities. 

Balame Sheet to include Particulars as to Subsidiary Companies, 
By S. 126, — (1) Where a company (in this section referred to as 
“ the holdmg company ”) holds shares either directly or through a 
nominee in a subsidiary company or in two or more subsidiary 
companies, there shall be amiexed to the balance sheet of the 
holdmg company a statement, signed by the persons by whom in 
pursuance of section one hundred and twenty-nine of this Act the 
balance sheet is signed, stating how the profits and losses of the 
subsidiaiy company, or, where there are two or more subsidiary 
companies, the aggregate profits and losses of those companies, 
have, so far as they concern the holding company, been dealt with 
in, or for the purposes of, the accounts of the holdmg company, and 
in particular how, and to what extent, — 

{a) provision has been made for the losses of a subsidiary com- 
pany either in the accounts of that company or of the holding 
company, or of both; and 

(6) losses of a subsidiary company have been taken into account 
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by the directora of the holding company in arriTing at the profits 
and losses of the holding company as disclosed in its accoimts : 

Provided that it shall not be necessary to specify in any such 
statement the actual amount of the profits or losses of any subsidiary 
company, or the actual amount of any part of any such profits or 
losses which has been dealt with in any particaiar manner. 

(2) If in the case of a subsidiary company the auditors’ report on 
the balance sheet of the company does not state without qualifica- 
tion that the auditors have obtained aU the information and explana- 
tions they have required and that the balance sheet is properly 
drawn up so as to exhibit a true and correct view of the state of 
the company’s affairs according to the best of their information and 
the explanations given to them and as shown by the books of the 
company, the statement which is to be annexed as aforesaid to 
the balance sheet of the holding company shall contain particulars 
of the manner in which the report is qualified. 

(3) For the purposes of this section, the profits or losses of a 
subsidiary company mean the profits or losses shown in any accounts 
of the subsidiary company made up to a date within the period to 
which the accounts of the holding company relate, or, if there are no 
such accounts of the subsidiary company available at the time when 
the accounts of the holding company are made up, the profits or 
losses shown in the last previous accounts of the subsidiary company 
which became available within that period. 

(4) If for any reason the directors of the holdmg company are 
unable to obtain such information as is necessary for the preparation 
of the statement aforesaid, the directors who sign the balance sheet 
shall so report in writing and their report shall be annexed to the 
balance sheet in lieu of the statement 

For the purposes of the Act, it will be apparent that more than 
one company might be a “ holdmg company ” by reference to a 
company within the meaning of S. 127, e.g. where a minority of 
the issued shares carry a majority of the voting power, or the power 
to appoint directors. 

The statement required by S. 126 is to be made by the du’eotors, 
and follows the auditor’s report on the published Balance Sheet 
of the Holding Company. Li practice, it is usually a bald state- 
ment giving the bare i^ormation stipulated by the section, and 
for this reason many authorities would like the section amended 
to require details of the losses made by subsidiaries to be stated, 
together with their effect on the value of the shareholding in such 
subsidiaries as it appears in the Balance Sheet of the Holding 
Company. 

It does not faU within the scope of this work to discuss the 
advantages or disadvantages of holding company systems. From 
an accounting viewpoint, certain important problems arise alter 
each company has prepared the Balance Sheet legally required 
each year; problems upon which it is only possible to touch in 
principle here, since so much must obviously depend upon the 
facts of each individual case. 

For practical purposes, a Holding Company may be defined 
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as “ a compaaiy -whicli b.olds either direotly or through nominees 
the whole of, or a controlling interest in, the share capital of one 
or more companies, termed, in relation to the holding company, 
“ subsidiary companies.” Control here means a majority of the 
voting power (coupled with a reasonable proportion of the issued 
capital) and is made effective by interlocldng Boards of Directors. 

The shares in the subsidiary companies may be acquired for 
cash or shares, usually the latter, since the " old ” shareholders then 
become members of the holding company and so acquire an indirect 
interest not only in their own “ old ” company, but in all the other 
companies in the combine. Provision is made in S. 155 (see p. 299) 
for facihtating the acquisition of the shares of recalcitrant minorities. 

The Holding Company may or may not be itself a trading 
company, but in any case its “ legal ” Balance Sheet shows only 
“ Investments ” in the subsidiary companies, and it is very difficult 
for its members to determine the value of its shares, which are 
obviously dependent directly upon the values of the.se investments. 

Various eicpedients are adopted to overcome tins difficulty: — 

(1) A copy of each subsidiary company’s Balance Sheet is 
attached to that of the Holding Company. This method is only 
practicable where the subsidiary companies are few in number. 

(2) Statements of assets and liabilities, or of the net worths, of 
the subsidiary companies’ Balance Sheets are attached to the 
Holding Company’s Balance Sheet. 

(3) A joint statement, termed a “ Consolidated Balance Sheet,” 
is prepared, treating the whole combine as one concern, in effect as 
a Head Office and Branches, in which reserves are made for the 
interests of other shareholders in such subsidiary companies as are 
not completely owned by the holding company. 

Method (3) is that which gives the greatest amount of informa- 
tion to the Directors of the combine and to the members, and 
candidates for the professional accountancy examinations are 
expected to be familiar with the method of preparing suoh state- 
ments. These consolidated Balance Sheets are useful also for the 
information of creditors, bankers, debenture holders (where the 
holding company guarantees the principal and/or interest), and 
others interested in the combine. The technical legal aspect is 
disregarded, and the substantially correct accountancy aspect is 
set forth. 

Many problems arise in practice which cannot be adequately 
discussed in tbe space now available, e.g, the position of preference 
shareholders. These matters are adequately dealt with in several 
specialised treatises dealiag exclusively with holding companies. 

The method of consolidating Balance Sheets embodies the 
principles enunciated in connection with Branch Accounts 
(Chap. XVI). An iUustration is appended 

JlhisiraMon. — The summarised Balance Sheets of a Holding Company, 
H Ltd., and a subsidiary oorapany, S. Ltd., immediately after the lioldmg 
company had acquired the whole of the shares in the latter, were as 
follows: — ' 
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H. LTD. 


£ 

Share Capital, Authorised and 

Issued 10,000 

Creditois 4,000 

Profit and Loss Account 2,000 

£ 

Sundry Assets 7,000 

Investment m S. Ltd , 6,000 

£1 shares at cost 9,000 

£1(3,000 

£16,000 



S. LTD. 

£ 

Share Capital, Authorised and 

Issued 6,000 

Creditors 2,000 

Reserve 1,000 

Profit and Loss Account 1,400 

£ 

Sundrj' Assets 10,400 

£10,400 

£10,400 




{Note — Sviffloiont shares would bo held by nominoos of H. Lfd. io con- 
stitute the statutory muiimum number of mombors.) 


H. Ltd. has, in effect, purchased assets valued at £10,400, 
subject to paying off creditors, £2,000, i o it has purchased the 
right to net assets of £8,400, for £9,000. If it had absorbed S. Ltd., 
the result would have been a Goodwill figure of £600. In con- 
solidating the Balance Sheets, therefore, this amount must appear 
as Good'll, having been paid to the former members of S. Ltd. 
as a premium to gain control, although S. Ltd.’s assets have not 
been correspondingly written up. 

Like profits prior to incorporation, the Reserve and Profit and 
Loss Balance of S Ltd. reach the Consolidated Balance Sheet as a 
capital reserve, and are talren into account in arriving at the Good- 
will figure. 

The Consolidated Balance Sheet thus appears as given on p 318. 

Where inter-company indebtedness exists, the amount thereof 
inust obviously be eliminated from both sides of the Balance Sheet. 
Similarly, goods in stock in the hands of one company, on which 
profit has been taken by another company in the combine, must 
be reduced to cost, thus eliminating from the combmed Profit 
and Loss Account all unrealised profits. 

An illustration is given on pp 319-21 of a Consolidated Balance 
Sheet where there are minority interests in the subsidiary company. 
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published statement, only the totals 



. (Holding Company). 
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EXAMINATrON QUESTIONS. 


1 . A Unuted company issued £50,000 Ordinary Capital in £10 shares, 
payable £1 on apphcntion, £4 on allotment, and the balance two months 
later. The company also issued £50,000 in Debentures of £100 each, pay- 
able 10 % on appheation and the bianco on allotment. The whole was 
subscribed and allotted on January 10, 19... Givo the necessary Journal 
entries to record the above. {NcUional Union Teachers.) 

2. Yon are asked to provide the books and statements requisite for a limited 
company up to allotment and to supervise the accounts to that time. 
Describe your course of procedure. {Oharlered Accountants ) 

3. Laurent Carle, Ltd., a newly formed Company, issued 50,000 Ordinary 
shares of £1 each and 50,000 6 % Preference shares of £1 each, Of these, 
61,660 Ordinary Shares were applied for, 60,000 of which were allotted ; and 
48,600 Preference Shares, all of which were allotted. 

Briefly describe the procedure necessary in order to carry out the issue 
and allotment of these shares, aaid give ruhngs of any special boolts or papers 
you would recommend. 

Both classes of shores were payable : 2s. 6d. per share on application, 
January 3, 19. , ; 6s. per share on allotment, January 6, 19. . ; 12s. 0d. per 
share, first and final call, January 31, 19... {Royal Society Arts.) 

4. The X Y Z Company, Ltd., has an Authorised Capital of £100,000, 
divided into 60,000 Preference Shares of £1 each, and 60,000 Ordinary Shares 
of £1 each. It has issued, and fully called, 40,000 Preference Shares, on 
which the calls unpaid amount to £1,000. It has also issued, and fully 
called, 40,000 Ordinary Shares, and the unpaid calls on these amount to 
£600 ; in addition, 1,000 of these shares, on which £600 has been paid, have 
been forfeited. 

You are requested to set out the foregoing particulars as they should 
appear in the Balance Sheet. (National Union Teachets.) 

5. The Tulip Soap Company, Ltd., was formed on January 1, 19.., 
with a nominal capital of 60.000 shares of £1 each, divided into 16,000 6 % 
Preference Shares and 45,000 Ordinary Shares. 8,000 Preference Shares 
were allotted and paid for in full on January lOlh. 36,000 Ordinary Shares 
were allotted on January 16th, 6s being paid on appropriation and allot- 
ment. A final call was made on March 6th, when all amomits were paid 
except the final call on 100 shares. On March 26th £7,000 was raised 
by the issue of 6 % Debentures, the cost of the same, £380, being paid 
in cash on that day. On April 16th the company purchased the business 
of G. Gale, taking over the following assets : Plant, £6,000 , Stock, £3,000 j 
Sundry Debtors, £2,000, which were paid for by the allotment of 2,000 
Preference Shares and 3,000 Ordinary Shares, fully paid, and the balance m 

Show Cash and Lodger accounts and Journal entries to record the above 
transactions and the Balance Sheet of the Company as at April 30, 19... 
(Central Assoaatton Accountants.) 

6 . The West African Bubber Company, Ltd., which was registered with 
a capital of £100,000 divided into 1,000,000 shares of 2s. each, invited 
applications for its capital, payable 6d per share on application, Is. per 
share on allotment, and the remainder one month after allotment. On 
April 1, 19.., 1,200,000 shares were applied for, and the deposits thereon 
received. On Apnl 6th following, applications for 800,000 shares were 
accepted in full, while applicants for the remaimng lOO.OOO shares were 
allotted half the number they had respectively applied for. The balance 
due on allotment was in each case received on the following day, and the 
final instalment was received on May 6, 19. .. Y'ou are asked to show the 
record of the above transactions in the Company’s Cash Book and Journal 
and in the following accounts in the Lodger : (a) Applications Account ; 
ft) Allotment Account; (c) Call Account; (d) Share Capital Account. 
(OharUred InaiiMte Seorelwies.) 
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The tuidormantioned persons applied for, in the order n^ed, and were, 
With one exception, duly allotted shares of £1 each offered for subscription 
by Soled d’Or, Ltd The shares were payable ns to 6s. per share on 
application, 5s per share on allotment, and the balance as and when deter- 
mined by resolution of the Directors. Tho distinctive numbers allocated 
to the shares in question ran from 1 onwards. The application list v'"" 
closed on July 1, 19.., and aU allotment moneys \ 

July 16, 19... 




r before 


Make the entries recording the application for, and allotment of, the 
following shares in. the Application and Allotment Book of the Company. 
Bobert Rhoid, 16 Binsbury Circus, E.C., wool Applledfor Allotted. 

broker .. . .. .. .. .. .. .. -. 6,000 6,000 

George Dewey, 261 Low Pavement, Nottingham, 

lace manufacturer 1,000 600 

Bobert Biehmond, Eastwood, Essex, rose grower 2,000 2,000 

Florence Veitch, The Manse, Loamtown, spinster 100 none 

{JRoyal Society Arts), 


8. How would you suggest that the receipt of cash should be most 
conveniently recorded in tho case of a limited company which issues 600,000 
Ordinary Shares of £1 each, the issue being fully subsoribed by a large number 
of applicants, the instalments being payable. Is. on application, Js. on 
allotment, and the balance in three calls of 63. each, one, two, and three 
months after allotment respectively ? (Chartered Accountants.) 

9. A limited company, with a Nominal Capital of £60,000 in 60,000 
Ordinary shares of £1 each, was formed to aoqmro an existing business. 
Shares to the value of £10,000 were issued to the vendors as fully paid, and 
20,000 shares were subsoribed for by the public. During the first year 
163. per share was oaHed up, being 5s. per share on application, 6a per share 
on allotment, 2s 6d. per share first call, and 2s. 6d. per share second call. 
At the end of the first year there had been paid up on the shares subscribed 
for by the public i On 16,000 shares the full amount called ; on 3,000 
shores 12s, 6d, per share j on 1,500 shores lOs. per share ; on 600 shares 
6s. per share. 

You are required to givo the entries necessary to record tho Capital 
transactions in the books of tho company, taking into consideration the 
fact that all shares upon which leas than 10s. per shore had been paid were 
forfeited by resolution of the Directors. You are also required to show how 
the Capital would appear in the Balance Sheet of the company at the end 
of the first year. (Chartered Institute Secretaries.) 

10. On January 31, 19. ., Woodwards, Ltd., oflered 60,000 now Ordinary 
Shores of £1 each for subscription at par. The shares were payable as to 
2s. 0d. per share on application, as to 5s. per share on allotment, and the 
balance as and when required by resolution of the Directors. 

The following applications wore received : — 

Bobert Easter, Baldwins, Chelston, Essex, gentle- Applledfor. Allotted, 
man 20,000 20,000 


George Grainger, 365 Elden Avenue, B.O., wool 

merchant 10,000 10,000 

Charles Coombe, 10 Low Pavement, Chester, 

shipowner . . 16,000 10,000 

Phillip Qoodsir, Salisbury House, E.C., solicitor . . 10,000 10,000 

WilUam Smith, Smithfiold Market, B 0., salesman 160 none 


The Directors went to allotment on February 3rd, and all allotment 
moneys were duly paid on or before February 6th. 

The distinctive numbers of the new shores ran from 50001 onwards. 

Prepare a suitable Application and Allotment Book, and make tho 
necessary entries therein ; and give the entries, recording the above trans- 
actions in tho financial boolts of the company. (Chartered Institute Secretaries.) 

11. The Golden Gate Mining Company, Ltd , was registered on January 1, 
19.., with a Nominal Capital of £160,000, to acquire tho Suzanne Copper 
Mimng Claim from Explorations, Ltd. The purchase price of the claim 
was agreed at £50,000, payable as follows : Cash, £10,000 ; Ordinary 
Shares £30,000 j Debentures, £10,000. 
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The Company offered 100,000 Ordinary Shares of £1 each for public 
subscription on January 3, 19.., at a premium of 5s. per share, payable 
as to 7a. 6d. per share (including the premium of i5s.) on application, 5s. per 
share on allotment, and the balance on February 15 th. 

On January 10th the Directors went to allotment upon applications for 
85,650 shares, all of which were allotted, and the allotment moneys duly 
paid on or before February 1, 19... The final call was also duly paid with 
the exception of the amount due upon a holding of 500 shaies. The agree- 
ment with B-xplorations, Ltd., was carried ont on January 25th. 

Give the necessary entries to record these transactions, and show how 
they would appear m the Company’s Balance Sheet. (Chartered Institute 
Seoretanes.) 

12. Journah’se the following transactions of a limited company : — 

The company was registered on January 1, 19. ., with a Nominal Capital 

of £120,000, divided into 120,000 shares of £1 each, of which 40,000 were 
issued as fully paid to the vendor as part purchase consideration, 40,000 
offered for subscription to provide working capital, payable as to Ss. per share 
on appheation, 5s per share on allotment, and the remainder in two calls 
of 5 b. each ; 40,000 shares to be held in reserve for future issue. The vendor 
also received £10,000 in 6 % Debentures, being the balance of the purchase 
consideration. 

Jan. 6. Applioations were received for 36,000 shares. 

„ 6. Allotment made of 36,000 shares. 

„ 10. Amount due on allotment of 36,000 shares was received. 

Feb. 10. First call of 5s. per share was made, payable on February 24th. 

„ 10. 40,000 fully paid shams allotted to vendor. 

„ 10. 5 % Debentures issued to vendor for £10,000, balance of 

purchase money, (Chartered Accountants.) 

13. The Oriental Supphes Company, Ltd., made an issue of £60,000 
Ordinary Shares of £1 each at a premium of 2s. per share, 2a. 6d. per share 
payable on appheation, 4a. 6d. (including the premium) on allotment, and 
5s. on first oml, due throe months after allotment, and the balance as 
required. 

The Application List was closed on March 26, 19. ., when it appeared that 
applications had been received for 60,000 shares. 

On March 31st the Directors met and allotted shares as follows : 
Applicants for 40,000 shares in full j applicants for 16,000 shares, 10,000 ; 
appheanta for 6,000 shares, nil, their application money being returned on 
April 1st. 

The whole of the amounts dne on application and allotment were received 
by April 10th. 

The first call became due on June 30, 19.., and was all received by 
July 8th, with the exception of the call duo on 1,000 shares. 

The call on these 1,000 shares not having been received, the shares were 
duly declared forfeited by the Directors on September 30, 19. .. 

Make the necessary entnes in the Cosh Book and Journal of the Company 
to record the above transactions (Chartered Accountants.) 

14. Bobert Coe, of Faitvale, Somerset, potato grower, applied on 
January 1, 19.., for 1,000 shares in the Erratic Motor Omnibus Company, 
Ltd , issued at par, paying 2s. per share on application. 

These 1,000 shares were allotted to him on January 3, 19. ., numbered 
180366 to 181361, and he duly paid the allotment instalment of 8s. per share 
on January 4th, 

On January 6th he bought a further 1,000 shares, 10s. paid, numbered 
24062 to 25061 on the Stock Exchange at the price of 11s. per share, free 
of stamps and brokerage, the transfer for the same being lodged with the 
Company on January 6th, and approved by the Board the same day. 

On January 16th he paid the first call of lOs. a share on his 2,000 shares, 
thus making them fully paid. 

On February 5th he sold the whole of his holding on the Stock Exchange 
at ISs. per share, free of scamps and brokerage, the transfer being lodged 
with the Company and approved by the Board on February 10th. 
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Show a ruling of a Share Ledger and a Transfer Register for the Company, 
inserting in the latter the details of the foregoing transactions as far as they 
apply, and giving in the former R. Coe’s account as a member of the_ Company. 

Also show R. Coe’s Investment Account as it would appear in his osm 
Ledger, assuming that the purchases and sales of shares were paid for on 
the day of their occurrence. {London Chamber Commerce.) 

15. Doubts having arisen as to the accuracy at the Share Books of a 
public company, describe in detail the steps you would take to audit them. 
{Chartered Accountants.) 

16. Can shares be issued at (a) a discount, (6) a premium ? If so, how 
should the transactions be dealt with in the books of the company ? {Central. 
Association Accountants.) 

1'?, Are premiums received on the issue of Share Capital available for 
dividend j {a) In the case of a company ineoiporated under a special Act 
of Parliament; (6) m the ease of a limited company under the Companies 
Act. {Chattered Accountants.) 

18. Premiums on shares of a company having been carried to a Reserve 
Pund, a portion in a bad year’s trading is transferred to Profit and Loss 
Account in order to pay its Piefereuce dividend. Would you see any 
objection to this course ? {Chartered Accountants ) 

19. Make the Journal entries necessary in order to record the under- 
mentioned transaction : The Ravory Printing Machine Company, Ltd., 
issued, on June 30, 19.., 100,000 Ordinary £1 shares at "a premium of 5s. 
per share, payable on application. The shares applied for were payable 
as to^ lOs per share on application and as to 153. per share upon allotment. 
The issue was fully subscribed by the public. Allotment duly took place 
for the whole issue on July 16, 19... {London Chamber Commerce.) 

20. The Tin Mines Company, Ltd., issued new capital on February 28, 
19. ., consisting of 40,000 Ordinary Shares of £1 each, payable as to 6s. on 

Z lioation, 6s. on allotment, and 10s. one month after allotment. The 
tea were issued at a premium of 6s. per share, payable on allotment, 
and the issue was over-subscribed to the extent of 10,000 shares. Mako the 
nocossary Cash Book and Journal entries, the whole of the money having 
been duly received by the Company. {Chartered Aeeountants ) 

21. A company issued £500,000 new Capital, divided into £10 shares at 
a premium of £6 per share, payable thus : — 

On apphoation, £1 per share. 

On allotment, £4 per share and £2 10 0 premium. 

Final payment, £6 per share and £2 10 0 premium. 

Together, £10 per share and £6 0 0 premium. 

Over-payments on application were to be applied towards sums due on 
allotment, and over-payments on application exceeding sums due on allot- 
ment were to be returned. Where no allotment was made money was to 
be returned in full. Draw form for an Application and Allotment Book 
to meet above circumstances, and make specimen entries. {Chartered 
Aeeountants.) 

22. The Westholme Engineering Company, Ltd., was registered in 19.. 
with a Normnal Capital of 500,000 shares of £1 each. Daring the same year 
250,000 of these shares were issued and fully paid up. 

The balance of the Share Capital was offered to the public in 19. . at a 
premium of 6s. per share. Of these shares 200,000 were applied for and duly 
allotted, payable, as to 7s. 8d. per share on application (including the 
premium) and 2s. 6d. per share one month after allotment. No further call 
was made during the year. The expenses of the second issue amounted to 
£1,025, of which amount £500 was written off during the year. 

Show how the above transactions would appear in the Company’s Balance 
Sheet as on December 31st last. {Chartered Accountants.) 
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23. Eayon tl’Or, Ltd , has a Capital consisting of 100,000 Ordinary 
Shares of £1 each, upon winch 2a 6d. per share was paid upon application, 
and 7b. 6d per share on allotment. As Secretary to the Company, the 
Directors instruct you to take all the necessary stops to call up the balance 
due upon the shares. State bnolly how you would proceed j submit sketches 
of any special books or papers you would employ, and give the entries 
necessary to record the call in the books of the Company. {London Chamber 
Gommerce.) 

24. How should money received in respect of shares which have been 
forfeited and reissued be treated iu the accounts of a company ? (Ohartered 
Accountants.) 

25. Wlien auditing the accounts of Hugh Dickson, Ltd., you find the 
following Journal entry : — 


Sundry Shareholders . . . . Dr. 100 

To Interest Account 100 


For interest al. 6 % on calls in arrear. 

Do you approve of this entry ? If so, under what conditions t {Char- 
tered A ocountanis } 

26 . The Hillborough Manufacturing Company, Ltd., had a total sub- 
scribed Capital of £100,000 in Ordinary Shares of £10 each, on which £7 10s. 
had been called up. A final call was made, and all amounts were paid 
except £26 due from D. Drake, who owned 10 shares. These shares were 
forfeited and reissued at £9 per share for cash. Show the General Ledger 
Accounts in which the above transactions are recorded and the balances 
thereof as they would appear in the Balance Sheet of the Company. {Central 
Aasodation Accountants.) 

87. One thousand shares of £1 each in the Eldorado Mining Company, 
Ltd., were allotted to John Jones, of Bangor, shipowner, on March 1, 19, .. 

He paid 6 b. per share on application, and 6s. per share on allotment. 
A first call of 6s per share was made, payable on June 1, 19... Tins he 
failed to pay, and the Directors of the Company decided to forfeit his shares. 
Notice of the intention to forfeit was given on August 1, 10. ., and as the 
call still remained unpaid the shares were duly forfeited on September 1, 
19... In the meantime a second call of 6s. "per share had been made, 
payable on September 1, 19... 

On October 1, 10.., the forfeited shares were reissued as fully paid to 
William Wilson, of Exchange Street, Liverpool, cotton merchant, at the 
price of I6s. per share. 

Desoriba the usual course of procedure in forfeiting shares, and make 
the entries in the books of the company necessary to show the full effect 
of the above transactions. {Chartered Accountants ) 

28 . The prospectus of Messrs. Black & Tan, Ltd., was publicly advertised 
on .Tanuary 2l8t, with the following loan and share issues ! Debentures ; 

1.000 4 % debentures of £100 each, the whole of which were offered 
and fully subscribed and paid up. Preference Shares . 20,000 6 % 
Preference Shares of £5 each, the whole of which were offered and fully 
subscribed and paid up. Ordinary Shares ; Nominal, 30,000 Shares of £6 
each, of which 10,000 shares were issued aa fully paid to the vendors m 
part payment of the purchase price of the business. Of the remaining 

20.000 shares the pubhe subscribed for 15,000 shares, the whole of which 
were, in due course, fully paid up, with the exception of the Inst call of £2 
per share on 500 ^ares, which were sulisequently forfeited by resolution 
of the Directors. Pass the necessary eutriea through the Company’s books 
to record these transactions, and state how they should appear in the 
Balance Sheet. {London Chamber Commerce ) 

29 . Brown & Black, Ltd., was registered as a limited liability company 
on October 1, 19. ,, with an Authorised Capital of £600,000. The company 
went to allotment on November I, 19. ., when 200,000 Ordinary Shares at 
£1 e^h were allotted at a premium of 2s. fid per share, payable 2s. Od. on 
application, 6s. (including premium) on allotmont, and the balance on 
May 1st next All the allotment and call money was paid when due except 
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in the ease of one shareholder, who failed to pay the final call on 200 shares 
held by him. His shares were forfeited on June 1,19... Show the necessary 
entries in the books of the company to record these transactions. (Central 
Association Acoountanta.) 

30. The Directors of a limited company forfeited 1,000 Ordinary Shares 
of £1 each owing to non-payment of the final call of 10s. per share. The 
shares were subsequently reissued to another shareholder for a cash payment 
of 22 b. 6d. per share. 

(1) Are these proceedings intra mrea f 

(2) What steps should you take to enable you to arrive at a decision T 

(3) How should the transactions be dealt with in the Balance Sheet which 
you are asked to certify ? (Chartered Accountants.) 


31. On February 11, 19.., the Directors of a limited company resolved 
that 60 shares of £1 each, issued to James Robinson, should be forfeited for 
non-payment of the amounts payable on allotment and first call, viz. 7s. 6d. 
and 5a. respectively ; the deposit on apphoation, 2s. 6d., had been paid. No 
further call was made. On March 25, 19. ., they resolved that the said 
shares be issued to William Brown on payment by him of £40. Make the 
nooea.sary entries in the company’s books, including the Share I.edgor. 
(Chartered Accountants.) 

38. What are the duties of auditors in connection with the statutory 
meeting of a company registered under the Companies Act? (Chartered 
Accountants ) 


33. What do you know about the statutory meeting of a private company ? 
(Chartered Institute Secretaiies.) 


34. By the Companies Act it is enacted that the Directors’ Report to be 
issued to the shareholders before the first statutory meeting of a company, 
“ Shall so far as it relates to the shares allotted by the company and to the 
cash received m respect of such shares, and to the receipts and payments 
of tho company on Capital Account, be oertifiod as correct by the auditors, 
if any, of the company.” How would you, as an auditor, interpret the 
phrase “ on Capital Account ” t (Chartered Accountants.) 

85. As auditor of the L Company, Ltd., you are required to certify the 
Statutory Report. Part of the item treated as Cash subscribed in respect 
of shares allotted “ on tho footing that they are to be paid for in cash on 
the terms mentioned m the Prospectus” consists of Bills of Exchange at 
three months’ date. How would you act ? (Incorporate Accountants.) 

86. You are appointed auditor on the formation of a limited company, 
and are instructed to examine the books for the purpose of certifinng the 
particulars required for the Statutory Report under the Companies Act 
1929. What steps would you take to enable you to give tho necessary 
certificate in respect of (a) shares allotted by the company j (5) cosh 
received in respect of such shares ? (Chartered Acaountants.) 


87. Preparo “ Statutory Report ” from the following figures : — Receipts ; 
On allotment of 60,000 shares of £10 each, £137,000. Proceeds sale of old 
building material removed from freehold, £1,742. Advanced on mortgoge, 
£47,000. Received in respeot of allotment of Debenture Stock (76 % 
of £100,000), £76,000. Payments. Purchase of freehold, £206,000. Paid 
builders on aooount, £12,600. Paid for Stock in Bond, £24,350. Paid 
salaries, £247. Office and petty expenses, £147. Preliminary expenses to 
date, £2,471. (Chartered Accountants.) 



39. Prepare from the particulars given below tho Report pursuant to 
Section 113 of the Companies Act, 1929, of the N G Company, Ltd. 

Total number of shares allotted la 41,044 of £1 each, 33,000 issued as 
fully paid to tho vendor; on the remaining 8,044, 6,500 have been paid up, 
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but in, respect of the balance, 2,644 shares, although they have been allotted 
by the Directors, no cash has been received by the Company. 

The Company commenced business on August 3, 19... 

The Report is to be dated October 20, 19. .. 

The following payments have been made. £1,000 to vendor; £200 for 
Prelunmary Expenses; £760 for Plant purchased; £316 Wages and Salaries; 
£76 Rent of Warehouso; £80 Pittmgs and Fixtures. {Incorporated Ao- 
countanU.) 

40. Tho Shareholders’ Trust, Ltd. (Directors, John Smythe, Tom Browne 
and Richaid Bruce-Jones; Secretaiy, A. Sonbe; and Auditors, Critic & Co.), 
was entitled to commence busmess on April 1, 19... 

Eighty thousand shares of 10s. each had been applied for and duly allotted, 
and 2s. 6d. per share, payable on application, udth 2s. 6d. per share payable 
on allotment, had been received by the Company. An additional 10,000 
shares wore, under the purchase agreement, allotted to the vendors as fully 
paid. 

Prepare the Statutory Report (with auditors’ certificate), and state withm 
what period the statutory meeting of tho Company should be held, in order 
to comply with Section 113 of the Companies Act, 1929. 

The following payments had been made prior to the data of the report, 
VIZ.: On account of Preliminary Expenses, £2,600; Investments, £10,000; 
Directors’ Fees, etc,, £260; Printmg and Stationery, Postages and 
Sundries, £46. 

The sum of £6,000 had been placed on deposit at the bank. 

The Preliminary Expenses were estimated in the prospectus at £3,600. 
[Chartered Accountants.) 


41. As the auditor of a limited company, you are asked to certify the 
Report pursuant to Section 113 of the Companies Act, 1029. Upon attending 
at the company’s office you aie furnished with the undermentioned particulars, 
which you are asked to assemble in the statutory form. 

Submit the necessary statement in the form you would be prepared to 
certify, and append your certificate thereto. 

The company was entitled to commence business on January 3, 19... 
The Nominal Capital is 100,000 Ordinary Shares of £1 each. The number 
of shares allotted is 72,866, of which [a) 40,000 were issued as fully paid to 
the vendor ; (6) 10,000 were fully called and paid up ; (c) of the balance 
of the issue, 10s. per shaie had been called and paid, except that the first 
call of 2s fid. per share on 200 shares remained unpaid. 

£10,000 had been received in respect of a loan on mortgage of the 
company s works. 

payments were as follows: Vendor, balance of purchase price, 
^,’222,’ Expenses, £1,250 (estimated in the prospectus at 

£1,000) ; Contractors on account of Freehold Factory, £6,850, less £760 
allowed by them for old building material on site ; Office Salaries, £722 ; 
Directors Fees, £160 ; Incidental Expenses, £182. Date the report March 5 
19. . , and fix a date for the statutory meeting. {(Jharitred Accountants.) 

43. What are “ preliminary expenses,” and how are they dealt with bv 
limited companies ? To what extent (if any) are these expenses allowed 
os a charge against revenue ? [London 

XT taken over by a company, registered on 

March 31, 19. . , amounted for the year ended December 31, 19. . , to £50 000 
1, . ®'^“iabl6 for dividend ? If not, to what extent, and how 

should the balance be appropriated 1 [Chartered Accountants.) 

VI company, registered on March 31st, takes over the assets 
and habibties of a tradmg concern as on January 1st. The profits for the 
SIX months to June 30th were £5,000. How would you deal with this sum 
(CAaS distribution i 
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45. A limited company is mcoiporated on March 31, 19. for the ptirposa 
of taking over an existing business, and oommenoes its own business on 
that date. Under the purchase agreement the company is entitled to all 
profits since the previous January 1st, and at the end of December, 19.., 
the profits made for the year amoimt to £10,000, the whole of which sum 
the Directors propose to distribute by way of dividend. Under the circum- 
stances described, what explanation and recommendation, if any, will it be 
your duty as auditor to place before the Board 7 (Chartered Accountants.) 

46. A limited company was incorporated on April 15, 19. to take over 
the businessof a vendorfirmasfromDecemberSlstprevious. TheAgreement 
for Sale was entered into by the vendors with a trustee for the intended 
company on March 31st, and was expressly referred to, and its adoption 
by the company provided for, in the Articles of Association. It contained pro- 
visions that all the profits of the business as from December 31, 19. ., should 
belong to the company, and that the vendors should continue trading in the 
usual way for the benefit of the company until completion, and be indem- 
mfled and account accordingly. The agreement was adopted on April 30th, 
and completion took placeon May31, 19. .. Tho accounts for the year show 
a net profit for the whole year of £12,000, and tho Directois proposed to 
divide the whole as dividend. What considerations govern the determination 
of the amount distributable ? (Chartered Accountants.) 

¥}. A company was formed on April 8, 19. ., taking over a business as 
from March 1, 19... The Balance Sheet on September 1, 19.., contains 
the following items • — 

Liabilitibs. 

£ 

Creditors . . . . . . . . 8,696 

Mortgage 10,000 

Capital, 6 % Preference . . 36,000 

Capital, Ordinary . . . 22,668 

Profit from March 1, 19.. 8,984 


Assess. 

£ 

Debtors 21,686 

Bank S86 

Patent Rights 2,000 

Machinery 15,076 

Binlding 20,000 

Goodwill 16,000 

Preliminary Expenses .. '1,100 

Stock 10,000 


£86,248 

How would you ascertain the profit to April 8th and what suggestions 
would you make as to its disposal ? (Incorporated Accountants.) 

48. A liimtod company was formed to acquire an old-established business 
as a going concern. The company was to take over the assets at £100,000, 
and pay the liabilities of the old firm. The purchase agreement was dated 
January 1, 19... The company was incorporated on March 31, 19... 
Upon accounts being prepared it was found that the business had made 
a loss of £3,200 during the three months ended March 31, 19 . . . The Directors 
desire to set off this loss against the profit made in the succeeding nine months 
and ask your advice in the matter. 

What advice should you offer 7 (Chartered Accountants.) 

49. Give a pro-forma Journal entry in illustration of the entries you 
would expect to find recording the purchase of an established business by 
a limited company formed for that purpose. (London Chamber Commerce ) 

50. The Perpetual Motion Company, Ltd., agreed to purchase from 
John Johnson the assets and goodwill of his business, winch were as follows : — 


Freeholds 3,000 

Plant 8,000 

Goodwill 7,000 

Stock , . . , 2,000 


£20,000 

Payment was made on November 1, 19.., as to £16,000 in 6 % 
Debentures, and the balance in Ordinary shores of £1 each, valued at a 
premium of 6s. each. Show the necessary entries in the books of the company 
to record the transactions. (Central Association Accountants.) 
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51 . The Caiino Exploring Syndicate, Ltd., owning concessions covering 
a large area in South-West Africa, floated a subsidiary company — the Ravary 
Mine, Ltd. — to acquire mining nghts over a portion of its territory. The 
purchase price payable by the subsidiary company was £50,000 m fully paid 
shares. All the expenses of the flotation (£2,526) were to be repaid by the 
Ravary Mina in cash How would you rocord these transactions in the books 
of the Carme Bxplonng Syndicate, Ltd. f {London Chamber Commerce ) 

68. The Octopus Insurance Company (having on June 30, 19.., a 
called-up Capital of £260,000 m £10 shares, £1 paid, quoted on the market 
at £22 lOs., and a Reserve Fund of £1,600,000) purchases, on November 30, 

19. . , the business of the Retiring Insurance Company (having on June 30, 

19.. , a called-up Capital of £200,000 in £20 shares, £2 paid, quoted on the 
market at £8 lOs., and a Reserve Fund of £600,000) for £45 for each five 
shares, giving ono-half of the consideration in its shares taken of the value 
ol £22 10s. each, and ono-half in 4 % Debenture Stock taken at par. 
In addition, Is. a share in cash is to bo given, by way of dividend to 
Dooerober 31, 19. .. 

Show how tho accounts of the Octopus Company will stand after the 
purohase has been oomploled. {Charter^ Accountants ) 

63 . The Eastern Trading Company, Ltd., in 19. . sold one department 
of its business to the Titan Company, Ltd. The value of this branch, 
according to the books of the Company, was £20,000. The purchase price 
was fl.'ted at £30,000, to be discharged by the issue to the Eastern Trading 
Company, Ltd , of 30,000 Crdmary shares of £1 each, fully paid, in the 
Titan Company, Ltd. 

The Eastern Trading Company, Ltd , had borrowed from C D £20,000 
at 6 % and the Titan Company, Ltd , being very prosperous, 0 D in 

19., agreed to accept 10,000 Titan Company shares at £2 per share in 
discharge of the loan. Those shares were accordingly transferrod to 0 D 
on June 30, 19... 

Draft the Journal entries necessary to rocord the above transactions in 
the books of the Eastern Trading Company, Ltd. How would you deal 
with the apparent profit on the sale to the Titan Company, Ltd., and on the 
transfer of the Titan shares to 0 D ? {Oiartered Accountants.) 

64 . A limited company is formed to buy a property from B for £50,000 j 
£26,000 in cash and £26,000 in shares The Capital is £76,000 in 76,000 
shares of £1 each. 66,000 shares are issued, 6s. payable on application, 
6s. on allotment, 5s. on fiist call, and 6s. on final call. 

The purchase money, £26,000, is paid, and the consideration shares are 
allotted to B. 

The preliminary expenses, £2,200, are paid by the company. Share- 
holders holdmg 820 shares fail to pay the final call, and the shares are for- 
feited under the Ai’tioles of Association. 

State the Cash Book, Journal and Ledger entries necessary to record the 
facts. (Incorporoted Accountants.) 

55. A company, consisting of seven shareholders, holding 2,000 shares 
of £10 each, equal to £20,000, sold to B Company the assets, subject to 
£10,000 mortgage and £2,000 creditors, which liabilities wore taken over 
by the B Company. The purchase price was 1,500 shares of £10 each in 
the B Cconpany, and a ^,000 for compensation to employees of the 
A Company. 

Four of tho A shareholders, holding 200 shares, objected to take B shares 
in payment, therefore the other three A shareholders, called “ 0 & Company,” 
bought the 200 shares for £2,000 cash. 

The three A shareholders were the only partners of the firm of 0 & Com- 
pany, who had treated the 1,800 shares in A Company as a partnership 
asset, at cost, which was £10,000. 

Show what entries should be made in G & Company’s books. (Chartered 
Accountants.) 

66. A limited company is formed to purohase an existing business with 
a nominal capital of .£200,000, one-half in Ordinary and one-half in 6 % 
Rreferenoe Shares of £1 each. 60,000 of the Ordinary Shares are issued at 
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ft premium of 6s. per share, the Preference Shares being all issued at par ; 
63. per share being payable on application and 10s. on allotmont in each 
case. £20,000 6 % Debentures are underwritten at 98 % On account 
of the purchase money of £54,000 a sum of £8,000 is paid in discharge of 
the liabilities of the vendor, and the following assets taken over : Stock- 
in-trade, £12,000 ; Book Debts, £20,000 j Machinery and Plant, £6,000. 

Journali.se the entries necessary for recording the purchase in the books 
of the oompaiiy. {Incorporated Accountants.) 

67. Journalise the following transactions of a limited company: — 

The company was registered on January 1, 19. ..with a Nominal Capital 
of £120,000 divided into 120,000 shares of £1 each, of which 40,000 were 
issued as fully paid to the vendor as part purchase consideration, 40,000 
offered for subscription to provide working capital, payable as to 6s. per 
share on application, 6s. per share on allotment, and the remainder m two 
calls of 6s. each ; 40,000 shares to be held m reserve for fnture issue. The 
vendor also received £10,000 m 6 % Debentures, being the balance of the 
purchase consideration. (Ohartered Accountants.) 


58. On January 1, 19.., a company, with a Noimnal Capital of £20,000, 
divided into 10,000 Ordinary Shares of £l each and 1,000 6 % Prefeienoe 
Shares of £10 each, was formed to acquire the business of Albeit Durand. It 
was agreed to allot as fully paid to the vendor, as purchase consideration 
of the assets acquired, 6,000 Ordinary Shares and 500 Preference Shares. 
On January 6, 19.., the balance of the Ordinary Shares was issued to 
the public at a premium of 6s. per share, and 75 % of this issue was duly 
applied for, the terms of subscription being 10s. por share (including the 
premium) on application, 7s. 6d. per share on allotment, and the balance 
on March 31, 10... 

The company carried out its agreement with Albert Dnrand, and went 
to allotment on January 12th. All cash due on application and allotment 
was paid with the exception of that due on allotment of 600 shares to Victor 
Verdier. These shares vere forfeited by resolution of the Directors on 
March 16, 19. . , and were reissued on March 22, 19. . , to Hugh Dickson on 
payment of the amoimt due on the shares 

You are required to show how those transactions would appear in the 
books of the company, assuming that the call duo on March 31, 19.., has 
been made, but that no cash has been received in respect of it. {London 
Ohamber Oormierce.) 

59. James & Oo.’s Balance Sheet at December 31, 1910, showed the 
following figures : Land and Works, £120,000 ; Stocks and Work m pro- 
gress, £70,000; Patents, Licences, etc., £10,000; Book Debts, £60,000; 
Cash at Bankers and in hand, £40,000 ; Bills Receivable, £10,000 ; Trade 
and Cash Creditors, £100,000. 

They sold the business to a company (which was formed ivith a Share 
Capital of £200,000, divided into 100,000 Ordinary and 100,000 Preference 
Shares of £1 each, and a Mortgage Debenture Cainlal of £100,000) for 
£300,000, to be satisfied by the issue to them of the whole of the Ordinary 
Shares, 50,000 of the Preference Shares, £50,000 Debentures, and the balance 


The balance of the Preference Shares (at par) and of the Debentures 
(at 106) were issued to and taken up and paid for by the public as follows : — 
Preforonoa 

_ Shaiea Debentures. 

On application 2a. 25 % 

On allotment 8s. 40 % 

On March 31, 1911 10a. 40 % 

Underwriting and preliminary expenses amounted to £16,000. 

Make the necessary entnes m the company’s books, and prepare the 
opening Balance Sheet. {Chartered Accountants.) 

60. Make the necessary entries in Journal form to record the following 
transactions in the Books of Account of a limited company : — 

(1) January 1, 19. .. — The company purchased from vendors Plant and 
Maohmery valued at £8,000, Stock-in-trade valued at £2,600, and Patent 
B.ights valued at £3.000. 
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(2) January 10, 10...— The company allotted to vendors, m part pay- 
ment of pnrohase of these assets, 800 fully paid Ordinary Shares of £10 each, 
and issued 26 Mortgage Debentures of £100 each m satisfaction of the balaneo 
of purchase money 

(3) 16, 19...— The company allotted to applicants 1,000 
Ordinary Shares of £10 each, having received on same date £2 per share, 
the amount payable on application and allotment. 

(4) Febnuay 16, 19. ..—First call of £2 per share made on 1,000 Ordinary 


(6) Febiuary 20, 19... — ^Payment of first call received in full. 

(6) March 1, 19... — ^The company received £2,600 in respect of Book 
Debts due to vendors, agreed to be collected on their behalf. Vendors agreed 
to accept 30 Mortgage Debentures of £100 each in payment thereof, and 
these Debentures -wero issued to them on this date. 

(7) April 1, 19... — Certain shareholders, being desirous of paying up 
the balance due on their shares pending further calls, the company agreed 
to allow them 6 % per annum interest on the calls paid in advance. 
£3,000 was reeeivod on this date from shareholders under this arrangement. 

(8) April 15, 19... — ^The company applied the sum of £3,300 in re- 
deeming 20 Debentures of £100 each at a premium of 10 % with £100 interest 
thereon to date of redemption. 

In addition to the entries m the Books of Account, state briefly what 
other entries must be made in the records of the company in respect of the 
above transactions. (Ohartered Accountants.) 


81. The Oak Saw Mill Company, Ltd , agreed to purohaie the business 
of Henry Sykes, timber merchant, as on January 1, 19... Henry Sykes’s 
Balance Sheet on that date was as follows ; — 


Liabilities. £ 
Sundry Creditors . . . . 2,800 

Bills Payable 6,000 

Loan on Mortgage of Land 
and Buildings contra . . 10,000 

Bank Overdraft ,. ,. 15,000 

H. Sykes’s Capital . . . . 32,600 


£66,000 


Assets. £ 

Land and Buildings (sub- 
ject to Mortgage contra) 30,000 

Fixed Plant and Machinery 10,000 

Loose Plant and Tools , . 3,000 

Stock-in-trade 12,000 

Sundry Debtors .. 10,600 

Cosh m hand . • . . , . 600 


£86,000 


The purchase price was fixed at £66,000; and, in addition, the Oak 
Saw Mill Company, Ltd., took over the mortgage, and agreed to discharge 
the liabilities to Sundry Creditors and upon Bills Payable. The purchase 
price was to be discharged by the payment of £20,000 in cash and the allot- 
ment of £20,000 Ordinary Shares, fully paid, and £15,000 6 % Cumulative 
Preference Shares, fully paid. 

The purchase was completed by the payment of the cash and the allotment 
of the shares on February 2, 19... 

Make the necessary Journal entries (in the books of the Oak Saw Mill 
Company, Ltd ) for recording the above transactions. (Ohartered Accountants.) 

62. The Insular Wire Company, Ltd., was formed to acquire tho business 
of Gabriel & Co , whose Balance Sheet at the date of purchase was agreed 
as follows : — 


Liabilities. £ 

Creditors 2,600 

Capital 13,000 


Cash in hand 
Cash at Bank 
Debtors 
Stock-in-trade 
Fixtures, etc 


Machinery 

Leasehold 


Promises 


3,900 

2,000 


£15,600 


£1,6,600 
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The agreement entered into provided that the purchase price should be 
£18,000, payable as to £12,000 in cash, and as to £G,000 by the allotment 
of 6,000 fully paid shares of £1 each in the Company The Nominal Capital 
of the Company was £30,000, of which 20,000 shares of £1 each were allotted 
on July 1, 19.., payable as to 10s. on apphoation and 10s. on allotment. 
The whole of the cash due in respect of the shares was duly received. The 
cash consideration was paid by the Company July 20th, and the vendor’s 
shares were allotted on that date. The preliminary expenses amounted 
to £400. 

You are requested to open the books of the Company, recording the above 
transactions, and prepare a Balance Sheet as at J'lly 20th. (Incorporated 
Accountants. ) 

63. The Birget Engineering Company, Ltd., purchased certain patents 
from Short & Sharp, under an agreement dated June 30, 19,., at a cost of 
£40,000. £1,000 of this sum was to be paid to the vendors m cash, and the 
balance m fully paid £10 Ordinary Shares 

Including the shares allotted as fully paid to the vendors, the company 
issued Capital to the extent of £75,000, consisting of £50,000 in Ordinary 
Shares of £10 each (£1 on apphoation, £4 on allotmont, and £5 at the end 
of three months), and £25,000 in 6 % Breferenee shares of £6 each (£1 on 
application, £2 on allotment, and £2 at the end of three months). 

Under the agreement with Short & Sharp, the patents passed to the 
company on July 9, 19... which date was also the date of allotment. 

All the shares issued to the public were fully subscribed and duly paid 
for with the exception of £200 ci^ls m arrear on tho Preference Shares. All 
cash was paid direct to the company’s Banlcers. 

Make the necessary entries m the books of the company to give effect 
to the above transactions, and show how they would appear m the company’s 
first Balance Sheet, (London Chaniber Ootmnerce.) 

64. Can (a) dividends on Ordinary Shares, (6) dividends on Cumulative 
Preference Shares, (o) interest on Debentures, be paid by a company at the 
close of its first year of trading when no profit has been made 1 In giving 
your answer state if any exceptions are permissible. (Central Associainon 
Accountants.) 

65. A limited company having its Capital divided into 6 % Non- 
Cumulative Preference Shares and Ordinary Shares is about to declare its 
first dividend 

It is proposed to submit a resolution to the shareholders authorising 
the payment of dividends on both classes of shares free of Income Tax. 

Is there any, and if so what, objection to this, and if there is an objection, 
can it or can it not be overcome, and in what way ? (Chartered Accountants.) 

66. Source d’Or, Ltd., was registered in 19, . without special Articles 
of Association. At the annual meeting in May 19.. the Directors 
recommended the payment of a dividend of 5 % on the Ordinary Share 
Capital. The shareholders rejected the recommendation, and carried an 
amendment declaring a dividend of 6 %, which was paid in June 19. . . 

As auditor to the Company, what steps should you take in the above 
circumstances ? ^ (Chartered Accountants.) 

6'?. The Capital of a limited company is divided into 260,000 5 % 
Cumulative Preference Shares of £1 each, and 250,000 Ordinary Shares of 
£1 each. The former shares are held by 3,000 shareholders, and the latter 
by 2,600 shareholders. Both classes of Capital are fully paid. 

At the conclusion of the first year of the company’s existence, the 
Directors proposed to pay the Preference dividend, and a dividend of 6 
less tax, on the Ordinary Shares. 

As auditor to the company, you have been asked to advise as to tho 
method in which the payment of the dividends should be effected in order 
to ensure an efficient record and economy of laboui, and to satisfy yourself 
as to their due payment. 
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Submit a brief report, contaming the instruotiona you would give. 
{Ohartered AooountarUs.) 

68. The Directors of the Stanfram Company, Ltd. (Capital authorised, 
subscribed and paid up, £50,000), at the end of their first year’s trading, 
decide to recommend the payment of a dividend of 6 %, and request you 
to advise as to the formalities mcidental to the paymont of the dividend 
(a) State your reoommondations ; and (6) draft rulings for a pro Jorma 
Dividend List. [Incorporated Accountants.) 

69. The Profit and Loss Account of a limited company showed a credit 
balance of £63,368 10s. 8d. 

The Directors of the company decided to dispose of this balance as 
follows ■ — 

(1) To transfer £500 to a Forged Transfers Reserve Account and £8,000 

to General Reserve Account, raising the latter to £20,000 

(2) To pay the half-year’s dividend due on the £150,000 6 % Preference 

Shares. 

(3) To pay a dividend of 8% on the £250,000 Ordinary Shares free of 

(4) To write off the balance of the Debenture Issue Expenses Account, 

which stood at £3,876. 

(6) To carry forward the balance to next year. 

Assume that those proposals wore confirmed by the shareholders, and 
give the entries necessary to record them in the books of the company. 
Assume that Income Tax was 5s in the £ [Chartered InsUtMte Secretaries ) 

70. What do you understand by the term “ Oumulative Preference 
Share ” ! 

The issued Capital of the P Q Manufacturing Company was 26,000 
Ordinary Shares and 10,000 6 % Preference Shares, all £1 shares fully 
paid. The profit available for dividend for the six months ended June 30, 

19.., was £3,600. No dividend has been paid on the Preference Shares 
for the three years ended December 31st last. Show how you would propose 
to distribute the profit. [Inootporated Accountants.) 

71. The Directors of a limited company, believing that the undertaking 
is making substantial profits, desire to declare an inteiim dividend. 

As auditor to the company, the Directors ask yon (a) whether they are 
entitled to do this , (6) whether, in the oiroumatanoes, it will be wise ; and 
if so, (o) what rate of dividend should be paid. No accounts have been 
prepared since the pubhoation of the annual accounts seven months pre- 
viously. 

What advice should you offer, and what special circumstances would need 
consideration in arriving at your decision ? [Chartered Accountants.) 

72. On October 31, 19.., the Directors of the G H Company, Ltd., 

declared and paid an interim dividend at the rate of 6 %. per annum, 
less tax at 6a. in the £, in respect of the half year ended September 30, 

19.. , on 100,000 Ordinary Shares of £1 each, fully paid, held by a large 

number of shareholders. The bankers of the Company are Messrs. Black 
& Co. State what entries should bo mado in the books of the Company. 
On March 31st next, the close of the financial year, W. Jones, holding 60 

shares, and J Brown, holding 6 shares, had not “ claimed ” their divi- 

dends. What further entries would be required ? [Chartered Accountants.) 

73. On December 3i, 19.., the North and South Colliery Company, 
Ltd., had Ordinary Share Capital, authorised and fully subscribed, of £200,000, 
in shares of £10 each, and a General Reserve of £160,000. Dm-mg 19 . . the 
Capital was increased by £100,000, in new shares of £1 each ; and the original 
shares were converted into shares of £1 each. Resolutions were duly passed, 
whereby £100,000 of the Reserve was distributed to the ordinary shareholders 
as bonus, and was applied in satisfaction of new shares issued to the share- 
holders at par. Set out the Journal entries and the accounts in full recording 
the foregoing transactions, and the information, in respect thereof, which 
should appear on the Balance Sheet of the Company as on December 31, 

19.. . ( Chartered Accountants. ) 
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74. The Annual Accounts of Jlayon d’Or, Ltd., showed a balance to 
the credit of Profit and Loss Account of £5,950 as on December 31, 19. .. 
The Nominal Capital of the Company consisted of 10,000 shares of £1 each, 
all of which had been subscribed and fuUy paid up. 

At the annual meeting in February 19. . it was decided : (a) To increase 

the Nominal Capital of the Compaaiy to £16,000 by the issue of 6,000 6 % 
Preference Shares of £1 each. (6) To pay a dividend for the year 
19. . of 66 %, 50 % to be discharged by the issue of fuUy paid Preference 
Shares at par, and the balance, 6 %, to be paid in cash. 

Give the entries necessary to record these transactiona. (Royal Society 
Arts.) 

75 The accounts of the Mount Manufacturing Company, Ltd , on 
December 31, 19.., showed a balance to the orecht of Profit and Loss 
Account of £6,870. The Company was a private one, with a Nominal Capital 
of £16,000 in shares of £1 each, 10,000 of which were subscribed and fully 
paid up. These were held as follows : A, 4,000 ; B, 4,000 ; C, 1,000 i 
D, 1,000. At the annual general meeting of the Company, at which all 
the shareholders were present, it was unanimously decided as follows . — 

(1) To increase the Nominal Capital of the Company to £25,000, the 

additional £10,000 to consist of 10,000 6 % Cumulative Preference 
Shares of £1 each. 

(2) To pay a dividend for 19. . of 60 %, of which 20 % was to be paid in 

cash and 30 % by the issue of Preference Shares at par, treated as 
fully paid. 

Make the Journal entries necessary to give effect to the above resolutions. 
(Chartered Accountants ) 

76. The following particulars have been extracted from the Balance 
Sheet of Soleil d’Or, Ltd., as on December 31, 19.. : — 


Capitai.. 

Nominal s 10,000 6 % Preference shares of £5 £ £ 

each 60,000 

100.000 Ordinary Shares of £1 each 100,000 

£150,000 

Issued ! 6,000 6 % Preference Shares of £6 each 25,000 

60.000 Ordinary Shares of £1 each 60,000 

„ „ 76,000 

Reserve Fund 20,000 

Profit and Loss Account (Balance) 12,000 


During the year 19. , resolutions were duly passed as follows : — 

(1) A resolution converting the Preference Shares into Preference Shares 

of £1 each. 

(2) A resolution declaring a bonus of 20 % on the Ordinary Sharos, 

to be provided as to £6,000 out of the Reserve Fund, and as to 
the remainder out of the balance of Profit and Loss Account. 
The bonus to be satisfied by the issue of one fuUy paid Ordinary 
Share for every live Ordinary Shares held. 

Give the Journal entries which are necessary to caixy out the above 
resolutions, and show how they would affect the Balance Sheet of the 
Company as on December 31, 19... Assumo that the profit for the year 
19.. amounted to £4,000. (London Chamber Gommerce.) 

77. Unclaimed dividends amounting to £938, and dating back for ten 
years, stand in the boolcs of a limited company. 

The Directors desire to carry this amount to the credit of the Profit and 
Loss Account for the purpose of increasing tho dividend for the past year, 
and ask you whether this proceeding would be irUra owes. 

What advice should you offer ? (Gharteied. Accountants.) 

78. What do you understand by “ Debentures issued at a discount ” ? 
How would you show such Debentures in the Balance Sheet of a company ? 
Give an example. (London Chamber Gommerce ) 
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79. The Birootora of the South-East Argentine Railway Company, 

Ltd., issue £250,000 4 % Debenture Stock at the price of 90. How should 
the discount be dealt with in the Company’s Balance Sheets from year 
to year ? {Ohartered Accountants.) • 

80. A company having issued Debentures to the amount of £30,000, 
set aside out of the profits £5,000 each year, and paid off debentures to a 
similar amount. In the Balance Sheet issued at the end of five years, how 
would the item of Debentures and the amounts set aside appear f (Ohartered 
Accountants.) 

81. Under its Debenture Trust Deed a company is to set aside £2,000 
annually out of its tradmg towards the ultimate redemption of the Debentures, 
without any special directions as to the disposal of the amount. A sum 
of £20,000 has been accumulated in this way and stands at the credit of a 
Reserve Account in the books ; the Directors propose to close that account, 
and to write the £20,000 off the cost of certain new works. Do you, as 
auditor, see any objection to this proceeding ? Give reasons for your answer. 
(Ohartered Accountants.) 

82. Pembertons, Ltd., issued £50,000 5 % Debenture Stock at 

par in 19... The Company had power, under its Articles, to appropriate 
profits for the redemption of its Debenture Stock by purchase in the open 
market. £10,000 Debenture Stock was purchased in 19.. at 00, the 
brokerage and expenses being 2 % on the face value. The Directors 
are undecided as to the proper treatment of this transaction m the accounts 
for the year ended December 31st last, and appeal to you as auditor to the 
Company. What advice should you give them ? (Ohartered Accountants.) 

83. A company issues £100,000 Debenture Stock at 90 %, and pays 
2 % for underwriting it. How should the transactions show in the 
company’s books ? (Chartered Accountants.) 

84. The Balance Sheet of the X Y Z Company was composed of the 
following items : Paid-up Capital, £10,000 ; Debentures, £0,000 j Cash, 
£11,000 j Debtors, £4,000 ; Creditors, £3,000 ; Stock, £0,000 ; Premises, 
£6,000 J Balance of Profit, £7,000. Instead of declaring a dividend, it was 
decided to exercise the option of paying off the whole of the debentures 
at a premium of 3 %. Give the entries in the various Ledger accounts 
afieoted, and draw up a Balance Sheet showing the new position. (National 
Union Teachers.) 

85. Malmaison, Ltd , issued £100,000 6 % Debentures, in bonds of £100 
each on January 1, 19. . . The Debentures were issued at a premium of 
8 %, and were payable as to 20 % on application, as to 30 % (including 
the premium of 6 %) on allotment (January 10th), and the balance on 
January 26th. Apphoations for 1,036 bonds were received. 

Give the entoes necessary to record the issue, and show how the above 
transactions would appear in the Balance Sheet of the Company. (Ohartered 
Institute Secretaries.) 

86. How should the discount on the issue of Debentures be dealt with 
in the undermentioned oircumstancea ? (a) Black, Ltd., issued 1,000 
Debentures of £1000 each at 96, repayable at par in ten years. (6) White, 
Ltd., issued £100,000 6 % Perpetufl Debenture Stock at 96. In each ease 
the expenses of the issue, apart from discount, amounted to £3,500. (London 
OJiamber Commerce.) 

87. A limited company oflered for subscription 10,000 Debentures of 
£10 each, bearing interest at dj %, and received application : January 18, 
19. ., from A for 100 Debentures ; January 20th, from B for 500 Debentures, 
and 0 1,000 Debentures ,• January 21st, from D for 10 Debentures ; and other 
applications which brought up the total to 12,600 Debentures. 10 % was 
payable on application, 40 % on allotment, and 50 % three months after 
allotment. On Eebruary 1st, 80 % of the amount applied for was allotted 
to each apphcant. Rule a form of Application and Allotment Book, and 
enter therein the particulars in respect of the four oases mentioned above. 
(Ohartered Accountants.) 
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88. Under what conditions are you, as auditor, prepared to approve s 

(a) The expense of underwriting the issue of its shares by a new company ; 

(b) the expense of issuing Debentures at a discount and underwritten f 
(Ohaitered Accountants.) 

89 . The Soft Coal Company, Ltd., issued on April 1, 19.., £100,000 
of Second Debentures at 6J% , on condition that before paying, or providing 
for payment of, any dividend on any shares or stock, the Company should 
pay to the Trustees for the debenture holders (immediately on the ascer- 
tainment of the result of the trading for the Company’s fiinancial year (which 
ends on March 31st) one-fourth part of the amount, if any, which might 
then otherwise be applied in payment of dividend on such shares or stock. 
The Company made a profit for the year ended March 31, 19. ., of £14,600, 
and thoro was £1,500 brought fonvard from the previous year. 

Draft the Journal entry necessary to make the Company’s Ledger show 
the liability to tho Trustees, and show how the items affected should appear 
on the Balance Sheet of the Company. (Ohartered Accountants.) 

90 . On January 1st, Excelsa, Ltd., offered for subsoription 600 4 % 
Debentures of £100 each, repayable in five years at par. The price 
of issue was 98, payable as to £10 per Debenture on application, and the 
balance on March 1st. Applications were received for 600 Debentures, 
and 500 were duly allotted on January 3rd The underwriting and costs 
of the issue amounted to £600. Give the entries which these transactions 
would necessitate, and show how the issue would appear in the Balance Sheet 
of the Company as on December 31st (London Ohamber Oommeice.) 

91 . On receiving from the Secretary of a company of which you are 
the auditor the Balance Sheet, you find that during the year the Directors 
have issued £100,000 in 20,000 shares of £6 each at par and paid a com- 
mission thereon of 6s. per share ; and also £100,000 in 6 % Debentures of £100 
each at £98. paying a commission for placing same of £1 each Debenture. 
The Directors do not propose to charge any of the commission or discount 
against the Profit and Loss Account. How would you require the items 
dealt with in the Balance Sheet, so as to enable you to report without 
addition to the statutory requirements ? (Ohaitered Accountants.) 

98. A company made an issue of £100,000 Debenture Stock, secured 
by trust deed on all the fixed and floating assets of the company Of this 
amount £60,000 was subscribed at a premium of £2 %, £30,000 was subscribed 
at par, and £20,000 was issued to the company’s banlcers by way of collateral 
security for a loan of £15,000. Give tho entries which should appear in 
the company’s Balance Sheet to reooid these transactions. (Ohaitered 
Accountants.) 

98 . The X Y Company, Ltd , made an issue of 6,000 6 % Debentures 
of £10 each at £9 lOs per Debenture. The whole issue is underwritten by 
A B & Co. for a commission of 6 % on the nominal value. Applications 
were received for 4,600 Debentui-es, which were duly allotted and paid for. 
The remaining 600 Debentures were allotted to A B & Co. under the terms 
of their undenvriting agreement. 

Write up the Debenture Account in the Company’s Ledger, the account 
of A B (fc Co., and tho “ Cost of Debenture Issue ” Account. 

How would the above transactions appear in the Balance Sheet of the 
company ? (Ohartered Accountants.) 

94. A limited company had outstanding £200.000 Mortgage Debenture 
Stock, bearing interest at 4 %, but only redeemable at the option of the 
company, 50,000 6 % Cumulative Preference Shares of £5 each, and 80,000 
Ordinary Shares of £6 each. On December Slat, the Preference dividend 
was five years in arrear, and there was a debit balance of £250,000 on Profit 
and Loss Account. A revaluation of the assets showed them to be worth 
£660,000 after providing for current liabilitios. Meetings were held, and 
resolutions passed, duly confirmed by the Court, to the following effect : — 

(1) The Debenture Stock holders to exchange their stock for an equal 

amount of Bonds of £100 each, repayable by drawings at 105 over 
twenty years, and to bear interest at 5 %. 

(2) The Preference shareholders to receive Pundiiig Certificates in respect 

of their arrears of dividend, such certificates to be repaid vro rata 

23 
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out of any surplus profits after paying 5 % dividend on the reduced 
Ordinary Shares, but not to bear intei-est 

(3) The Ordinary Shares to be reduced to £2 10s. each. 

Show the Journal entries required, and state how you would deal with 
the Funding Certificates in the Balance Sheet. {Chmtered Accountants.) 

S5. A company is desirous of reducing its Capital. State shortly the 
steps that must be taken to eflect its purpose where the Articles do not 
contain a clause empowering the company to make any such reduction. 
For what purpose is a reduction of Capital usually required ? {Incorporated 
Acaountanta.) 


96. A company has a Capital of £100,000 in Ordinary Shares of £1 each 
(fully paid up) and a debit balance on Profit and Loss Account of £50,000. 
it is desired to reduce the shares to 10s. each, in order to wipe off the debit 
balance. State what steps must be taken to carry out the scheme, and, 
assuming that to have been done, show the entries that would have to be 
made in the books. {Chartered Institute Secretaries.) 


97. How is a reduction of a company’s Capital ordinarily effected 1 
State particularly what steps are necessary where it is proposed {a) to return 
capital to the shareholders ; (6) to write off Capital which has been lost ; 
(o) to cancel shares which have not been taken up. {Central Association 
Accountants.) 


98. The following is the Balance Sheet of the Alwyn Coal Company, 
Ltd., at December 31, 1916 : — 


Capital — LiABiLtTmis. £ s. d. 

Nominal 10,000 shares of £1 each . . . . . . 10,000 0 0 

Issued and paid up, 7,000 shares 7,000 0 0 

Creditors — 

Trade 6,009 2 0 

Cosh 1,076 7 10 

Bank 2,117 10 0 


£16,802 19 10 


Assets. 


Debtors . . 
Less Reserve 


Cash in hand 

Furniture 

Wagons 

Frehminary Expenses . . 

Goodwill 

Pioflt and Loss Account — 

1912 

1913 

1914 


£ s d. 
8,347 3 8 
300 0 0 


£ s. d. 


8,047 3 8 
213 19 2 
164 8 9 
626 10 0 
676 10 0 
1,000 0 0 


6,124 3 6 
3,010 4 0 
2,083 3 6 


£10.217 11 0 
6,041 2 9 

6.176 8 3 


£16,802 19 10 


Less Profit, 1916 
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The Company having now become a profit-earning concern, theBirectora 
desire at the earliest moment to convert it into a dividend-paying Company, 
and they have an offer of new Capital conditionally upon the losses to date 
and nominal assets being wiped ofi You are invited to submit a scheme 
for the reconstruction of the Company which will, in your opinion, most 
convemently achieve that object. {Incorporated Accountants.) 

99. The Exotic Mining Company, Ltd., with an Authorised Capital of 
£50,000, undertook on June 1, 19. to buy the “ Exotic ” and “ Eldorado ” 
gold mining claims from the General Agency Company, Ltd., for £10,000, 
payable as to £1,000 in cash, as to £4,000 in fully paid Ordinary Shares, 
taken at par, and as to £5,000 in 6 % First Mortgage Debentures 

On June 7, 19.., the Company offered for subscription 40,000 £1 
Ordinary Shares at a premium of 2s per share, payable 5s. per share (including 
2a. premium) on application, 5s. per share on allotment, and the balance of 
12s. per share on July 15, 19... 

Applications were received for 35,950 shares, all of which were allotted 
on June 10, 19. .. All allotment moneys were duly paid on June 14, 19. .. 

The purchase agreement was carried out on June 10, 19. ., the requisite 
allotments of shares and debentures and the payment of cash then being 
made. 

All shareholders, except one holding 100 shares, duly paid the calls due 
on July 16th. 

The shares belonging to the defaulting member were declared to be 
forfeited by the Board on July 31st, and were reissued by the Board on 
August 7th to the chairman (the Hon. Hugo Porter, IM.P.), on his paying 
in cash the 12a. per share left unpaid by the original allottee. 

Pass these transactions tlirough the Company’s boolis of account, and 
prepare a Balance Sheet at their conclusion. (London Chamber Commerce.) 

100. The Debenture holders of A B, Ltd., put in a Receiver, who con- 
tinued the business, and earned through a scheme of arrangement Show 
the J ournal entries necessary for recording the transactions involved by the 
new arrangement of the Company, whose Balance Sheet on December 31st 
was as follows : — 


Bapanob Sheet as on Deoember 3 1st. £ 

Ordinary Shares, £120,000, reduced to 300 

Preference Shares, £160,000, reduced to 7,600 

“ A ” Debenture Stock 162,000 

“ B " Debenture Stock, £200,000, reduced to . . . . 100,000 

“ G ” Debonture Stock 60,000 

Mortgages, £30,000, reduced to 20,000 

Trade Creditors, £20,000, reduced to — 

Income Bonds, £120,000, carrying no interest, to be paid 
out of surplus profits only (£100,000 issued to “ B ” 

Debenture Stock holders and £20,000 to Trade Creditors) — 
Balance of profit accumulated during the Receivership 20,000 

£359,800 

Factory and Plant, £71,700, reduced to 30,000 

Leaseholds, £450,000, reduced to 200,000 

Freeholds, £150,000, reduced to 85,000 

Stock 10,000 

Book Debts 9,000 

Cash on Deposit 6,000 

Properties purchased by Receiver , . , , . . . . 16,000 

Goodwill, £38,500, reduced to 3,000 

Cash on current account • . , . , . 2,800 


£359,800 


(Chartered Accountants. ) 
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101. On December 31, 19. ., the 
was as follows ; — 

LiABru'jciEs. £ 

Nominal Capital, £20,000, 
divided into 10,000 6 % 
Cumulative Preference 
Sharoa of £1 each, and 
10,000 Ordinary Shares 


of £1 each 
Paid-up Capital — 

6,000 Ordinary Shares . . 6,000 

6,000 Preference Share.s 6,000 

12,000 

6 % Debentures , . . . 3,000 

Sundry Creditors . . . . 6,000 

Bills Payable 3,000 

Bank Overdraft . . . . 4,000 


Balance Sheet of the M Company, Ltd , 


Assets. £ 

Land and Buildings . . . . 2,000 

Plant and Machinery . . 5,000 

Tools and Utensils . . . . 1,000 

Stock 7,000 

Sundry Debtors . , . . 3,000 

Bills Receivable 900 

Cash 100 

Profit and Loss Account- 

Dr. Balance 8,000 


£27,000 


£27,000 


It was decided to reconstruct the Company, and for this purpose another 
Company, called the M (10. .) Company, Ltd., was registered with a Capital 
of £20,000, divided into 8,000 Ordinary Shaies of £1 each, and 12,000 7 % 
Preference shares of £1 each, to take over the assets and liabilities of the 
M Company, Ltd. 

The Debenture holders in the M Company, Ltd , agreed to accept 7 % 
Cumulative Preference Shares in the M (19..) Company, Ltd,, m exchange 
for their Debentures. 

The Preference shareholders in the M Company, Ltd., were to receive 
one Preference Share in the M (19. . ) Company, Ltd , for every three shares 
held by them in the M Company, Ltd. 

The Oidinary shareholders were to be allotted one Ordinary Share, 15s. 
paid, in the M (10. . ) Company, Ltd., in exchange for every four shares held 
by them m the M. Company, Ltd. 

The costs of the hquidation of the M. Company, Ltd., were paid by the 
M (10..) Company, Ltd. 

Give the Journal entries necessary to record the above transactions in 
the boolta of the M Company, Ltd. {Oharteted Accountants.) 


103. The X and Y Companies, having many interests in common, in order 
to economise, decide to amalgamate and form a new Company, Z. 

The position of the two Companies was as follows : — 


X COMPANT. 


Capital paid up . . . . 80,000 

Debentures 6,000 

Cerditors 6,000 

Profit and Loss Account 3,000 


Debtors 18,000 

Stock 20,000 

Goodwill 6,000 


£43,000 

Y Company. 


Capital paid up . . . . 20,000 
Creditors . . . . , . 8,000 

Profit and Loss Account 2,000 


Debtors 
Stock . , 


£43,000 


£ 

20.000 

10,000 


£30,000 


The average profits of the X and Y Companies have been £3,000 and 
£2,000 respectively. The new Z Company agrees with the X and Y Com- 
panies to take over both concerns for the sum of £60,000, and, in addition, 
to discharge all liabilities ; £10,000 to be paid in cash, and the balance in 
shares. 
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The profit on the conversion is to be divided between tho shareholders 
of the X and Y Companies in tho same proportion as the profits previously 
earned by the Companies. 

Draw up a Purchase Account on the completion of the Z Company, 
and show how the Share Capital Aocounts in the X and Y Companies should 
be closed. 

A B held £5,000 shares m X Company and 4,000 £ shares in Y, 

Show how much cash and how many ^ares A B should receive from the 
new Company. {Incorporaied Accountants.) 

103. A, B and C, carrying on separate businesses as general merchants 
agree to amalgamate and cai'ry on as a private limited hability company 
with a Nominal Capital of £40,000 ; each partner taking, as payment for 
his Capital, fully paid-up shares in the company, and the assets and liabilities 
being taken over as they stand in the books of the several businesses. 

A’s assots and liabilities were ; Stock, £3,000 ; Book Debts, £6,350 ; 
Bills Receivable, £1,682 ; Balance at Bank, £895 ; Sundry Creditors, 
£3,000 ; Bills Payable, £2,000. 

B’s assets and liabilities were : Stock, £4,290 ; Book Debts, £9,250 ; 
Bills Receivable, £1,680 j Balance at Bank, £1,290 , Simdry Creditors. 
£8,396. 

C’s assets and liabilities were: Stock, £8,000; Book Debts, £18,950; 
Bills Receivable, £3,860 ; Balance at Bank, £2,360 ; Sundry Creditors, 
£16,382 ; Bills Payable, £6,852 ; Reserve Fund, £6,000. 

Prepare the initial Balance Sheet of the Company. The preliminary 
expenses of formation, amounting to £260, were paid. (Olimrtered Accountants.) 

104. When auditing the books of a limited company, you find tho under- 
stated Journal entry : — 

£ £ 

Loan Aooount, Dr. . . 10,000 

To London and Loamshire Bank . . . . 10,000 

For loan sooured by tho issue of £12,000 of 
the 6 % Debentures of the company. 

Explain the meaning of this entry, and state how the transaction should 
appear in tho published Balance Sheet of the company. (Ohartet ed Accountants. ) 

105. The following are Balance Sheets of two Companies, A £Uid B, on 
Juno 30, 19.. : — 

Company A. £ £ 

Share Capital, fully paid 149,500 

Forfeited Shares Account 126 

Debentm'os 40,000 

Plant and Machinery 37,600 

Freehold Property 43,000 

Bank Account 2,000 

Goodwill 40,000 

Simdry Creditors 6,875 

Sundry Debtors 26,000 

Stock 68,000 

Profit and Loss Account 20,000 

£216,600 £215,600 


Company B. £ 

Share Capital 40,000 

Debentures 3,000 

Calls in arrear 

Plant and Machinery 

Freehold Property 

Debtors and Creditors . . 26,000 

Stock 

Profit and Loss Aooount 

Goodwill 


22.500 
18,000 

16.500 
0,000 


£08,000 
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Company A deoiclcs to take over Company B, and agrees to discharge 
the liabilities and debentures and take over all the assets, the consideration 
being £1,200 cash and £30,000 shares in Company A, issued as fully paid up. 
The calls m arrear are worthless, and the shares wore forfeited by the Directors 
of Company & prior to amalgamation. Company B is to pay its own coats 

^iSaw^up a" Balance Sheet of the new Company ns the result of the incor- 
poration. (Incorporated Accountants.) 

106. The following are the Balance Sheets on December 31, 19. of the 
A and B Companies respectively 


Liabimitms. 

Capital, 100,000 shares, £1 
each, fully paid . . . . 

Sundry Creditors . . . . 

Reserve 

Profit and Loss, balance 


A Company, Ltd. 

£ I Assets. 

I Freehold Premises . . . . 


100,000 

18,129 

7,000 

16,440 


Machinery and Plant 
Sundry Debtors . , . . 

Stock 

Cash m Bank and in hand 


£ 

22,500 

32,669 

24,682 

38,640 

23,088 


£141,569 


Liabit.ittes. 

Capital, 6,000 shares, £6 
each, fully paid . . . . 

Sundry Creditors .. •• 


B Company, Ltd. 

£ Assets. 

Machinery and Plant, coat 
30,000 Sundry Debtors 

10,270 Stock 

Cash 

Profit and Loss, balance 


£ 

22,240 

6,249 

9,423 

129 

2,229 


£40,270 


It is agreed that the businesses shall be amalgamated by the A 
purchasing the B Company as on December 31, 19.., on the 
basis . — 


Company 

following 


(1) A dividend of 16 % to the shareholders of the A Company, to be 

declared prior to the amalgamation. 

(2) The A Company to take over the assets of the B Company, the oon- 

sidoration being: (a) The payment of the liabilities of the 
B Company ; (6) the payment of the costs of amalgamation ; 
(c) the issue to the shareholders of the B Company of seven fully 
paid shares of £1 each in the A Company for every two fully paid 
shores in the B Company. 

The coats of amalgamation amounted to £1,208. The floating assets 
of the B Company were worth the values stated on the Balance Sheet. Draft 
the J ournal entries recording the purchase in the books of the A Company, 
and set out the Balance Sheet of the A Company after the amalgamation. 
(Ohartered Accountants.) 


lO?. Two companies carrying on similar businesses decide to amalgamate 
as on and from January 1, 19... 

Their respective agreed Balemoe Sheets were as follows : — 
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7,600 Ordinary Shares, £10 


each 76,000 

Sundry Creditors . . . . 4,000 

Eeserve Fund . . . . 5,000 

Profit and Loss Account 2,000 


Freehold Land and Build- 
ings 

Plant and Machinery (less 

depreciation) 

Stock 

Sundry Debtors 

Cash m hand and at Bank 

GioodwiU . . . , 


12,000 


19,600 

16,000 

8,000 

1,600 

30,000 


B COMPANY. LTD., BALANCE SHEET, DECEMBER 31. 19... 


Liabilities. £ 

6,000 Ordinary Shares of 

£10 each 60,000 

Sundry Creditors . . . . 3,S0h 

Depieoiation Fund . . . . 2,500 

Profit and Loss Account 2,600 


£68,600 


Assets. £ 

Plant and Machinery . . 25,000 

Stock 12,000 

Sundry Debtors . . . . 6,000 

Cash in band and at 

Bankers 600 

Goodwill 16,000 


£68,600 


In the case of the A Company, Ltd., which has been in existence for 
several years, plant and machinery has been regularly depreciated, but in 
the case of the B Company, Ltd., which only commenced business on 
January 1, 19. ., plant and machinery stands at cost, and depreciation has 
been provided for by means of Depreciation Fund. 

It is agreed that the combined Companjr shall take over the assets 
(including goodwill) and discharge the habihtics of each Company on the 
basis of the figures in their respective Balance Sheets as shown above. 


The Capital of the combined Company was £200,000, divided into 100,000 
Ordinary Shares of £1 each, and 100,000 6 % Cumulative Preference Shares 
01 xl each. 

The combined Company issued 16,000 Ordinary Shares at par for cash, 
and agreed to allot to each shareholder in the A and B Companies five 
Ordinary and five Preference Shares of £1 each, fully paid, in exchange for 
each £10 share held by them, and to discharge any balance in cosh. 

Draw up the Balance Sheet of the combined Company, after the above 
transaotaora have been completed, and show what each shareholder m the 
A and B Compames would receive in shares in the new Company and in 
cash. {Ghartered Acccuntants.) ^ ■' 

Cn Compaq, Ltd., and the B Company, Ltd. (both private 

Conipanies), amalgamate their businesses in the following mannori— 

T„i I company, called the X Company, Ltd., was registered on 

£200.000 in £1 shares, to purchase all the 
A CoT/enl tTh Hanaging-Director of the 

A Company, Ltd., and IsT, the Managing-Director of the B Company, Ltd,, 
each took up and paid for 1,000 shar^ ^ ^ * 

Shar^^ofyf ""u ^ ’ consisted of 76,000 Ordinary 

S “l each fuUy ’paid^ ® Cumulative Preference Shares 

Shams%^f irla^^fti “/paw!" 

Company, Ltd , shareholders received one £1 share fully paid in 
tne X Company, Ltd., in exchange for each of their Ordinary Shares. 



844 ACCOUNTING 

The B Company, Ltd., shareholdera received one and a half fl shares, 
fully paid, in the X Company, Ltd., in exchange for each of their Ordinary 
Shares. 

The formation and preliminary expenses of the X Company, Ltd., 
amounting to £1,500, were paid out of cash. 

Make the neoesaary entries in the books of the three oonipanies to give 
ofieot to the above arrangements, and set out the opening Balance Sheet 
of the X Company, Ltd. {Cha/rtered Accountants.) 

109. The Capital of Edward Herriott, Ltd., consisted of 100,000 shares 
of £5 each, all fully paid. The Eeserve Fund amounted to £200,000. 
Further capital was needed for the development of the business, and it was 
decided to divide each £6 share into three Ordinary Shares of £1 each and 
two 6 % Preference Shares of £1 each. Both classes of shares were to be 
deemed as paid up to the extent of lOs. per share. It was also decided to 
make a call of 10s. per share on both classes of shares, 5s. per share of which 
was to be met by a transfer from the Eeserve and 6s per share was payable 
in cash. Give the entries necessary to record these transactions. {London 
Chamber Gommerce.) 

110. In what oases and subject to what conditions is a company entitled 
to pay interest out of Capital ? (Chartered InaUtMte Secretaries.) 

111. A snooessful Bubber Plantation Company found that its £6 shares 
rose to such a premium that the market became rostriotod A special 
resolu'ion was therefore duly passed dividing the Company’s 10.000 Ordinary 
Shares of £6 each into 200,000 shares of 5s each 

Shew the entries which are nec ssary in order to give effect to the 
above resolution. (Royal Society Arts ) 

113. The Debenture Trust Deed of a limited company provides i “In 
any year when proflts are made, such profits shall bo charged with a sum 
equal to 10 % of the whole (profits) for the purpose of redeeming debentures 
of the present issue.” Do you approve of the method in which the clause 
quoted provides for the redemption of debentures J If not, how would 
you amend it ? (OhaHered Accountants.) 

118. The Blank Company, Ltd. — ^the fully paid Capital of which consists 
of 200,000 Ordinary Shares of £1 each — has traded unsuccessfully, with the 
result that the debit balance of the Profit and Loss Account now amounts 
to £68,686. It is decided — subiect to confirmation by the Court — ^to recon- 
struct the Company, and to reduce the £1 shares to shares of lOs. each fully 
paid. The balance of the Capital written ofi, after dealing with the Profit 
and Loss Account, is to be utilised in reducing the book value of assets of a 
wasting nature. Submit a pro forma Balance Sheet on the basis of the 
Capital and Profit and Loss figures given above, and submit the entire 
necessary to carry out the proposed reduction of Capital. (Chartered Ac- 
countants.) 

114. The Directors of a company for wWch you are auditor consult jiou 
with regard to the payment of an mterim dividend. State the points which 
would guide you in forming an opinion, and what information you would 
require before advising. (Ohartei ed Accountants ) 

116. The Alpha Company agreed to take over the Omega Company as 
a going oonoern, both Companies being engaged in the same trade. The 
Alpha Company was to pay the debentuies and liabilities of the Omega 
Company, and toko over the assets, the consideration being the issue by the 
Alpha Company of 40,000 fully paid shares of £1 each, and the payment 
of £3,000 in cash to the Omega Company. The* Alpha Company was to 
pay the liquidation expenses, which amounted to £1,400. 

The balances in the hooks of the respective Companies, as on the date of 
absorption, are given hereunder : — 
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BAriAKOES. 



1 

1 


Alpha. 

Omega 

Alpha 

Omega. 


£ 

£ 

£ 

£ 

Nominal Share Capital : — 





Alpha Company. 200,000 





shares of £1 each. 





Omega Company, 75,000 shares 
of £1 each . 








160,000 

50,000 


600 

100 

6 % Debentures 

60,000 

10,000 

Freehold and Leasehold Property 

103,330 

35,682 

Goodwill 

Sundry Creditors 

30,000 

5,000 

8,342 

4,362 

Sundry Debtors 

'Rn.nlr 

7,240 

16,842 

17,926 

38,768 

3,984 




7,852 

16,439 



Plant anci Machinery 

Bills Receivable . 



.3,621 


Profit and Loss Account (Balance) 


9,886 

2,096 


£218,227 

£69,067 

£218,227 

£69,067 


Assume that the absorption was duly effected, but that the unpaid calls 
and a book debt of £400 due to the Omega Company proved irroooverable. 

Prepare the Balance Sheet of the Alpha Company after absorption of 
the Omega Company. {Oharteied Accountants.) 





CHAPTER VI 


Joint Stock Companies — III 

Toe Annnai, Rbpobt and Accounts. 

The Act of 1929 roc[uiros the directors of every compaay, at some 
date not later than eighteen months after the incorporation of 
the company, and subsequently once at least in every calendar 
year, to lay before the company in general meeting a Profit and 
Loss Accormt or, in the case of a company not trading for profit, 
an Income and Expenditure Account for the period, in the case 
of the first aooonnt, since the incorporation of the oonapany, and, 
in any other case, since the preceding account, made up to a date 
not earlier than the date of the mooting by more than nine months, 
or, in the case of a company carrying on business or having interests 
abroad, by more than twelve months. The Board of Trade, if 
for any special reason it tliinks fit to do so, may, in the case of 
any company, extend the period of eighteen months mentioned 
above, and in the case of any company and with respect to any 
year extend the periods of nine and twelve months. (S 123.) 

The directors must cause to be made out in every calendar 
year, and to be laid before the company in general meeting, a 
Balance Sheet as at the date to which the Profit and Loss Account 
(or Income and Expenditure Account) is made up. 

■ There must he attached to every such Balance Sheet a Report 
by the directors with respect to the state of the company’s afiairs, 
the amount, if any, wliioh they recommend should be paid by way 
of dividend, and the amount, if any, whioh they propose to carry 
to the reserve fund, general reserve, or reserve account shown 
specifically on the Balance Sheet, or to a reserve fund, general 
reserve, or reserve account to be shown specifically on a subsequent 
Balance Sheet (S. 128). A Holding Company must also annex to 
its Balance Sheet a statement as described on p. 314. 

In the case of every company not bemg a private company, 
a copy of every Balance Sheet, mcluding every document required 
by law to be annexed thereto (these do not include the Profit and 
Loss Account), which is to he laid before the company in general 
meeting, together with a copy of the auditors’ Report, must, not 
less than seven days before the date of the meeting, he sent to all 
persons entitled to receive notices of general meetings of the 
company, Any member, and any holder of debentures of the 
company, is entitled to be furnished on demand without charge 
with a copy of the last Balance Sheet of the company, including 
every document required by law to be annexed thereto, together 
with a copy of the auditors’ Report on the Balance Sheet. The 

346 
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RAYON D’OR, LIMITED. 

REPORT OP THE DIRECTORS. 

To be submitted to the shareholders at the 
FllTTlSENTH AnnUAI G B N E B A I. MEETING. 

To be held at 

WiNOHESTEB. UOTJSB, OlU BBOAD StBBBT, E.C., 
on Thursday, January 18, 19 at 12 o’clock Noon. 


The Directors have pleasure in submittuig their Report for the year 


eitdod December 31, 19... 

£ s. d. £ 8. d. 

The annexed Aceoimta show that a firofit 

has been made during the year of . . 238,724 16 8 

From which must be deducted Directors’ 
and Auditors’ Pee, Debentui'O Interest, 
and amount written off for Dopreoiation 

on Buildings and Maolunery 76,857 7 8 

102,867 8 0 

To which has to he added — 

The amount brought forward from 10. . 89,729 16 9 


Total of 


232,697 4 9 


Income Tax 28,754 11 10 

Transfer to Reserve in rosioeet of Depre- 
ciation of Trustee Securities . . . . 2,800 13 0 

Transfer to Reserve Account . . . . 26,000 0 0 

Triinsfor to Staff Pension Fund . . . . 5,000 0 0 

Dividend on Profeionce Shaies to 

Docombar 31, 19.. 9,000 0 0 

Interim Dividend on Ordinary Shares 10,000 0 0 


80,656 4 10 


Leaving an available balance of . . 152,041 19 11 

The Directors recommend the payment of 
a final Dividend on the Ordinary Shares 
of 10 %, less Income Tax, making 16 % 
for the year ; and also a Bonus of 10s. per 

Share, less Lioome Tax. This will require 40,000 0 0 


Leaving to be carried forward to next year 


£112,041 10 11 


The sales have been well mamtained, and show an imiirovemont upon 
those of any previous year. 

The retiring Directors are Mr. WliiteandMr. Black. Thoy ore both eligible, 
and offer themselves for re-election. 

The Auditors of the Company, Messrs Checker & Co , also retire, and 
offer themselves for re-election. 

By order of the Board, 

Wm. Beane, 

January 10, 19... Secretary. 


copy must be furnished within seven days after the demand is 
made [S. 130, s.-s. (1)]. 

Any member of a private company is entitled to be furnished, 
within seven days after he has made a request in that behalf to 
the company, with a copy of the Balance Sheet and Auditors’ 
Report at a charge not exceeding sixpence for every hundred 
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•words [S. 130, s.-s. (2)]. It has already been observed that a copy 
of the last Balance Sheet, including every document required by 
law to be annexed thereto (not including the Profit and Loss 
Account) and a copy of the Auditors’ Report, must be filed by 
public companies as an essential part of the Annual Return (S. 110). 

Thb Report. 

As a general rule, the Report issued to shareholders is very 
brief, and is confined to a summary of the results of the year’s 
trading, with or without a comparison with previous years; an 
indication of the company’s future policy and prospects; and a 
statement showing the balance available for dividend, and its 
allocation. The specimen of an actual Report at p. 347 will give 
the student a good idea of the character of these documents.* 

The Peopit and Loss Aooohnt. 

In non-trading or philanthropic undertakings, such as clubs 
and hospitals, the Profit and Loss Account is usually, and more 
suitably, named the Income and Expenditure Account. The 
term Revenue Account is sometimes employed in similar circum- 
stances, and also by assurance companies, some trust companies, 
and by companies working under the double account system. 
The object of all these statements is to determine the net profit 
or revenue for the period covered by the account The Profit 
and Loss Account of a commercial undertaking is usually divided 
into at least tliree sections, viz. tho Trading or Manufacturing 
Account, the Profit and Loss Account, and the Appropriation 
Account. It is assumed that the student is familiar with the 
construction of Trading and Profit and Loss Accounts, but a few 
brief notes on some of the matters connected with them may not 
be out of place. 

Trial Balance. — ^The final step prior to the preparation of the 
annual accounts is the extraction and agreement of the Trial 
Balance. It may be remarked that, when the ledger balances 
are very numerous, it is sometimes convenient to prepare the 
Trial Balance in three sets of double columns for the debits and 
credits relating to (a) the Trading Account; (6) the Profit and 
Loss Account; and (o) the Balance Sheet. This method tends to 
facilitate the preparation of the accounts. 

Trading Account. — ^The Trading Account should be credited 
with all sales (less returns) and the final stock, and debited with 
the commencing stock and all purchases (less returns) in the case 
of a merchant business, or ■with every direct cost of production in 
the case of a manufacturing business. The account should be 
prepared on a consistent basis year by year, otherwise the chief 
advantage of the account, viz. that it affords a progressive compari- 
son of its component items by means of gross percentages, vvill 
be lost. Sometimes charges which do not vary with the turnover, 
such as depreciation, repairs, etc., are included in this section. 

* Imaginary names have been substituted for those hi the actual report. 
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It is suggested that, for purposes of oompaxison, gross profits are 
more reliable when the charges are confined to such items as vary 
directly with the turnover. But when all is said and done, the 
chief point to ensure is consistency, in order that comparisons 
between trading periods may be reliable. 

Care should be taken that all amounts included in the stock 
valuation have been passed through the books, particularly in 
cases where the custom of post-dating invoices obtaios. No 
undelivered goods should be treated as sales, unless there is good 
reason for the non-delivery. Goods “ on appro.” and “ on con- 
signment ” should be treated as stock and valued as such. All 
stock should be valued on a uniform basis year by year. The 
basis varies with different trades, but usually it is either (a) cost 
price, less deduction for damaged or obsolete stock; or (d) market 
price, if that should appear to be permanently less than cost. 
When the value of the stock, as disclosed by stocktaking, is widely 
divergent from that normally hold, the divergence should be 
carefully investigated. AH inwards returns for the period must 
be credited to the customers concerned, and also be taken into 
stock. 

The trading or working accounts of a public hmited company 
are issued to shareholders only on rare occasions. There is a 
growing tendency to curtail the information granted to share- 
holders, at least so far as trading details are concerned. It must 
be conceded that, in some cases, full disclosure of the economic 
working of a business to trade rivals would be harmful, but when 
reticence passes into secretiveness it may become an abuse. In 
any case, so long as the Act is complied with, this is not a matter 
within the auditor’s control, as some critics seem to suppose, unless, 
of course, the brevity of the accounts is such that misrepresentation 
may result. A notable exception to the prevailing tendency is 
aSorded by the accounts of life assurance companies, amongst 
whom keen competition exists. As the student knows, the Statu- 
tory Accounts of those companies contain ample detail. Subject 
to the Articles, the statute does not compel Directors to circulate 
to the members anything more than a Balance Sheet and its annexed 
documents 

Theoietically, the Trading Account is assumed to show the 
turnover of a business, and the gross profit earned on it, while 
the Profit and Loss Account discloses the outgoings and expenses 
incurred in earning the gross profit, and the resultant net profit 
or loss. But in practice many companies include in the Trading 
Account items which private traders would include in the Profit 
and Loss Account, so that the “ Balance brought forward from 
Trading Account,” which is freq^uently the only reference to 
trading which the' member sees, conveys very little information. 
The average member is, however, far more interested in the dividend- 
paying power of a company than in the trading details. The Profit 
and Loss Account is therefore to him the more interesting document, 
but in this case also he very seldom sees the account in its entirety. 
He can, of course, demand fuller information at the annual meet- 
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ing, but efforts in this direction do not often meet with much 


success. 

Profit and Loss Account.' — ^All accrued liabilities must be pro- 
vided for. Outstanding liabilities are most hkely to consist of 
such expenses as rent and rates, purchases not passed through 
the books, legal and trade expenses, carriage, freight, travellers’ 
expenses and commission, interest on debentures and loans, and 
similar charges. Outstandings of this kind should be passed into 
the books and transferred in due course either to the Profit and 
Loss Account or to the Trading Account as the case may require. 
All accrued income must be treated in like manner, Book debts 
must be scrutinised and provision be made for those that are bad 
or doubtful. All wasting assets must be reviewed, and full 
depreciation be written off. 

The total of the amount paid to the directors as remuneration 
for their services, inclusive of all fees, percentages, or other emolu- 
ments, paid to or receivable by them by or from the company, 
or by or from any subsidiary company, must be disclosed. The 
romunoration paid to managiug directors, and to other directors 
in respect of other offices held, need not be disclosed (S. 128). 

The following Profit and Loss Account, as published by a com- 
pany with a capital of £7,000,000 — ^is typical of modern tendencies. 


PROFIT AND LOSS ACCOUNT, 

For the Period ended December 31 , 19 ... 


Interest on 'Employee’s In- 
vestment Account .. 

Directors' Foes 

The tees paid by Afflli- 
nted Companies to 
such Directors ol those 
Companies as were 
also Directors of tins 
Company amounted 
to £0,20a 

Balance, being Profit for 
the Period . . . . 

£ 

1,802 

7,342 

1,018,606 

“I 

d 

Profit on Trading and In- 
terest on Banle Accounts, 
etc , otter deduoting all 
Expenses, Rcmnnera- 
tlon of Management, 
Depreciation of Bmld- 
mgs, Machinery and 
Plant, etc 

Profits of Affiliated Com- 
panlea earned prior to 
their reorganisation and 
received by way of Dlvl- 
dends and Premiums on 
sales of Sliaroa therein , 
Sundry Profits, Bents, 
Transfer Fees, etc. 

010,850 

10 

d. 

7 



J 


100,512 

2 

2 

0 

£ 

1,022,741 

d 


£ 

1 X.022,741 




The Appropriation Account.— The final section of the Profit 
and Loss Account is called the Appropriation Account, or the 
Aet Profit and Loss Account. Against the balance brought 
forward to this account are charged any appropriations which 
may have been made to Reserve, or other provision accounts, and 
any interim dividends paid during the year. If the management 
IS entitled to a commissmn on the net profits, it will appear as a 
charge in this section. The balance of this section of the account 
shows the amount of undistributed profit available for dividend 
This figure will probably appear also in the body of the Report! 
together with a statement of the Directors’ recommendations for 
its disposal {see example at p, 347). 
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Preparing Accoup^.s for Directors.— -When preparing Trading 
and Profit and Loss Accounts for the information of the Directors 
full detail should he given. Additional columns showing the 
increases or decreases on the various items as compared with the 
previous year are advantageous. So, too, are similar comparisons 
of the percentage of gross and net profit, and of the percentage 
of expenses (in total, or item by item). These percentages are 
generally based upon the net turnover. OccasionaUy the accounts 
are prepared in tabulated form, and cover three or more years, 
for the purpose of comparison. Such elaboration of detail may, 
of course, be carried too far, but the intelhgent accountant will 
take pride in furmshmg his Directors with the utmost amount of 
useful information that it lies in his power to give. When the 
detailed accounts have been passed by the Directors, a further set 
of accounts in modified form is prepared. The condensation of 
accounts requires discrimination. On the one hand, too much 
information must not be disclosed to trade rivals, and, on the 
other, it must be remembered that the members are entitled to 
reasonable information concerning them property As already 
stated, the modern Profit and Loss Account, as usually published, 
exhibits the maximum of condensation and the minimum of 
information. Usually no indication of turnover or of the cost of 
production and distribution is given, although some of the large 
Stores are now setting a notable example in the disclosure of details. 

Directors’ Recommendations. — ^When the Profit and Loss 
Account has been completed by the company’s accountant, it is 
considered by the Directors, who decide upon the recommendations 
to be made at the annual meeting of the shareholders for the 
disposal of the avafiablo balance. Such allocations as, by the 
Articles, lie within the absolute discretion of the Board, e.g. transfers 
to Reserve, are effected prior to the issue of the accounts to the 
shareholders. Recommendations as to dividend, which need the 
sanction of the members, should be set out in the report only, and 
should not be incorporated in the accounts placed before the annual 
meeting as they sometimes erroneously are. 

IllustraUon . — After providing for debenture interest, the profit shown by 
the Profit and Loss Account of Rayon d’Or, Ltd., for the year ended Deoem. 
ber 31,19 . , amounted to £40,000. This, with the balance of £6,000 brought 
forward from the previous year, made a sum available for distribution, of 
£46,000. The Directors decided to dispose of this balance as follows: — 

To recommend the payment of the lialf -year’s dividend at 2 J % on £ 

the £100,000 6 % Prefeience Stock 2,600 

To transfer to Reserve Account, making that acooimt £20,000 

in all 10,000 

To write off the balance of Preliminary Expenses Account . . 6,000 

To recommend the payment of a dividend of 10 % {free of Income 

Tax) on the £200,000 Ordinary Shares 20,000 

To carry forward to next year 7,600 

£45,000 

Show the necessary entries in the Company’s books after the above 
recommendations have been carried into efieot. Assume the tax payable 
on the preference dividend to be £562 10s., and that the dividends wore 
duly paid on January 31, 19... 
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RAYON D’OR, LIMITED. 
'LEDGER. 

PKOms AND Loss Acoorara. 
(Appropriation Section.) 




Tnoomjs Tax Account. 
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What is thb Peomt ott a Company? 

A Profit and Loss Accotuifc raifes the wide question: “What 
is the profit of a company ? ” The mass of somewhat con- 
flicting opinion resulting from the frequent discussion of this 
question, although it is doubtless instructive and interesting, 
tends, perhaps, to confuse rather than help the student in the 
early stages of his career. But it will at once be recognised that 
a limited company is in a different position from a partnership. 
Partners may make any financial arrangements they like, however 
unwise they may appear to be to outside cnties; but a limited 
company, if it is to continue to enjoy the advantages of the 
Companies Act, must observe the statutory obligations designed 
for the protection of those who extend credit to the company. 

One of the main points at issue, from the student’s standpoint, 
is whether, and to what extent, it is necessary to maintain capital 
intact by meeting all known waste by means of depreciations, 
reserves, or other processes. While every sound man of business 
would unhesitatingly affirm that all waste must be provided for, 
if capital is to be fully preserved and financial stabffity ensured, 
it cannot be claimed that this is also the legal view in all circum- 
stances. The decisions in several cases that have an enduring 
interest for the professional accountant tend to show that, from 
the legal point of view, such provision has not always been held 
to be qompulsory prior to the distribution of profits {Lee v. Neucliatel 
AspTiuite Co,, Lid. [1889], 41 Ch. D. 1; Bolton v. Natal Land and 
Colonisation Co., [1892 1 2 Ch. 124; Verner v. TJie General and 
Ccmmeraal Investment Trust, Lid., [1894] 2 Ch. 239; Wrhner v. 
McNamara S Co , Ltd., [1896] 2 Ch. 245). 

The above cases have been considered not to furnish such 
strong authority for this contention as they did prior to the decision 
in Dovey v. Cory, National Bank of Wales Case, [1901] App. Cas. 477. 
But the judgments in Ammonia Soda Company, Ltd., v. Chamberlain 
and Others, [1918] 1 Ch 266, show that their authority still holds 
good. In the Dovey case it was sought to make a Director 
personally liable for the payment of dividends out of capital on 
the ground that, owing to the dishonesty of an official of the 
company, large bad debts had been treated in the accounts as being 
good. The Director was exonerated by the Com't of Appeal on 
the ground that oflicials whom he was entitled to trust had deceived 
him, and that in view of the decision in Lee v. Neuchaiel, etc., the 
dividends had not in fact been paid out of capital. The House 
of Lords upheld the ruling that the Director was entitled to rely 
on the representations of the officials of the company, but expressed 
no opimon whether the dividends m question had or had not 
been paid out of capital Although no direct decision was given 
upon the latter point, remarks made by Lords Halsbury and 
Davey would seem to throw doubt on the finality of the decisions 
in Lee v Neuchatel, etc., and the other cases cited above. Lord 
Macnaghten, in the course of the case, said; — 

" I do not think it desirable ... to formulate prooise rules for the 
guiclanoe or embarrassment of business men for the conduct of business 

24 
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affairs. ... I think there never will be much difficulty in dealing witli 
any particular ease on its own facts and circumstances, and ... I rather 
doubt tho wisdom of attempting to do more ” 

case {fl889] 41 Ch. J). 1). In tMs case the circumstances 
were somewhat peculiar. The company was formed to work a 
bituminous quarry — obviously a wasting property — and the 
Articles did not contain provisions binding the Directors to 
make any reserves for renewing or replacmg the leases. Lee, on 
behalf of the ordinary shareholders, sought to restrain the Directors 
from paying a preference dividend, on the ground that proper 
provision had not been made for the wasting nature of the property. 
Apart from such provision, the company’s accounts showed an„ 
excess of income over expenditure of £17,000, The Court held that | 
the company could distribute a dividend without making good 'I 
the depreciation on the wasting assets. In giving judgment, ;j 
Cotton, L.J., said: — 

, " It was not necessary that the Directors should sot apart each year 

sum to answer the supposed animal diminution of this property by 
^ reason of its wasting nature ... It would be wrong for the Court to 
interfere to prevent tho payment of the proposed dividend,” 

Lindley, L.J., said (p. 21): — 

'' It IS not a subject for an Act of Parliament to say how accounts 
are to be kept; what is to be put into o capital account, what into an 
’ income account, is left to men of business.” 

And at p. 24: — 

If a company is formed to acquire or work property of a wasting 
nature, o g a mine, quarry, or a patent, the capital expanded m acquiring 
the property may be regarded as sunk and gone, and if tho company 
retains assets sufficient to pay its debts, it appears to me that there is 
nothing whatever in the Act to prevent any excess of money obtained by 
working the property over the cost of working it, from being divided 
amongst the shareholders, and this, in my opinion, is true although some 
portion of the property itself is sold, and in some sonso the capital is 
thereby diminished.” 

In. the Boltm case, ([1892] 2 Ch. 124), it appeared that in 1882 
the company had debited the Profit and Loss Account with a bad 
debt amounting to £70,000, crediting the account at the same 
time with an estimated appreciation in the value of their lands 
amounting practically to the same sum. In 1885, when profits 
were made, it was sought to restrain the payment of a dividend 
on the ground that the book value of the land was excessive and 
should be written down prior to the payment of a dividend. The 
Court held that even if the book value was excessive, and capital 
had therefore been lost, it was not sufficient ground to restrain 
the payment of a dividend out of current profits. 

... In the Verner case, ([1894] 2 Ch. 239), plaintiff sought to restrain 
the payment of a dividend by the defendant investment company 
because no provision had been made for depreciation of over 
£240,000 that had taken place in the market price of the company’s 
investments, £75,000 of which, it was contended, had been hope- 
lessly lost. Apart from provision for this depreciation, the 
.compare’s accounts showed an excess of current income over . 
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current expenditure of £23,000. The Court held that in the 
oircumstances the company could pay a dividend out of its surplus 
current income -without replacing the lost capital. landley, L.J., 
said (p. 204) : — 

“ The broad question raised by this appeal is whether a limited 
company whioh has lost part of its capital can lawfully declare or pay 
a dividend without first making good the capital which has been lost. 
I have no doubt it can j that is to say, there is no law which prevents it 
in all cases and imder all ciroumstanees "Such" a proceeding may some- 
ti&BS' be very iitiprudenf but a proceeding may bo perfectly legal, and 
may yet be opposed to sound commercial prmoiplos.” 

And again (p. 206) : — 

“ Perhaps the shortest way of expressing the distinction which I am 
endeavouring to explain is to say that fixed capital may be sunk and 
lost, and yet that the excess of current receipts over current payments 
may be divided ; but that floating or circulating capital must bo kept 
up, as otherwise it will enter mto and form part of such excess, m whioh 
case to divide such excess, without deducting the capital whioh forms 
part of it, will be contrary to law.” 

In the Wilmer case, ([1895] 2 Ch. 245) the ordinary share- 
holders sought an injunction to restrain the Directors from paying 
a dividend to the preference shareholders, on the ground that 
no provision had been made for the depreciation disclosed by a 
recent valuation of some of the company’s assets. The company 
was in business as general carrier,?, and the assets in question 
consisted of Goodwill, Leasehold IPremises, Horses, Vans and 
Plant. Apart from the necessity to provide for such depreciation, 
funds were available for the proposed dividend, a profit of nearly 
£6,000 being shown by the accounts. The Court held that the 
company could pay a dividend out of current profits without 
replacing loss on fixed assets. Stirlmg, J., said : — 

“ It is neoosaary to consider whether tho depreciation, in Goodwill and 
Leaseholds is to be treated as loss of ‘ fixed ’ capital or of ‘ floating or 
oiroulating ’ capital, to use the two contrasted expressions of Lmdley, L, J. 
Depreciation of Goodwill seems to mo to be loss of ‘ fixed ’ capital. I 
think, therefore, that the Balance Shoot cannot be impeached by reason 
of its not charging anything against the receipts of the year in respect 
of depreciation of the value of the Goodwill.” 

Bond V. The Barrow Hcematite Steel Oo., Ltd., ([1902] 1 Ch. 353), 
decided after the case of Dovey v. Gory, was the reverse of the 
Wilmer case. In this case preference shareholders sought to 
compel Directors to pay aiTcars of dividend on their shares on the 
ground that the loss of fixed capital need not be made good. The 
Company’s Profit and Loss Account showed a considerable credit 
balance, but the Directors proposed to postpone the payment of 
dividends on the ground that expert valuation proved that heavy 
depreciation had taken place in the company’s land, buildings, 
fixed plant, mining leases, etc. The Court held that the Directors 
could not be compelled to pay the preference dividend before 
making such reserves as they considered necessary. Parwell, J., 
said (p. 364) : — - 
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“ It has been proved to my satisfaction that the company has sustained 
an actual loss of capital exceeding £200.000, and has also lost capital 
by estimate and valuation to an amount exceeding £50,000. The various 
sums olainied by the plamtifta as available to pay their dividends amount 
to about £240,000. If, therefore, these asoortamed and estimated losses 
have to be made good before any dividend con properly be paid, there are 
obviously no funds out of which to pay dividends The defendants allege 
and the plaintiffs deny that the company are bound to make good these 
losses before paying any dividend. The question is one of very considerable 
difficulty on the authorifaes, but the result of these authorities is, in my 
opinion, that tliere is no hard and fast rule by which the Court can 
determme what is capital and what is profit. . . 

And at page 368 : — 

“ The Courts have no doubt, in many cases, over-ruled Directors who 
proposed to pay dividends, but I am not aware of any ease in which the 
Court has compelled them to pay when they have expressed their opinion 
that the state of the accounts did not admit of any such payment In 
a matter dependmg on evidence and expert opinion it would be a very 
strong measure to over-ride the Directors in such a manner.” 

In the case of In re Spanish Prospecting Company, Ltd., ([1911] 
] Ob. 92), Moulton, L.J., disonsscd at some length the moaning 
of the -word “ profits ” (p. 98) : — 

“ The word ‘ profits ’ has, in my opmion, a well-defined legal meaning, 
and tliis meaning coincides with the fundamental oonooption of profits 
m general parlance, although in mercantile pliraseology the word may at 
times bear meanings, indicated by the special context, which deviate in 
Bome respects from, this fundamental signification. ‘ Profits ’ implies _a 
comparison between the stale of a business at two speoiflo dates usually 
separated by an interval of a year. The fundamental meaning is the 
amoimt of gain made by the business during the year. This can only 
be ascertained by a comparison of the assets of the business at the two 
dates. Por practical purposes these assets, in calculating profits, must 
be valued and not merely enumerated, . . 

And (p. 99) : — 

‘‘Wo start therefore with this fundamental definition of ‘profits’ — 
namely, if the total assets of the business at the two dates be compared, 
the inci ease which they show at the latter data as compared with the 
earlier date (due allowance, of course, bomg made for any capital intro- 
duced or taken out of the business in the meanwhile) represents, in strict- 
ness, the profits of the busmesa during the period in question. 

‘‘ But the periodical aBcertamment of profits m a business is an 
operation of such practioal importance as to be es,9Bntial to the safe 
conduct of the business itself. To follow out the strict consequences of 
the legal conception, in making out the accounts of the year, would often 
be very difficult in practice. Hence the strict meaning of the word 
‘ profits ’ is rarely observed m drawing up the accounts of flrma or com- 
panies. These are domestic documents, designed for the practical 
guidance of those interested, and so long as the principle on which they 
are drawn up is clear, their value is dimmished little, if at all, by certain 
departures from this strict definition which lessen greatly the difficulty 
of makmg them out. Hence certain assumptions have become so cus- 
tomary in drawing up balance sheets and profit and loss accounts that 
it may almost be said to require special oiroumatanoes to induce parties 
to depart from them. Bor instance, it is usual to exclude gains and losses 
arising from causes not direotly connected with the business of the company, 
such, for instance, aa a rise in the market value of land oooupied by the 
Company. The value assigned to trade buildings and plant is usually 
. fixed acoordiug to an arbiteary rule, by which they are originally taken 
at their aotnal cost and are assumed to have depreciated by a certain 
percentage each year, although it cannot be pretended that any such 
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calculation necessarily gives their true value either in use or in exchange. 
These, however, are merely variations of practice by individuals They 
rest on no settled principle. They mainly arise from the sound business 
view that it is better to under-rate than to over-rate your profits, since 
it is impossible for you to foresee all the risks to which a business may 
in future be exposed. For mstance, there are many sound biMiness men 
who would feel bound to take account of the depreciation in value of 
business premises (or in the value of plant specially designed for the pro- 
duction of a particular article) although they would not take account of 
appreciation in the same arising from like causes. 

" To render the asoei'tainment of the profits of a business of practical 
use, it is evident that the assets, of whatever nature they may be, must 
be represented by their money value. But as a rule those assets exist 
in the shape of things or rights, and not m the shape of money. The 
debts owed to the company may be good, bad, or doubtful. The figures 
inserted to represent stock-in-trade must be arrived at by a valuation 
of the actual articles. Property, of whatever nature it be, acquired in 
the course of the business has a value varying with the condition of the 
market. It will bo seen, therefore, that in almost every item of the 
account a question of vrfuation must come in. . . . It is not to be 
wondered at, therefore, that in many eases oompames that are managed 
in a conservative manner avoid the difiioulty thus presented, and content 
themselves by referrmg to assets of a speoulative type, without attempting 
to affix any speoifio value to them. . . . Profits may exist ui kind as 
well as m cash ... (p. 101) But although there is a wide field for 

variation in these estimations of profit in the domestic doomnents of a firm 
or a company, this liberty ceases at once when the rights of third persons 
intervene, . 

“ I would have it clearly understood that these remarks have no 
bearing upon the vexed question of the fund out of which dividends may 
legally be paid in limited companies Cases such as Verncr v. General 
and Commercial Investment Trust and Lee v. Ncuchatel AspJialte Oo., Ltd., 
show that this fund may, in some cases, be larger than what can rightly 
be regarded as profits , and the decisions in these coses depend largely 
upon the fact that there is no statutory enactment which forbids it to 
be so.” 

The, Ammonia Soda Company, Ltd. v. Chamberlain, ([1918] 
1 Oh. 266). This was an action brought by the plaintiff company 
against defendants who were former directors of the company 
asking that they might be declared liable to refund to the company 
sums amounting to £12,468 10s. 4d. applied by them in paying 
dividends on the share capital. 

A private company was incorporated in 1908 to acquire a free- 
hold estate and works erected thereon for the manufacture of 
chemicals. In October 1911 the company was converted into 
a public company, the capital being mcrcased by the creation of 
150,000 6 % Preference Shares of £1 each. Shortly before the 
conversion of the company into a public company the directors 
passed the following resolution : “ That having regard to the 
various boreholes that have now been made, and the amount of 
knowledge that has been acquired of the brine and salt land, it 
is desirable to make a revaluation of the land.” Two of the 
directors, neither of whom were experts, were appointed to report, 
with the result that the property account was appreciated in the 
Balance Sheet of July 31, 1911, to the extent of £20,642 2s 8d. 
That sum was credited to a reserve account, and was used to 
cancel (a) the debit balance of the Profit and Loss Account, 
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£12,970 18s. 3d. ; (6) the goodwill account, £1,600 ; and (c) an 
account representing a cash bonus amounting to £1,980 paid 
upon the acceptance of shares in satisfaction of debentures — 
practically a premium on the redemption of the debentures. The 
balance of £4,091 4s. 5d. was left to the credit of the reserve 
account, and in a subsequent accoimt was used to reduce the 
balance of the property account. The accounts made it quite 
clear that the traihng losses had been eliminated by bringing 
into account the unreaSsed capital profit arising out of the revalua- 
tion of the company’s property. The report of the company’s 
auditors attached to the Balance Sheet detailed these transactions 
and stated that, “ subject to the foregoing, in our opinion the 
Balance Sheet is properly drawn up so as to exhibit a true and 
correct view of the state of the company’s affairs.” Ei’om Sep- 
tember 1912 to April 1916 dividends amounting to £12,468 10s. 4d. 
were paid on the preference shares, the previous trading loss, 
which had been eliminated as above mentioned, being ignored. 

It was contended for the plaintiffs that the revaluation of the 
land was not genuine, that it was made with an improper motive 
by persons without the necessary Imowledge and on an unreasonable 
basis, that the debit balance of the Profit and Loss Account should 
have been wiped out before dividends were paid, and that as this 
had not been done the dividends were paid out of capital and 
the Directors were liable to replace them. For the defendants, 
it was argued that plaintiffs must prove that what was done was 
ultra vires the company, and that the dividends were in fact paid 
out of capital. Assuming that the Directors were wrong in their 
revaluation, if the Court saw that they had acted fairly and 
reasonably it would be slow to make them liable. 

In a long written judgment Peterson, J., said that the plaintiff's 
claim was based upon two groimds : (a) that the payments 
(dividends) were made out of capital, and (b) that they were not 
made out of available profits. He exhaustively reviewed the 
facts and expert evidence, and the judgments in the Lee v. Neuohatel 
series of oases, and found as follows (p. 271) ; — 

“ The directors were not guilty of any mala fides in the matter of the 
revaluation. . . . The dirootors, no doubt, would have been better 
advised if they had obtained a revaluation from some expert valuer. . . . 
But there is no rule of law which requires directors to obtain outside 
assistance in such matters or prevents them from valuing the property 
themselves, provided, of course, that they act honestly in doing so. . . . 
The directors ... in my view, honestly enteitamod the view that the 
lend in 1911 had largely increased in value, and the plaintiff company 
m general meeting adopted their views knowing that the valuation had 
been made by the directors, and knowing, as they must have known, 
that the directors who hod made the valuation were not professional 
valuers . . . there is not any ground for suggesting that any facts were 
concealed from the shareholders by the directors In those circumstances 
it is not, in my opimon, open to the company to attack the directors for 
an honest though it may be erroneous estimate, which has been expre,ssly 
adopted by the company in general meeting after the attention of its 
shareholders had been pointedly colled to the resolution by the auditors’ 
certificate which was attached to the Balance Sheet. 

“ It was contended, however, that there was no justification for tl.« 
payment of the dividends in question even if the valuation was honest 
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and even if in its result it was correct. Mr. Goro-Browne [one of the 
plaintiffs’ counsel] said that the essential question was whether or not 
capital assets could be written up so as to justify payment of a dividend, 
that the valuation, however careful, . . . was not a justification for 
paying dividends, that the Profit and Loss Account was a continuous 
account which was always open, and that there was no profit on it until 
all past losses had been worked off. My attention was directed to a long 
series of oases which dealt with the method m which a company’s accounts 
ought or ought not to be kept. ... I have before me, however, the 
warning of Lord Halsbury and Lord Maonaghten m Dovey v. Oory, and 
I propose to lay to heart, os far as possible, the example of Lord Mao- 
naghten when he declined to formulate precise rules for the guidance or 
embarrassment of business men in the conduct of busmess afiairs. . . 

Foot of ijage 273 ; — 

“ The question in this case, therefore, is whether ... an increase 
m the value of the fixed capital could be talcen into consideration for the 
purpose of wiping out previous losses of paid-up capital. ... As the 
law stands at present losses of circulating capital must be made good 
before there are any profits out of which dividends can be declared. . . . 
The question whether a similar rule applies in the case of fixed capital 
appears to be still open. ... (p. 275) I am not satisfied that the pro- 

position that it is contrary to all principles of commercial accountancy 
to utilise an increase in the value of a fixed asset for the purpose of getting 
rid of a debit which represents loss of paid-up capital is not too wide. 
It may be a precept of prudence and yet be far removed from the sphere 
of the oatogorioal imperative. Assuming that a company ought ... to 
see that its paid-up capital is mtaot, why should it be absolutely precluded 
from stating the true value of its assets 7 . . . In my judgment, then, 
the present action fails and must be dismissed with the usual conse- 
quences.” 

In the Court of Appeal ([1918] 1 Ch. 266), where the judgment 
of Peterson, J., was unanimously confirmed, Swinfen Eady, L.J., 
said at the conclusion of his judgment : — 

“ In my opinion the directors in acting as they did were merely stating 
in their Balance Sheet what upon reasonable grotmds they believed to 
be the real value of their assets. The dividends complained of paid out 
of net earnings in the subsequent years were not paid out of capital but 
out of profits, and the defendants were, in my opmion, under no liability 
to repay them or any part.” 

Before arriving at this conclusion he discussed the whole 
question, and said (p. 283) ; — 

” The plaintiff company contend, however, that although these were 
net profits earned during the period, they were not available for dividend 
and cannot really be considered ‘ profits,’ as m the earlier period of the 
company’s history a loss had been incurred, and they contend that until 
such loss has first been made good there cannot be any ‘ profits,’ in the 
true sense of the word. In my judgment this argument is unsound and 
has been exposed again and again. The Compames Acts do not impose 
any obligation upon a limited company nor does the law require that 
it should not distribute as dividend the clear net profit of its trading 
imless its paid-up capital is intact or until it has first made good all losses 
incurred in previous years. Upon that point it is only necessary to refer 
to three decisions of the Court of Appeal and one in the House of Lords 
{Lee V. Neuchatel Asphalts Co. ; Verner v. General and Commercial Invest- 
ment Trust ; in re National Bank of Wales ; and lastly, the last-mentioned 
ease, which went to the House of Lords under the name of Dovey v. 
Gory). . . . (At p. 289) Mr Gore-Brown invited the Court to lay 
down that wherever there was a debit to the Profit and Loss Account, 
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irrespective of the way m which it arose, of the stage in the company’s 
operations, and of the nature and business of the company, it was illegal 
to divide profits subsequently earned without first writing ofl out of 
those profits the amount of the debit. To do so would be to fall into an 
error which Lord Maenaghten pomted out should be avoided, and would 
only serve to harass and embarrass busmess men, and impose upon 
companies a burden which Parliament has abstained from casting upon 
them." 

These judgments appear to strengthen the assumption already 
made in these pages that the Courts, in the absence of mala fides, 
udll decline to interfere with the discretion of business men in 
matters of commercial accountancy. The author ventures to 
think, however, that they will not undermine the generally accepted 
commercial principle that it is imprudent to utilise unrealised 
appreciations in the value of fixed assets for the purpose of paying 
dividends. 

In the last-mentioned case there was a debit to Profit and 
Loss Account, and to the extent of that debit the share capital 
of the company had been lost, and as cash dividends were paid 
out of subsequent trading profits before tho accumulated trading 
losses were made good, such payments were made at the expense 
of the share capital. The loss was a tradmg loss and not a capital 
loss, but, in the net result, the dividends were paid out of unrealised 
capital profits which had been utilised to wipe out trading losses. 
The share capital of a limited company can only be written oS 
after costly legal process, and the prudent practice when losses of 
capital occur is to make them good out of revenue, unless, of 
course, the deficiency is so heavy that a drastic reduction 
of capital is imperative, in which event the procedure explained 
at pp. 280-3 must be followed. 

The Ammonia Soda case was followed in Staphy v. Bead Bros. 
([1924] 1 Ch. 1), where it was also decided that where a company 
has written down the value of its fixed assets out of divisible profits, 
so long as it has not made that reserve for all time and in all circum- 
stances, there is nothing to prevent the company from writing 
back the depreciation so written oil (see p. 370). 

The Effect^ of the Decisions. — Even the hare outline of the 
important decisions as given above will immediately convince the 
student of the unwisdom of dogmatic statements^, eRQOuraged, 
doubtless, by unpractical text-books, that such and such provisions 
mmt be made prior to the payment of dividends. Consideration 
ofUSfi^cases win lead to the conclusion that, whereas the deprecia- 
tion in floating assets must he made good, in certain oircumstanoes 
the Court will not compel provision to be made for wasting fixed 
assets prior to the payment of dividends. But although the Court 
will not necessarily insist upon such provision prior to the division 
of profits, directors will not be compelled to pay dividends if they 
deem it desirable to retain profits for the purpose of making such 
provision. In short, so long as the interests of the company’s 
creditors are safeguarded, matters of financial prudence are left 
largely to the discretion of those responsible for the management 
of the company, and the judgment of the Court upon any par- 
ticular course of action in these respects will hmolve consideration 
of the precise oircumstanoes of the case. 
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The Commercial Point of View . — ^The student should, however, 
clearly understand that the summary above applies solely to the 
legal aspect of the matter. Fortunately, the commercial view is 
quite different. The necessity to provide for depreciation and 
capital waste remains an article of faith to the sound business 
man, and, unaSected by the legal decisions quoted above, he still 
regards such provision as an essential element of public policy. 
From his point of view, net profit is the profit which remains after 
provision for all ascertained losses has been made, and this, as we 
have seen, may in some cases be a far smaller sum than the 
amount wldch could be legally distributed as dividend. 

Depreciation of Floating Assets. — ^It will be noted that the 
cases quoted above deal for the most part with waste m connection 
with fixed assets. In no case was depreciation m respect of float- 
ing assets held to be unnecessary. Indeed, in the Verner case, 
Lindley, L.J., expressly said that though fixed capital may be 
sunk and lost and the excess of current receipts over current 
pa3nnents may nevertheless be divided, yet floating or circulating 
capital must be kept up. 

Paying Dividends out of Capital.— The rule that dividends may 
not be paid out of capital is a general rule of law. The declaration 
that diiudends shall be paid only out of profits is derived from 
Table A or the special Articles of the company, but it is so usual 
an article as to have become an axiom of company finance. The 
rule and the declaration are not identical. The rule is plain and 
easily approved, but, as Halsbury, L.O., said in Dovey v. Oory, 
“ It is easy to lay down that you must not pay dividends out of 
capital, but the application of that very plain proposition may 
raise questions of the utmost difficulty in their solution.” And 
again : “ It is doubtful whether such questions can ever be treated 
in the abstract at all.” From the fact that the law provides no 
abstract rules for guidance in these matters, it is safe to assume 
that the decision in any particular ease will rest upon a review 
of the whole circumstances and the particular merits of the case. 
The cases already quoted show quite clearly that the surplus 
which is legally available for dividend is not necessarily the true 
net profit consonant with sound financial policy. The latter can 
be ascertained only after due provision has been made for capital 
waste. The various kinds of waste which occur, and the methods 
of providing for them, are treated in Chapter III. In addition 
to making due provision for the waste which has taken place 
in assets utilised in earning the revenue of the company, items 
such as bad debts, etc., must be charged in the Profit and Loss 
Account. 

Necessity for Exactitude.— In providing for waste and depre- 
ciation in the accounts of a limited company, exactitude is far 
more necessary than in the case of a private trader. Since the 
private trader is the sole owner of his business, he can reduce the 
book value of any asset at any time by debiting his capital 
account and crediting the asset account with the amount of the 
estimated waste. But no such process is pos.sible to a limited 
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company, and, moreover, the proprietOKhip is constantly changing. 
Provision for waste must always he effected through the Profit 
and Loss Account, and the rights of the members must be carefully 
considered. Where the depreciation is serious, the wisest course 
to take in most cases is to reduce the capital of the company under 
the powers conferred by statute, in order to adjust the altered 
value of the assets 

Capital Profits by Appreciation, — Revaluation of a company’s 
fixed assets sometimes discloses an appreciation in value. The 
question then arises how the increase in value is to be treated. 
The legal view appears to be that appreciation may not be treated 
as divisible profit if the assets remain in the company’s possession. 
Rut provided the surplus remains after a valuation of the whole 
of the assets, and the assets are actually realised at the enhanced 
value, then, subject to the provisions of the Memorandum and the 
Articles, the resulting profit may be divided In Foster v. The 
Neiv Trinidad Lalee Asphalie Co., Lid , [1901] 1 Ch. D. 208, 
Byrne, if., said (p. 212) : It is clear, I think, that an appreciation 
in total value of capital assets, if duly realised by sale, or getting 
in of some portion of such assets, may in a proper case be treated 
as available for purposes of dividend. This, I think, is involved 
in the decision in the case of Lubhoclc v, British Banlc of South 
America, [1892] 2 Ch. D. 198.” The decision in the Ammonia 
Soda Company's case (see p. 367) would seem to suggest that in 
special circumstances actual realisation may not be an essential 
condition. 

The Balance Sheet. 

The student is aware that the term ” Balance Sheet ” pre- 
supposes double-entry book-keeping, and that the term “ State- 
ramt of Affairs,” apart from insolvency proceedings, is applied 
to similar statements resulting from single-entry book-keeping. 
The term “Statement of Affairs,” when used in insolvency 
proceedings, implies a statement in which the assets are valued 
at the prices they are expected to realise, the object being to 
enable creditors to form an opinion of the probable result of an 
im mediate realisation. But a Balance Sheet is prepared from a 
totally different standpoint, viz. on the basis of a gomg concern, 
and not on that of a debtor accounting to his creditors. The 
liabilities usually differ but little in the two statements, though 
there may be contingent liabilities which a Statement of Affairs 
must take into account. 

Two Forms ol Balance Sheet. — -There are two recognised forms 
in which Balance Sheets are presented, viz. the double-account and 
the single-accoimt systems. The former is explained and con- 
trasted with the latter in Chapter XI. The double-account 
system applies chiefly to Parliamentary companies, which are 
under obligation to publish their accounts in statutory form. 
The single-account Balance Sheet results from the ordinary double- 
entry system of book-keeping, and is the common form in which 
the Balance Sheets of limited companies are presented. With the 
exception of companies subject to special statutes, no company 
is committed to any partic^ar form of Balance Sheet. 
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The Two Sides of the Balance Sheet.~The prevalent British 
CTistoni is to place the assets on the right-hand and the liabilities 
on the left-hand side of the Balance Sheet, conformably to the 
argument that inasmuch as the statement purports to show the 
financial position of the proprietor of the business, he must be 
debited with his liabilities and credited with his possessions. In 
America this practice is reversed, and sometimes the liabilities 
are entered underneath the assets. In Scotland, also, and on the 
Continent, many comparnes place the assets on the left-hand side 
of the Balance Sheet. The author does not propose to contribute 
to the vexed controversy as to which side of the Balance Sheet 
the assets and liabilities should respectively ajipear on, nor to 
debate the question, whether the Balance Sheet is an account or 
merely a condensed statement of ledger balances. Howuver 
interesting such discussions may be, they are not concerned with 
points of much practical value. The object of a Balance Sheet 
is to present in a clear, intelligible form the financial state of the 
business, and, provided this is attained, the precise form of its 
attainment is of secondary importance. It was a common practice 
in earlier days actually to close the Ledger into an account called 
the Balance Account, but many years have elapsed since the 
author last saw such an aocoimt. By this process the assets were 
naturally shown on the left hand and the liabilities on the right. 
This practice has, however, now been revised in the vast majority 
of Balance Sheets published in the Urdted Kingdom, a change 
attributed by some authorities to the forms attached to the 
Companies Act of 1862. 

Balance Sheet Heading. — A note of warning, which extensive 
experience as an examiner shows to be necessarjq must be uttered 
against heading the Balance Sheet with the legend “ for the year 

ending ” A Balance Sheet shows the financial 

position at a particular moment, and does not cover a period as is 
the case with the Trading and Profit and Loss Accounts. 

Marshalling Assets and Liabilities. — ^Partly with the object of 
explaining their compilation, and partly to call the student’s 
attention to the vude range of form exhibited in the Balance Sheets 
of various undertakings, the author set out in Book-keeping and 
Accounts the published accounts of a number of well-luiown 
companies. Careful study of such a collection, relating to businesses 
essentially different, will conmnee the student of the hopelessness 
of advocating a stereotyped lorm of Balance Sheet, Avhioh ho is 
somewhat prone to do. But although it was remarked in that 
volume that there neither was, nor could be, any standard form 
of Balance Sheet, the student was advised that a consistent and 
reasonable method of marshalling the assets and hahilities could 
and ought to be followed. 

Analysis of a number of Balance Sheets published by important 
public companies disclosed the fact that the great majority 
favoured the method of placing the assets in the order of their 
permanence and unrealisability, and ranging against them, as 
far as possible, the capital and relevant liabilities. The alter- 
native method of marshalling the assets in the order of their 
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realisability, and the liabilities in the order in which they must 
be met, is generally adopted by, and is sidtable for, banka, discount 
and other financial houses. The student may adopt either the 
ascending or descending order of realisability, provided he carries 
out reasonably and consistently the method chosen. 

Particulars of Liabilities.— The Balance Sheet must contain 
such particulars as axe necessary to disclose the general nature of 
the liabilities [S. 124, s.-s. (1)]. These should be sufficiently detailed 
to enable an intelligent estimate of the company’s commitments 
to be formed. GaUs in arrear should be deducted from the 
particular class of share to which they relate. Calls paid in 
advance, arrears of debenture or other interest, moneys received 
in respect of forfeited shares, unclaimed dividends and premiums 
on shares, should be separately stated. 

Loans, whether secured or otherwise, and bank overdrafts should 
be stated apart from the Sundry Creditors. Where any liability 
is secured otherwise than by operation of law on any assets of the 
company, a note must be appended that that liability is so secured, 
hut it is not necessary (though desirable) to specify the assets on 
which the liability is secured [S. 124, s.-s. (3)]. Indebtedness to 
subsidiary companies must be stated separately (S. 126), 

Particulars of Assets. — ^The particulars given must be such as 
are necessary to disclose the general nature of the assets and to 
distinguish between the amounts respectively of the fixed assets 
and of the floating assets, and must state how the values of the 
fixed assets have been ai-rived at [S. 124, s.-s. (1)]. Like should be 
grouped with like in order that the adequacy of the reserves provided 
may be gauged. The basis of valuation of the “ floating ” assets 
should also be stated. If it is shown as a separate item in, or is 
otherwise ascertainable from the books of the company, or from 
any contract for the sale or pui’ohaae of any property to be acquired 
by the company, or from any documents in the possession of the 
company relating to the stamp duty payable in respect of any such 
contract or the conveyance of any such property, there must be 
stated separately (with the basis of valuation), so fax as they are 
not written off, the amount of the goodwill and of any patents 
and trade-marks as so shown or ascertaiued [8. 124, s.-s. (2) (c)]. 
If investments are held, the basis of valuation must be stated, and 
a note should be added of their aggregate market value as on the 
date of the Balance Sheet, unle.ss they have been written down 
to this figure or adequate provision has been made. Investments, 
representing Sinkiug or Reserve Iffinds, should be stated separately 
from general investments. The item " Sundry Debtors ” should 
he analysed as between trade and loan debtors and bills receivable. 
Suspense assets, such as Expenses Raid in Advance, Removal 
Expenses, eto., should he separately stated. 

These must be stated under separate headings, so far as they 
are not written off. 

(i) (a) The preliminary expenses of the company; (b) any 
expenses incui'red in connection with any issue of share capita] 
or debentures [S 124, s.-s. (2)]; 
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(ii) Where a company has paid any sums hy way of commission 
in respect of any shares or debentures, or allowed any sums by 
way of discount in respect of any debentures, the total amount 
so paid or allowed, so far as they have not been written off 
(S. 44); 

(iii) The Capital Eedemption Kesexve Fund raised on the 
redemption out of profits of Redeemable Preference Shares 
(S. 46); 

(iv) So much as has not been written off of the discount on 
shares issued under S. 47 [s.-s. (3)]; 

(v) (a) The aggregate amount of shares in subsidiary com- 
panies; (b) The aggregate amount of indebtedness of subsidiary 
companies to the company (S. 126); 

(vi) The aggregate amount of any outstanding loans (a) made 
for the purchase by trustees of fully-paid shares in the company 
to be held by or for the benefit of employees of the company 
(mcluding any director holding a salaried emplojnnent or office 
in the company), and/or 

(b) made to persons, other than directors, bona fide in the 
employment of the company with a view to enabling those 
persons to purchase fully-paid shares in the company to be held 
by themselves by way of beneficial ownership [S. 45, s.-s. (2)], 

(vii) The aggregate amount of any loans made to directors or 
officers by the company or by any other person under a guarantee 
from or on a security provided by the company; the amount 
outstanding at the beginning of the period, loans made during 
the period, amounts repaid during the period and the amounts 
outstanding at the date of the Balance Sheet being shown 
[S. 128, s.-s. (1)]. 

The provisions of s -s. (1) do not apply to any loan made in the 
ordinary course of business by a company the ordinary business 
of which includes the lending of money, or any loan made to any 
employee if the loan does not exceed £2,000 and is certified hy the 
directors of the company to have been made in accordance with 
any practice adopted or about to be adopted by the company with 
respect to loans to its employees [S, 128, s.-s. (2)]. 

Analysis of Assets. — ^The assets of most companies lend them- 
selves to analysis under the following heads: — 

(a) Gash or Cash Articles. — ^That is to say, actual cash in 
hand or current account balances at the bank, and similar 
liquid items, such as coupons, warrants, money orders, or other 
articles convertible at will into cash. 

{b) Assets Eealisable at Short Notice, such as investments 
readily realisable on the Stock Exchange, Deposits at Call or 
Short Notice, Deposit Accounts with Bankers (the latter are 
frequently treated as cash, owing to the fact that the seven 
days’ notice is rarely enforced), and Short Bills. A term 
sometimes applied to the (a) and (6) group of assets, in America, 
is “ Quick Assets.” 

(c) Assets Needing a Moderate Time for Conversion into Gash 
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suoli as Book Debts, Bills Receivable, Stock on band, Loans 
on Mortgage, and unquoted investments. 

(d) Fixed Assets, incidental to production and needing con- 
siderable time for realisation, such as Land, Buildings, Plant, etc, 

(e) Assets of Doubtful Value except to a Going Concern, such 
as Goodwill, and, in many cases. Patents, Trade Marks, Patterns, 
and Work in Progress. 

(/) XJnrealisable Assets, such as Preliminary Expenses, Deben- 
ture Discount, Expenses Paid in Advance, Advertising or other 
development expenditure spread over a period, the debit 
balance of the Profit and Loss Account, or special losses held 
in suspense. 


The original Table A of the Companies Act, 1862, provided 
a form of Balance Sheet applicable to the companies adopting 
the Table, or registered without Articles, but the revised Tables A, 
appended to the Acts of 1908 and 1929 respectively, contain no 
suggested form of Balance Sheet. 

Object of Balance Sheet. — ^Although the object of every Balance 
Sheet should be to show clearly and concisely the actual financial 
position of the undertaking at the date borne by the statement, 
yet it cannot be said that all published Balance Sheets fulfil this 
requirement. But the grouping of dissimilar assets, a fruitful 
source of obscurity, does not appear to be so prevalent as it was, 
and, as a general rule, the majority of published Balance Sheets 
may now be said to exhibit commendable clearness of detail. 
Careful grouping of assets in the Balance Sheet, according to their 
character, becomes the more necessary to the degree that the 
information afforded in the average Profit and Loss Account 
tends to grow less, in order that the shareholders may be in a 
position to judge whether adequate provision has been made for 
wastage. Some shareholders are apt to assume that the auditors 
are responsible for the form in which Balance Sheets bearing their 
oertifioate are pre.sented. But the Directors, not the auditors, are 
the responsible parties. The most that the auditors can insist 
upon is that the statement shall comply with the regulations of 
the company and the statutory requirements, and shall reflect 
the true financial position of the company, and that no material 
facts are suppressed or misrepresented. 

A well-drafted Balance Sheet is particularly acceptable from 
the debenture holders’ and creditors’ standpoint. On the other 
hand, too much detail may defeat the object in view. All that 
is required is that the information given should be sufficiently 
particular to enable the character and value of the various assets 
to be fairly estimated. A pro-forma Balance Sheet is given 
at p. 368-9. 

'statement of Capital in Balance Sheet,— The capital of a company 
may appear in the Balance Sheet under three distinct heads, viz. 
Nominal, Issued, and Paid-up. The meanings of these terms are 
explained at pp. 133-5. There may be, and there frequently are, 
considerable differences between the three, amounts, although, in 
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the majority of commercial companies, the last two usually agree. 
In the case of banks, the issued capital is generally largely in 
excess of the paid-up capital, a portion of the amount subscribed, 
retained as a reserve, being payable only in the event of liquidation. 

Reduction of Capital. — The methods of reducing and increasing 
the capital of a company have already been described (see pp. 278-83). 
Except as provided for by statute, the capital of a company can 
only become reduced by reason of trade lo.sses or by the improper 
payment of dividends out of capital. It is clear that, if the profits 
of a company are inflated because inadequate (or no) provision 
has been made for waste, dividends paid out of those inflated 
profits are wholly or partly paid out of capital. So intimate, in 
fact, is the relation between the Profit and Loss Account and the 
Balance Sheet of a limited company that practically no alteration 
m the value of any asset can occur without affecting both. What- 
ever the actual present value of the assets of a company may be, 
they were originally, on paper at any rate, equal to the initial 
paid-up capital of the company, and no change in this equilibrium 
can take place except through the medium of the Profit and Loss 
Account. 

“ Fixed ” and “ Floating ” Assets. — In view of the fact that 
the legal and commercial opinions on accountancy questions do 
not always coincide, it may be of interest to give here the most 
recent legal definitions of fixed and floating (or circulating) capital 
as expressed by Swinfen Eady, L.J., in the Ammonia 8oda 
Company’s case ([1918] I Ch. 266, 286) already outlined 

“ What was fixed capital ? That which a company retamed in the 
shape of assets upon which the subscribed capital had been expended, 
and which assets either themselves produced income independent of any 
further action by the company, or, being retamed by the company, were 
made use of to produce moome or gam profi.ts A. trust company formed 
to acquire and hold stocks, shares, and securities and from time to time 
to divide the dividends and income arising theiefrom was an instance of 
the former. A manufacturing company acquiring or erecting works 
with machinery and plant was an instance of the latter. In those oases 
the capital was fixed m the sense of being invested in assets intended to 
be retained by the company more or less permanently and used in pro- 
ducing an income 

“ What was circulating capital ? It was a portion of the subscribed 
capital of the company intended to be used by bomg teniporarily parted 
with and circulated m business in the form of money, goods, or other 
assets which, or the proceeds of which, were mtended to return to the 
company with an increment, and were mtended to be used again and again 
and always to return with some accretion Thus tho capital with winch 
a trader bought goods, circulated j he parted with it and with the goods 
bought by it, intendmg to receive it back again with profits arising from 
the resale of the goods. A banker lending money to a customer parted 
with his money and thus circulated it, hoping and intending to rooeivo 
it back again with interest. He retamed more or loss permanently bank 
premises in which the money became ‘ fixed ’ capital. . 

“ It must not, however, be assumed that the division into whicn capital 
thus fell was permanent. The language was merely used to describe tho 
purpose to which it was appropriated for the tune being. That purpose 
might he changed as often as considered desirable and as the constitution 
of the bank might allow. Thus bank premises might be sold and the 
money obtained used as part of the orrculating capital of tho bank So 
money used as circulating capital might be expended in acquiring bank 
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“ Tlio lorms ‘ fixed ’ and ‘ circulating ’ were merely terms convenient 
for describing the purpose to which the capital was for the time being 
devoted when considering its position with respect to profits available 
for dividend Thus when circulating capital was expended in buying 
goods whioh were sold at a profit or in buying raw materials from which 
goods were manufactured and sold at a profit, the amount so expended 
must be charged against or deducted from receipts before the amount of 
any profit could be arrived at.’’ 

The decision in the Ammonia Soda case was followed in the case 
of Stapley v Bead Bros., Ltd., ([1924:1 1 Ch, 1), which is of con- 
siderable interest to accountants in connection with the subject of 
goodwill. An injunction was sought to restrain the defendants 
{a) from distributing a dividend until the debit balance of the Profit 
and Loss Account had been discharged; (6) distributing as dividend 
profits originally applied to wilting down the book value of assets 
and subsequently written back; (c) dealing with any unrealised 
profit resulting from an estimated appreciation in the value of 
capital assets. 

Goodwill stood originally ‘ in thA Balance Sheet at £140,000, 
and was subsequently written down by instalments out of profits 
to £51,000. A reserve of £01,000 was also’ created out of profits. 
Subsequently the balance of the goodwill was written off against 
this reserve, thus reducing the reserve to £10,000. By the year 
1920 the reserve had been increased to £26,000, and a further 
£16,000 was transferred thereto from the balance of the current 
Profit and Loss account (£33,000), making the balance £40,000. 
This balance of £40,000 was then distributed in the form of fully 
paid shares by way of a capital, bonus. 

But a* period of bad trade was experienced, and at the close of 
the year 1922 there was a debit- balance on Profit and Loss Account 
of £20,504 16s. 6d. A profit of £1,300 was made in the year 1923, 
but thi’ee years’ preference dividends were in arrear. The directors 
proposed (a) to pay the arrears of preference dividend out of current 
profits; (b) write back to reserve £40,000. of the amount written 
off goodwill; and (c) eliminate the debit balance (£20,505) of Profit 
and Loss Account. 

The plaintiff did not contend that the goodwill was not worth at 
least £40,000, but that profits utilised to write down the book values 
of assets could not afterwards be written back, and be treated as 
available for distribution. Mr. Justice Russell said that in his 
view “ the sole question was whether the Profit and Loss Account 
is to be treated as a continuous account so that no dividend could 
be declared out of one year’s profits xmtil any debit to Profit and 
Loss in respect of prior years had boon made good.” 'In his opinion 
it was not so to be treated -If £40,000 had been carried to reserve 
from profits it could have been, subsequently distributed as dividend. 
Did it make any difference if "the ’company, instead of carrying that 
sum to reserve, utilised it to write down the value of goodwill ^ 
Had the company permanently capitalised those profits so as to 
disentitle it to restore them, to reserve? The shareholders had 
approved the directors’ previous reports and' proposals, but they 
had not bound themselves to give up their claims to the profits 
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that had been carried to reserve and employed to eliminate goodwill. 
In brief, those profits had not been permanently capitalised. The 
minnction applied for was refused. 

Briefiy expressed from the aocoxmtant’s standpoint, fixed 
assets are those, more or less permanent in nature, held not for 
purpose of sale, but solely m order to earn revenue. Floating 
assets are those which have been made or acquired for conversion 
into money. These main divisions are, m turn, subdivided. 
Assets subject to gradual consumption or diminution in value 
are referred to as Wasting Assets, and other assets are sometimes 
referred to as Intangible or Fictitious Assets, the latter, it is 
suggested, not being a very happy term in connection with accounts. 

Tangible and Intangible Assets, — Students seem to be rather 
fond of labelling assets as “tangible” and “intangible,” but to 
malic arbitrary divisions of this land is not always so easy to the 
practical man as it appears to be to the student So much depends 
upon circumstances. Under some conditions even book debls 
may not be very tangible ' And, if a factory be compulsorily 
closed down, stock in various states of manufacture may also 
not be a very tangible asset, at least when compared with book 
values. In some cases, in fact, from a strictly literal point of 
view, cash is the only asset in the Balance Sheet which is really 
“ tangible ” to the full extent of its book value. These remarks 
are of course designedly extreme, and are only made to suggest 
the inadvisability of attempting an arbitrary division of the assets 
ill a Balance Sheet. 

Fixed and Floating Capital. — ^In the same way that assets are 
divided into fixed and floating, so also is the capital, fixed capital 
being represented by the fixed assets, and floating (or working) 
capital by the floating a.s&ets. It must, however, be clearly 
understood that no attempt can be made on the face of a Balance 
Sheet precisely to segregate the assets as between fixed and working 
capital. Any attempt to do so would almost certainly be mis- 
leading without giving more explanation than can bo afforded 
in a Balance Sheet. The student must understand that there are 
no immutable rules by which he can accurately apply these labels 
to any particular piece of property. A fixed asset in one biusiness 
may be a floating asset in another, according to the circumstances 
of the case. A boiler employed by a cigarette manufacturer to 
raise steam for driving his plant is a fixed asset from his standpoint, 
but the same boiler was a floating asset when it .stood in the yard 
of the engineer who made it for sale. 

Valuation Basis of Assets. — One of the most important considera- 
tions in draftmg a Balance Sheet is the basis upon which the assets 
are valued. From the economic point of view, the measure of 
value is the immediate market price. From the commercial point 
of view, the only practical basis of valuing assets is that of a going 
Concern. The fixed assets held for profit-earning purposes and 
not for sale should be valued at cost, less reasonable provision 
for waste and depreciation. There is no obligation to value them 
at market or break-up prices. The value of the fixed assets of a 
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limited company may be said to depend, to some extent, upon 
its prosperity. If the company is successful, and the assets have 
been adequately depreciated, they are worth their book value 
to a prosperous going concern. If, on the other hand, a break-up 
of the company is imminent, the book value of the assets will 
almost invariably be far in excess of the prices realisable upon 
sale Floating assets, such as stock, book debts, investments, etc., 
are in effect valued, as nearly as possible, at their actual present 
value to a going concern, which, in some oases at any rate, is their 
market price. 

The effect of writing off goodwill and similar assets — sometimes 
referred to as “ intangible ” — ^is to retain profits in the business, 
and thus increase the working capital of the company, and this, 
in the majority of cases, is the motive for reducing the book 
value of such assets. The same purpose is secured in a more 
obvious way by the creation of a Reserve Account, unless such 
an account is subsequently drawn upon for the payment of 
dividends. 

The Criticism op a Balance Sheet. 

An important factor in the criticism of a Balance Sheet is the 
particular standpoint of the critic. The point of view of a creditor 
or debenture holder is not only not the same as that of a share- 
holder, but, to an extent, their points of view may actually be 
antagonistic. 

It must be admitted that the average Balance Sheet conveys 
very confused ideas to the majority of people who read it, and 
that some Balance Sheets afford little information even to 
the expert. It is also true that in many cases more detailed 
information than it is possible to disclose in a concise statement 
is necessary before a correct opinion can be formed of the financial 
position of the undertaking concerned. Sometimes a series of 
Balance Sheets may be required to enable the critic to obtain the 
information upon which to base a sound judgment. 

Definition of Balance Sheet. — There is no need, at this stage of 
the student’s progress, to attempt any further definition of a 
Balance Sheet, By this time he will understand that his early 
conception of a Balance Sheet as a statement of assets and lia- 
bilities, which he who runs may read, although perhaps fathered 
by the text-books, was crude and, in many cases, inexact, inasmuch 
as the asset side of the statement may include items of a suspense 
character, and possibly also the debit balance of the Profit and 
Loss Account ; whilst the liability side, in addition to capital and 
actual “ outside ” liabilities, may include reserves for various 
purposes and undivided profits. 

What a Balance Sheet really is. — ^The student will recognise 
that, in some particulars at any rate, a Balance Sheet is frequently 
an expression of opinion on the part of those responsible for its 
preparation and issue. This is bound to be so in cases where 
questions of reserves, depreciation, adjustments between capital 
and revenue, the value of assets and similar matters assume 
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important proportions Even if expert valuations were always 
available, no two would agree. In short, every Balance Sheet is, 
to some extent, a personal estimate. Time alone can prove how 
accurate the estimate is. It is difScult to conceive how a com- 
mercial Balance Sheet can be anything but an approximation to 
facts, unless circumstances can be imagined in wMch, at the close 
of a trading period, all the assets could be converted into cash 
and all the liabilities be discharged. This, of course, is impossible 
in practice, since trading operations consist of a series of continuous 
and interdependent transactions always in progress so long as the 
business is in being. Absolute exactitude is beyond human power, 
and every critic of published accounts must recognise the limita- 
tions which these facts impose upon him, and concern himself, 
first, with ascertaining that the opinions expressed by the state- 
ment are honest, and secondly, that they are based upon reasonable 
_grounds. The literal truth is that Balance Sheets are more or 
less condensed summaries of the balances remaining in the Ledgers 
after the nominal accounts have been closed, and all accounts 
relating to revenue have been transferred to the Profit and Loss 
Account, the balance of which account appears in the Balance 
Sheet. 

The examination candidate should avoid any display of opinions 
on debatable points when preparing a Balance Sheet from figures 
supplied for the purpose. He should make no attempt to exercise 
his discretion, however commendable, in the direction of reserves, 
depreciations, or other matters of policy, but should confine himself 
strictly to the directions given in the question. This warning 
would be superfiuous if experience did not show that many 
candidates handicap themselves by making adjustments not 
demanded by the terms of the question. 

Prom the point of view of the investing public it is certain 
that the headings “ Assets ” and “ Liabihties ” have proved mis- 
leading, for, in many cases, items appear on either side which are 
not correctly described by either label. The student, however, 
will not be perturbed by the discovery, since he is aware that, in 
these days of intricate finance, items frequently appear in a 
Balance Sheet which are neither possessions nor accrued debts, 
For example, debenture issue expenses, debenture discount, pre- 
liminary expenses, suspense expenditure and similar items, may be 
scheduled as “ assets,” while, on the other hand, the “ liabilities ” 
may contain such items as reserve and depreciation funds and 
undivided profits. 

The student is also well aware that it is not possible to adopt 
any standard form of Balance Sheet for general use, since the 
differing needs of enterprises make unification impossible The 
few attempts in this direction made by the legislature in connection 
with Parhamentary companies have not been conspicuously 
successful. Companies amenable to the Companies Acts have 
always been allowed to frame their accounts at their own dis- 
cretion, and, indeed, prior to the Companies Act of 1929, unless 
subject to Table A or special Articles of Association, they were 
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under no legal obligation to prepare a Balance Sheet at all, although 
public companies had to file each year a “ Statement in the Form 
of a Balance Sheet ” The requirements of the Act of 1929 regarding 
the contents of the Balance Sheet leave no doubt that the intention 
of the legislatme is to afford members and creditors such informa- 
tion as will enable them to form an intelligent estimate of the 
financial position of the company. Notwithstanding these reason- 
able requirements, the fact remains that some companies stiU 
publish such secretive Balance Sheets, and bracket together assets 
so entirely dissimilar in character as to render the statement 
worthless, even to the financial expert, although the statement 
complies with the letter, while ignormg the spmt, of the Act, The 
reason often urged for this obscurity, viz. that the publishing of 
trading figures may convey useful information to trade rivals, can 
seldom be extended to a Balance Sheet. 

The following comments and questions are offered to the critical 
student as suggestions when considering the figures in the average 
limited company Balance Sheet. 

Balance Sheet (Cebdit Side). 

Land and Buildings (Freehold and Leasehold). — If the assets 
are stated at “ cost less depreciation ” or “ cost less amounts 
written off,” how much has been so written off? Has there been 
any recent valuation of the property? How has the property been 
maintained* Have proper repairs and renewals been carried out? 
If leasehold, what is the term of the lease, and what the ground 
rent* Has the expenditure on the property applicable to the 
expired part of the term been written off? Have steps been taken 
by creating a fund, or by a policy of insurance, to provide for the 
replacement of the asset at the expiration of the lease? Is there 
an option for renewal* Can the leasehold be converted into a 
freehold, and, if so, at what cost* Is neighbouring property rising 
or falling in value* Are the premises of such magnitude, or of 
such construction, that their realisation would be difficult* Are 
they constructed for a particular trade, or suitable for general 
purposes ? Are the rates high ? Is there a railway siding on the 
property, or facilities for obtaining one ? Is there a good road 
leading to the property suitable for road transport ? If there are 
any “ additions ” to the origuial cost of the property, of what do 
they consist* There is a tendency sometimes to consider all 
expenditure upon property as an “improvement.” The test of 
this is whether the expenditure has improved the selling value or 
earning capacity of the property, but it is not always easy to apply 
the test. 

Goodwill'. — This, in the case of a limited company, should be 
stated at cost, and must be clearly set out as a separate item (or 
grouped with Patents and Trade Marlrs). It is impossible to place 
an arbitrary value upon the goodwiE of a business. It fluctuates 
with the success of the undertaking, and that, in turn, is influenced 
by many considerations. Almost invariably the goodwill of a 
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business is valued at a higher figure if the business is a limited 
company than if owned by a private partnership. The shareholder, 
who gives no personal service to the company, is content with a 
smaller return on his capital than is a partner who contributes 
not only capital but work and experience. The risk in case of 
failure is also greater to the private trader than to the shareholder. 

We have already seen that by writing off goodwill, working 
capital may be easily and cheaply secured to the business. The 
fact that a company is in a position to reduce the book value of 
its goodwill is in itself proof that the goodwUl is alive and valuable. 
But if the deterioration of trade shows the book value to be exces- 
sive, there will, in all probability, be no funds available for the 
reduction in value which appears to have arisen. 

It has been shown (see p. 67) that, apart from considerations 
of financial prudence, there is no legal obhgation to reduce the 
cost price of goodwill {Wilmer v. McNamara, [1895] 2 Ch. 245), 
and no complaint can be made should the item be maintained 
at cost. When estimatmg the available assets, a creditor (actual 
or prospective) will be wise to eliminate the item goodwill from 
his calculations altogether, for the obvious reason that, except 
as part and parcel of a going concern, the asset is of little or no 
value from his point of view. The subject of Goodwill has been 
more fully dealt with in Chapter III. 

Patents or Trade Marks. — ^Are these assets aUve? Has due 
provision been made to eliminate them at, or before, the close of 
their respective lives ? Unless a periodical “ survey ” is made of 
the Trade Marks asset one is apt to find that the values of Trade 
Marks which have been abandoned are still maintained on the 
books. 

Machinery and Plant. — What does this property consist of? 
Is it properly maintained? Modern or obsolete ^ Special plant 
suitable to a particular trade only, or of a generally useful t3rpe? 
Does the trade require the constant introduction of new types 
of machinery 2 Is the depreciation provided for calculated to 
eliminate the asset at the close of its useful life ? Are the boilers 
insured ? 

Sometimes the original cost of assets of this nature is stated 
on the Balance Sheet with the total additions to date less the total 
depreciation, e.g. : — 


£ s. d. £ s d. 

Machmeiy and Plant (at oost) 1C,000 0 0 

Additions to date of last Balance Plieet . . 8,365 0 0 

Additions during year to dale 7J0 0 0 

9,105 0 0 


Less Depreciation to date of last Balance 

Sheet 6,960 0 0 

Depreciation for year to date . . . . 1,260 0 0 

7,210 0 0 


£16,896 0 0 
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Sometimes, however, Machinery and Plant is stated on the asset 
side of the Balance Sheet at its original cost without deductions, 
any depreciation that has been effected being stated on the 
liabihties side of the account under the heading “ Depreciation 
Fund ” (or Account), “ Eenewals Fund ” (or Account), “ Reserve 
for Depreciation,” etc. In these cases the accumulated depre- 
ciation reserve when deducted from the value of the asset will give 
its book value. Such reserves should indicate the asset in respect 
of which they are raised. 

Loose Tools. — ^Does this figure represent, as it should, a recent 
valuation ? 

Fixtures and Fittings. — ^These, except to a going concern, are 
frequently worth firewood prices only. 

Horses, Carts, and Harness. — ^Is this figure derived from an actual 
valuation at the date of the Balance Sheet ? 

Sundry Debtors. — Are these debts subject to heavy discount? 
If so, has this been provided for? If due provision has been 
made, according to the company’s experience for bad and doubtful 
debts, the value of this asset should closely approximate to the 
Balance Sheet figure. 

A few questions, however, suggest themselves. Does the total 
include any abnormally large debts? What is the usual term of 
credit allowed in the trade ? Are any of the debts long overdue, 
and does the total include any debts known to be bad ? What is 
the turnover for the year? Given that, and the usudl term of 
credit, it will be possible to form an opinion of the amount which 
should be outstanding on sundry debtors. A rough yet fairly 
constant relation should exist between the turnover and the 
sundry debtors. Have all returns and discounts been dealt with ? 
Does the total include any loans ? If so, what security is held as 
cover for them? Hard-and-fast rules for the valuation of book 
debts cannot be formulated. The custom as to credit in the trade, 
special arrangements with customers, and the circumstances of 
each business must be taken into account. As has already been 
seen, loans to directors and officers must now be stated separately. 
Any such loans should bo queried as to security, interest receivable, 
terms of repayment, etc. 

Bills Receivable. — ^What is the financial standing of the acceptors 
and other parties liable on them^ Has provision been made for 
weak bills ? What is the usual tenor of bills in the trade, and are 
any held which exceed the tenor? Are any of the bills renewed 
bills ? If any bills have been discounted, the contingent liability 
should be stated in a note on the face of the Balance Sheet. 

Work in Progress. — ^In most cases, this should be stated strictly 
at cost. It may happen that work is so nearly completed that 
the exact cost of completion can be gauged, and then the due 
proportion of the profit earned may be taken credit for, but it is 
clear that the nicest handling is required in these cases. 

Extraordinary Expenditure. — ^Deferred revenue expenditure, 
share or debenture issue expenses, preliminary expenses, adver- 
tising, unusually heavy repairs, alterations to plant and machinery, 
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removal expenses, etc., are sometimes spread over a term of years. 
There can be no reasonable objection to this course if the benefit 
of the expenditure will clearly outlast the particular year in which 
it was incurred. IThe critic will require to be satisfied of the 
object and usefulness of the expenditure, and the probable life 
of the benefit to be derived from it, and also that the proportion 
charged to the current accounts is adequate. Temporary assets of 
this land are better eliminated from the calculations of creditors as 
being valueless except to a going concern. In certain cases a portion 
of the preliminary or estabhshment expenditure is capitalised as 
representing goodwill, e.g. in establishing a patent medicine, where 
large advertising outlay is incurred, or in founding a newspaper, 
when some years are required to establish it. 

Expenditure held in Suspense. — ^Insurance, rent, rates and taxes, 
short-workings, advertising paid for in advance of the current 
accounts, are legitimately apportioned over the period they cover. 

Suspense Account . — ^Accounts of this kind are not to be 
encouraged on either side of the Balance Sheet. In earlier days 
the various revenue adjustments, dealt with in another place, 
were collected in a general suspense account instead of being dealt 
with as balances in the relative accounts as is now the practice, 
Occasionally, however, transactions wiU occur which cannot be 
definitely dealt with at the balancing date, such as differences 
between head office and foreign branches, remittances, allowances, 
or other transactions about which further information is essential, 
and so on. In any case, if the amount involved is large, the critic 
will require satisfactory reasons for its inclusion in the Balance 
Sheet, 

Stock-in-Hand, — ^This asset needs careful examination. 
Inaccuracy in the valuation vitiates the whole account from the 
point of view of profits. Who is responsible for the valuation? 
Is it the result of independent expert valuation? On what basis 
has it been made ? If losses have aheady been made in connection 
with the purchase of the stock, does the valuation allow for such 
losses? Is the stock alive and readily realisable? How much 
of it is raw material, and how much manufactured or partly 
manufactured goods? Does it include, as it should, all goods 
out on sale or return? What is the relation of the stock to the 
total sales for the year ? In some trades there should be a steady 
ratio between these two totals, but in a manufacturing business 
it is not easy to fix such a ratio. In some trades market prices 
always form the basis of valuation. If, however, the market 
price is lower than cost price owing to temporary causes only, 
there is no reason why a going concern should value its stock at 
less than cost price. Some shareholders are apt to assume that, 
having signed the accounts, the auditors accept responsibility for 
the stock valuation. It was decided in Kingston Cotton Mill Go., 
[1896] 2 Oh. 279, that the auditor is not a valuer, and that, in 
the absence of suspicious circumstances, he is entitled to accept 
a certificate of the value of the stock from responsible officials of 
the company. 
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Consignments. — Are these 
goods, if unsold, valued as 
they should be at cost * Are 
the accounts old and the 
goods “stale”? 

Shares in Other Com- 
panies. — For no very obvious 
reason, many Balance Sheets 
omit information as to the 
precise nature of the invest- 
ments held. Some large 
financial houses, however, set 
an excellent example by 
publishing a full list of their 
mvestment holdings. For 
what purpose are they held 2 
Do they represent the invest- 
ment of the Reserve Fund, 
or merely the temporary em- 
ployment of surplus worlung 
capital ? Do they consist of 
shares in other companies 
acquired for trade purposes, 
such as securing supplies of 
raw materials, or for similar 
reasons? How have the in- 
vestments been valued? If 
at cost, what is the market 
price (the market value should 
be stated by way of a note on 
the Balance Sheet) * Do the 
shares carry any liability for 
unpaid calls ? Are they 
“ quoted ” or “ unquoted ” ? 

Interests in subsidiary 
companies must not be in- 
cluded with other invest- 
ments held by the parent 
company, the Act requires 
them to be separately stated, 
since they are of a different 
character from the items 
commonly included under 
this heading. The basis of 
valuation should be con- 
sidered with the statement of 
the directors regarding (a) the 
treatment of profits and losses 
of the subsidiary companies, 
and (b) qualifications of their 
report by the auditors of 
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such companies, in order that the critic may know how far he 
can rely upon the valuations in the parent company’s Balance 
Sheet. Without access to the Balance Sheets of the subsidiary 
companies, or to a consolidated statement, the critic is frequently 
unable to place any value upon these investments. The inter- 
company indebtedness must also be taken into account. 

1 Investments earmarked as representing special reserves should 
be separately stated and described. When investments are numer- 
ous, a separate register recording their history should be kept. 
A convenient form for such a register is shown at p. 378. 

Interest on Investments, etc., Accrued. — ^Is any item in this total 
overdue? If so, what is the financial position of the defaulting 
company, or, in the case of rents receivable, the tenant? Has 
proper provision been made for probable losses in this connection? 

Loans. — If these are secured, what margin exists between 
the value of the security and the loans ? Is the interest in arrear ? 
If the loans are only partly secured, or altogether unsecured, has 
any reserve been made for possible loss* 

Foreign Assets. — ^What is the evidence of the existence, safe 
custody, and value of such assets? At what rates of exchange 
have they been brought mto the books? Such assets should be 
queried in detail on the lines indicated above. 

Sinking Fund Investments. — ^Where these .exist the nature of 
the investments and the present market value should be stated. 
The basis of valuation must, of course, be shown, since these are 
in the nature of fixed assets. Do they consist of gilt-edged or 
other quoted securities? Are they payments to the trustees for 
debenture holders, or premiums paid under a capital redemption 
policy ? 

Cash and Bank Balances. — ^These, of course, are realised assets, 
although, owing to window-dressing for Balance Sheet purposes, 
they may stand at a higher figure than usual. If the Balance Sheet 
bears the Report of responsible auditors, it can be assumed that 
the bankers have certified the amount of the Bank balance. 

Profit and Loss Account (Debit Balance). — ^This is an unsatis- 
factory item, especially from the members’ point of view, since it 
means that dividends will not be available until sufficient profits 
have been earned to make good the loss represented by the iteml 

Value of Assets on Realisation. — ^In judging Balance Sheet 
values, the critic must bear m mind that, however “ clean ” and 
responsible the audit Report may be, the audfitor in no way guarantees 
the realisabihty of the assets or the valuations of them Absolute 
verification of the values placed upon assets is impossible in the, 
case of a going concern. The auditor’s Report guarantees that the 
Balance Sheet correctly presents the figures at which the assets and 
liabilities appear in the books. The rights and duties of auditors 
have been briefly stated in another place (see p. 213). All that 
need be said here is that an auditor is not a valuer of the assets 
in a Balance Sheet to which his report is attached, nor can he 
assume the responsibilities of a valuer. Valuation itself is, after 
aU, a matter of opinion. All Balance Sheet values must of necessity 
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be tentative only, as will readily be admitted if the student will 
reflect that, to t^e simple illustrations, it is impossible to state 
definitely the value of land and buildings until they have been 
put to the actual test of sale, or the value of book debts until they 
have been collected, or the value of investments, which may vary 
almost from hour to hour. 

Balance Sheet (Debit Side). 

Share Capital. — The investor is sometimes puzzled when he 
finds the company’s capital scheduled as a liability, but the 
student, of course, knows that the members are creditors only as 
between themselves and the company, and that their claims do not 
become active except in the event of liquidation, and then not 
until the whole of the outside liabilities of the company have been 
met. If the critic is a creditor, he will almost exclusively concern 
himself with the amount of the liabilities enforceable against the 
company. 

The nominal, subscribed, and paid-up capital should be clearly 
stated. The critic should remember that the amount of a com- 
pany’s capital, however large it is, is no criterion of its financial 
position. The bulk of it may have been lost, or may be repre- 
sented by worthless “ paper ” assets. Limited companies can only 
reduce their capital by costly legal process, whereas the losses 
of the private trader are periodically deducted from his capital 
account, which consequently mdioates his financial interest in the 
business. The capital account of a limited company does not 
afford this information, since it must remain at its original figure 
unless it has been “ reduced ” by statutory process. 

What is the amount of the uncalled capital, if any ? Is it 
available at any time, or can it only be called up in the event of 
liquidation ? Both creditors and prospective investors are inter- 
ested in this information, though from different points of view. 
To the creditor, uncalled capital, if available, affords security; 
to the investor, it indicates a contingent liability, which may 
materialise at any time. Are the shareholders numerous, or is 
the capital held by a few individuals, and, if by a few, what is 
their fciancial standing ? WTiat is the amount of the unpaid 
calls, and is it a good debt 1 

If preference shares exist, what are their rights as to capital 
and dividend ? Are there any arrears of dividend ? If so, the 
amount in arrear should be stated as a note on the face of the 
Balance Sheet. It caimot be claimed that a company is under 
compulsion to “ note ” arrears of preference dividend on the 
Balance Sheet, but it is clear that, if this is not done, a purchaser 
of ordinary shares may fail to discover that his own chance of a 
dividend is postponed tUl large arrears of preference dividend 
have been met. 

If there are Bedeemable Preference Shares, are profits being 
retained to provide the necessary funds for their redemption ? If 
so, are such profits in a liquid form? If profits are not available, 
what are the prospects of raising fresh capital to provide the funds 
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for redemption ^ Will an excessive price have to be paid for such 
capital, e g. in dividend rate or issue at a discount ? What period 
has the company still available to provide the funds ? 

Have any founders or management shares been issued, and, 
if so, in what proportion do they share profits? This is often an 
important consideration when shares of the kind are held by 
directors, since it does not always tend to conservative finance. 

What is the amount received for any shares that have been 
forfeited, and are the forfeited shares separately shown on the 
Balance Sheet? If forfeited shares have been reissued, has any 
profit which may have arisen from their reissue been taken to 
reserve? Have any calls been paid in advance? If so, what 
rate of interest do they carry? 

Have any shares been legally issued at a discount? If so, 
what was the reason ? The issue of shares at a discount is a method 
adopted only where the capital caimot be raised at par, and would 
usually indicate that the company had passed through a bad time, 
Has provision been made for the discount? 

Debentures. — ^Were these issued at par, at a premium, or at 
a discount? If at a premium, has the premium been treated as 
a capital reserve ? If at a discount, is the discoimt held in 
suspense being written off over a reasonable period? How are 
the debentures secured? Do they include a floating charge on 
all the assets? If they create a specific charge on some of the 
assets only, what are the assets in pawn? Is it probable that 
any margin will remain after the satisfaction of the debentures? 
When are the debentures repayable, and what is the position of 
the company with regard to repayment ? If repayment is shortly 
due, what are the prospects of a renewal of the issue? Do the 
debentures cover the uncalled capital (if any), or is such capital 
free? Has all accrued interest been brought into account? 
Have any debentures been issued as additional security for loans 
or debts ? If so, a note should appear on the face of the Balance 
Sheet to that effect, eg.: — 

Loan from Bankers £10,000 

(Secured by the issue of £12,000 6 % Mortgage 
Debentures.) . 

The student should note that such debentures do not appear 
in the outer money column as a liability. They are a contingent 
liability, and are only enforceable by the holders in case of default. 
As soon as the obligation for which the additional security wag 
issued is discharged the debentures are released. Some few corn- 
panies state the whole issue of debentures on the liabihty side 
of the Balance Sheet, including those issued as additional security, 
and open a Debenture Suspense Account on the asset side for the 
debentures deposited as security. It is suggested, however, that 
the record is more suitably made in the form of a note as shown 
above. Some companies purchase their own debentures in the 
market and set them out as an investment. In such cases they 
should not be deducted from the issue on the liabihties side of the 
Balance Sheet. 
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If the critic shoxild be a debenture holder, his chief concern 
will be to ascertain how far the assets covered by the debentures 
are sufficient to meet principal and accrued interest, and he will 
not be satisfied unless there is a reasonable margin of security. 
The questions he will ask are: “What are the assets covered by 
the debentures, and what, on a conservative estimate, will they 
realise in the hands of a receiver ? ” The creditor critic will ask the 
same questions, smce, before a creditor’s claim can be met, the 
debenture holders must be paid off. 

Working Capital. — ^How do the current liabilities compare with 
the floating assets ? What is the trade custom as to credit 2 What 
is a fair estimate of the working capital available for the conduct 
of the business? Bare figures of the surplus capital shown after 
providing for the fixed assets never afford more than an approxi- 
mation to the actual working capital required, for it is obvious 
that the question of credit, especially if the book debts and trade 
liabilities are heavy, largely determines the amount of working 
capital that should be available for the smooth and economical 
working of the business. Seven days’ credit may be all that can 
■be obtamed, whereas three months or more may have to be 
allowed. The same con.si derations may apply to Bills Payable 
and Bills Receivable. The question of stock will also affect the 
position* Is the business overstocked? Is the stock in regular 
demand and saleable throughout? 

Sundry Creditors. — ^Are all outstanding liabilities included in 
this total, and does it include debts other than trade debts ? Have 
all invoices for goods taken into stock been passed into the 
accounts? Have all accrued expenses, such as rent, rates, taxes, 
salaries, travellers’ commission, interest on loans, law costs, 
carriage, freight, etc., been brought into account? If the wages 
are heavy, has a reserve been made for wages accrued due in 
respect of a broken week, if a broken week closes the financial 
period? Wliat are the trade terms of credit* What liquid 
assets are available to meet these liabilities as they fall due* 
Are any of the creators spenred (a note to that effect is then required 
on the Balance Sheet of a limited company) ? If they are, what is 
the value of the security they hold, and what assets are pledged ? 
'If there are any loan creditors, are they separately stated, and, 
if they hold security, are the pawned assets indicated* The 
amount of the uncalled capital and the value of the free assets 
are matters of vital interest to the creditor. Amounts due to 
subsidiary companies must be stated separately. 

Bills Payable. — ^This liability should be separately stated, since 
it is more pressing than the liability in respect of open accounts 
with creditors. Por what terms have the hills to run ? Are any 
of them “ accommodation ” or “ finance ” bills? Is the company 
liable as drawers of any “ finance ” paper accepted by an accepting 
house, and, if so, how is the debt secured? 

Bank Loan or Overdraft. — ^If either exists, it should be 
separately stated, and the security (since there is almost certain 
to be security) should also be stated. For what reason was the 
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accommodation obtained — ^legitimate expansion of business or 
urgent financial pressure? H the charge for bank interest in 
the Profit and Loss Account suggests that the overdraft has been 
considerably heavier, it will be well to ascertain whether it has 
been temporarily reduced for “ window-dressing ” purposes, 

Deposits. — The practice of accepting cash on deposit from 
customers, employees, or others, doubtless affords an economical 
method of obtaining working capital, but if the company is 
dependent upon such deposits to a serious extent, a panic might 
at any time deplete the company of its cash and place it in a 
perilous position. On the other hand, large stores find this method 
a most useful means of avoiding open debit balances while running 
accounts for sales to customers. The nature of the business ‘must 
be taken into account, as the purpose of receiving tho deposits is 
all-important. 

Reserves. — For what purposes have these been raised? Are 
they for laiown contingencies, and are they adecLuate? Are they 
separately invested* If so, how? So-called reserves for such 
purposes as bad debts, discounts, depreciation and waste are, in 
fact, accumulations of depreciation or loss, and should be deducted 
on the credit side of the Balance Sheet from the assets to which 
they refer, and the net amounts shown. They differ essentially 
from reserves which represent undivided profits. General reserves 
appropriated out of profits will appear on the debit side of the 
Balance Sheet. Sometimes Articles of Association stipulate that 
until a reserve amounting to a fixed sum has been accumulated, a 
certain percentage of the profits shall be allocated each year to 
reserve prior to the payment of dividends. Tho critic will note 
that reserves which are “ invested m the business ” are not 
available in times of financial stress when cash is immediately 
required, except in the case of banks and financial houses, whose 
assets are, in the mam, in liquid form. 

A Capital Redemption Reserve Fund indicates that an amount 
of profits has been compulsorily capitalised on the redemption of 
Redeemable Preference Shares, and this Fund can only be reduced 
by the statutory method of reducing share capital. It may, how- 
ever, be used in paying up Bonus Shares when an amount of new 
capital equal to it has been issued. 

Secret Reserves. — ^If any such exist, the Balance Sheet will not, 
of course, disclose them. Questions addressed to the Directors 
at the annual meeting are not hkely to elicit much information. 
In any case the creditor cannot well complain, nor can the interests 
of the “ here to-day and gone to-morrow ” class of shareholder 
weigh against the establishment of stable financial conditions. 
The subject of Secret Reserves has been dealt with more fully in 
Chapter III. 

Profit and Loss Account (Balance). — ^In view of the meagre 
detail contained in the average Profit and Loss Account as now 
published, it is customary to show some detail in the Balance 
Sheet, and not confine the entry to the mere net balance available 
for distribution The extract, given overleaf, from the Balance 
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PBOFIT AND LOSS ACCOUNT. 



Steet of a well-known undertaking will show the mode of 
treatment frequently employed. 

Contingent Liabilities. — ^These, when they exist, are usually, 
but not necessarily, entered “ short ” on the debit side of the 
Balance Sheet, or in the form of notes giving brief details of the 
liabilities. It may repay the creditor critic to examine carefully 
the contingent liabilities so noted. The contingencies noted in 
the manner described usually relate to liabilities for uncalled 
capital on investments held; discounted Bills Receivable; com- 
mitments in respect of the acquisition of properties; possible 
losses under forward contracts; guarantees in connection with 
the capital issues of other companies ; outstanding claims for dam- 
ages, and so forth. A note as to arrears of Cumulative Preference 
dividends is ‘similarly desirable, although these are not really 
accruing “liabilities,” being doubly contingent upon profits being 
earned and upon dividends being declared. 

Comparisons. — ^In some cases the critic will be liable to draw 
false conclusions if he sees one Balance Sheet only. He will be 
on much surer ground if he can analyse and compare a aeries of 
Balance Sheets covering, say, three or more years. Is the per- 
centage of the Sundry Debtors to the Sales increasing, or the 
percentage of Sundry Creditors to the Purchases increasing? Is 
the percentage of the stock compared with the turnover getting 
lower or higher? What inferences arise from a comparison of 
the figures tlioughout the years for Machinery and Plant, Purniture 
and Mxtures, Patents, and similar assets ? If the trading accounts 
are available, one of the most important comparisons is afforded 
by the ratio of gross profit for each year covered by the accounts. 
No feature is more unsatisfactory than a steadily decreasing ratio 
of gross profit. 
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Much may he gathered by an experienced critic from the 
general appearance of the Balance Sheet. In the majority of 
cases, however, further insight is necessary before the fuU signifi- 
cance of the figures is revealed. The nature of the business and 
the circumstances in which it is carried on must always be important 
criteria of judgment. A bank cannot be judged by the same 
standard as a manufacturing business. 

Again, the critic will value the assets on the basis of immediate 
market values, or as a going concern, according to his particular 
standpoint. The attitude of a creditor is not the same as that 
of a speculative shareholder. The creditor, in view of possible 
liquidation, desires to ascertain the value of the remaining free 
assets after all secured claims have been met. Careful analysis 
of the Balance Sheet, combined with inspection of the Mortgage 
Register at Somerset House, will usually provide him with this 
information. The speculative shareholder, on the other hand, is 
more concerned with the immediate fitnancial position and with 
the profit-earning capabilities of the undertaldng in the near 
future. 

Knally, the average trader is not enamoured of limited com- 
panies in the relationship of debtors, and, if wise, he takes more 
trouble in his inquiries about companies than he does about private 
concerns Companies can usually issue debentures by creating a 
floating charge on the assets, but the private trader can only create 
such a charge by means of a Bill of Sale, the registration of which 
would seriously hamper, if not destroy, his credit. 

On p 386 will be found a Balance Sheet, rearranged as a critical 
debenture holder or creditor would rearrange it, wherein the 
liabilities are marshalled in the order in which they must be met, 
and the available assets are grouped according to their liquidity. 

The Form or Published Accounts. 

The syllabuses of some of the examining bodies require know- 
ledge of the various forms in which accounts are published. Apart 
from preparation for examination, the study of actual sets of 
published accounts is a highly useful exercise, since it tends to 
broaden the student’s views and dissuade him from dogmatism. 
Much space has accordingly been devoted throughout this book 
to the form of published accounts and to explaining their con- 
struction. 

The majority of companies frame special Articles of Associa- 
tion dealing with the preparation and distribution of their accounts. 
These, as a general rule, follow closely the relative Articles in 
revised Table A, which are as follows: — 

97. The directors shall cause proper books of account to be kept with 
respect to — 

All sums of money received and expended by the company and the 

matters in respect of which the receipt and expenditure takes place; 

All sales and purchases of goods by the company; and 

The assets and liabihties of the company. 

26 
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98. The books of account shall bo kept at the registered office of the 
company, or at such other place or places as the directors think fit, and 
shall always be open to the mspoetion of the directors. 

99 The direotOM shall from time to lime determine whether and to 
what extent and at what times and places and under what conditions or 
regulations the accounts and books of the company or any of them shall 
be open to the inspection of members not bemg directors, and no member 
(not being a director) shall have any right of inspecting any account or 
book or document of the company except as conferred by statute or 
authorised by the directors or by the company in general meeting 

100. The directors shall from time to time, m accordance with section 
123 of the Act, cause to be prepared and to be laid before the company in 
general meeting such profit and loss accounts, balance sheets and reports 
as are referred to m that section. 

101. A copy of every' balance sheet (including every document required 
by law to bo annexed thereto) which is to be laid before the company in 
general meeting together with a copy of the Auditors’ report shall not leas 
than seven days before the date of the meeting bo sent to all persons 
entitled to receive notices of general meetmgs of the company. 

S. 129 provides that the Balance Sheet shall be signed on behalf 
of the Board by two of the directors of the company, or, if there is 
only one director, by that director, that the Au^tors’ Keport 
shall be attached to the Balance Sheet, and that the report shall 
be read before the company in general meeting, and shall be open 
to inspection by any memto. The company, and every director, 
manager, secretary, or other officer of the company who is knowingly 
a party to the issue, circulation, or pubheation of a Balance Sheet 
which is not properly signed, or which does not have attached to 
it a copy of the Auditors’ Eeport, shall on conviction be liable to 
a penalty not exceeding £60. 

The Auditors’ Report appears on the Balance Sheet for the 
obvious reason that the latter is a .statement of all the ledger balances, 
of which the Profit and Loss Account is one. If the Balance 
Sheet is certified as correct, it follows that the Profit and Loss 
Account is also correct. 

The accounts of banking companies must be signed by the 
secretary or manager (if any), and, where there are more than 
three directors, by at least three of those directors, and where 
there are not more than three directors, by all the directors 
[S. 129, s.-s. (2)]. 

The undertakings whose accounts must be in the form pre- 
scribed by statute are as follows: — 

Vndertaking. Source of Presoribed Porm. 

(а) Railway companies . . Bailway Oompanies {Accounts and 

Returns) Act, 1911, First Schedule, 
and Statutory Order of 1928. 

(б) Life assurance com- Assurance Companies Act, 1909. 

panics 

(c) Gas companies . . . . Cos Werrhs Glauses Act, 1871, 

Schedule B. > 

{d) Gas companies (Urban As prescribed by their Provisional 
Authorities) Orders. 

(e) Electric lighting com- As prescribed by the Board of Trade, 
panics 
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XJndertahing Smtoc of Prescribed Form 

(/) Building societies . . 1 As prescribed by the Registrar of 
Friendly societies Friendly Societies. 

{g) Hospitals All hospitals desirous of partici- 

pating in the distribution of King 
Edward VII ’s and other hospital 
funds must adopt the form of 
' accounts prescribed by the Com- 

mittee. 

Apart from these undertakings, no stereotyped form of account 
is demanded from limited companies, which are free to present 
their assets and liabilities in any sequence and in any form they 
prefer, so long as the particulars required by the Act are properly 
stated (see p. 363). 

The majority of companies publish annual accounts. Banks 
must present their accounts or “ statements ” half-yearly (S 131), 
Railways now present yearly in place of half-yearly accounts 
{Railway Gernfanies {Accounts and Returns) Act, 1911). 

EXAMINATION QUESTIONS. 

1. On what grounds is it unadvisable in some oases to publish the details 
of a Profit and Loss Account of a joint stock oompeny, and draw up such 
a form of account as will, as far as possible, give sbarAioldeis information 
without injury to the company’s business operations ? (Qliarlered 
Accountants ) 

8. Would you defend, and if so, on what grounds, the non-presentation 
by a manufacturing company of its Trading and Profit and Loss Accounts 
at its annual meeting f (Oharlered Accemntants.) 

3. Criticism is sometimes made that audited Balance Sheets and Accounts 
do not show clearly the appropriation of the balances at the credit of Profit 
and Loss Aopounts. Give an instance (dealing with the figures of any 
account with which you may be familiar) of the manner in which in your 
opinion they should be presented to shareholders. (Incorporated Accountants. ) 

i. The Articles of Association of a company provide that profits available 
for dividends shall be applied in a certain ordor. Discuss briefly, and with- 
out going into questions as to the methods of ascertaining the profits of 
a company, the meaning of tlie expression “ profits available for dividends ” 
for the purposes of such an article. (Oliarleied Accountants.) 

5. Say that £1,000,000 a year is required in all to pay interest on First 
Preference (at 4J %), £250,000 ; Ordinary Capital (at 3 %), £300,000 ; 
Debenture (at 4 %), £350,000 ; and iSecond Preference (at 6 %), £100,000 ; 
and there is a balance of only £680,000 available Show how same should 
be divided. (Chartered Accountants.) 

6. Under what oiroumstoncea can you justify the declaration of a dividend 
when the same cannot be paid without borrowing, or issuing capital for 
the purpose ? (Chartered Accountants.) 

7. After considering the audited accounts of the Company for the year 

ended December 31st, the Directors of the Bayon d’Or Publishing Co., Ltd., 
resolved as follows : (1) To pay the 6 % dividend (less tax) due upon the 
Proferenoe Stock (£60,000). (2) To pay a dividend of 8 % (less tax) upon 

the Ordinary Share Capital (£60,000). (3) To transfer £1,600 to the Ee- 

nowals Reserve Account. (4) To carry forward the balance, 

The profits shown by the Proflto and Loss Account amounted to £11,400. 

Assume the rate of Income Tax payable to be 4s. 6cl. in the £. Show the 
entries necessary to carry out the above resolutions, (Royal Society Arts.) 
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8. When making up the aocoimts of a company at the end of its first 
year’s operations, the directors instructed you to charge against Profits 
one-fifth of the Preliminary Expenses, to provide for depreciation at stated 
rates, and to transfer one-tenth of the balance to a Reserve Account. At 
the end of the second year it rras found that before making such provisions 
the accounts showed a loss Is the fact that a loss has been made any 
reason for refrainmg from making provisions on the same scale as in the 
previous year ? Give reasons for your answer. (Ohartered Institute 
Secretaries.) 

9. On September 30, 19.., a tinplate manufacturing company con- 
tracted to buy 100 tons of tin at £169 per ton, for delivery December 31, 

19. . . A few days later they contracted to sell 100 tons at £171 10s , also 
for delivery December 31, 19. .. The accounts are made up to October 31, 
19 , and 5 'ou find that Profit and Loss has been credited with £260 in 
respect of these transactions. Would you pass the item as correct ? If not, 
state your views. (Ohaitered Accountants.) 

10. A company purchased a business as a gomg concern on January 1, 

19. . , with the right to the profits from the preceding October 1. The Capital 
is; 6 % Preference Shares, £60,000; 6 % Preferred Ordinary Shares, £50,000; 
Deferred Ordinary Shares, £24,800. The year’s profits to the following 
September 30 are found to be £7,664. What appropriation of such profits 
should you make ? {Oliartered Accountants ) 

11. The accounts of the Clifford Trading Co., Ltd., for the financial 
year ended April 30, 19.., show a not profit of £125,000. The Company 
has an issued and paid-up capital of £600,000 divided into 400,000 Ordinary 
Shares of £1 each and 200,000 6 % Preference Shares of £1 each. There 
was a credit balance of £24,891 13s 4d. brought forward as Profit and Loss 
Account from the previous period. The directors decide at March 31, 10 . , 
subject to the approval of the members in General Meetmg, to apportion 
the available profit as follows ; (1) Pay the year’s dividend on Prefeience 
Shares. (2) Wilts £10,000 off Goodwill (3) Carry £20,000 to General 
Reserve Account. (4) Redeem 26 Debentures at £1,000 each at par. (6) Pay 
a dividend on the Ordinary Shares free of Income Tax up to such an amount 
as will leave a balance of not less than £20,000 to be carried forward 

Show the effect of this decision of the directors in the form of an Appro- 
priation Account, makmg a reserve for Income Tax at 4s 6d. in the £. It 
may be assumed that all items in the Profit and Loss Account have been 
allowed for Income Tax Purposes. {Central Association Accountants.) 

18. The Profit and Loss Account of Soleil d’Or, Ltd., prior to the pay- 
ment of debenture interest for the half-year to December 31, 19. disclosed 
a profit of £12,860 as on December 31, 19 .. The Paid-up Capital of the 
Company consisted of £100,000, divided into 60,000 6 % Preference Shares 
of £1 each, and 60,000 Ordinary Shares of £1 each. 100 Debentures of £100 
each at 4 % had also been issued. The directors made the imdermentioned 
recommendations for the disposal of the above balance which were approved 
by the shareholders at the annual meeting : (1) To pay the half-year’s 
interest to December 31, 19.., due on the Debentures. (2) To pay the 
Preference dividend for the half-year to December 31, 19... (3) To pay 

a dividend for the year ended December 31, 19. ., of 10 % on the Ordinary 
Shares, free of Income Tax. (4) To transfer £6,000 to Reserve, raising 
that Account to £16,000 in all. (6) To carry forward the balance to next 
year Show the entries necessary to record these transactions m the books 
of Soleil d’Or, Ltd. {London Chamber Commerce.) 

13. A private firm makes up its acGoimts yearly to December 31st. On 
April 30, 19. , the business is transferred to a limited liability company 
(then incorporated) for £60,000 in fully paid shares therein, and the agree- 
ment with the vendors provides that it is taken over by the company as 
from January 1, 19.., the business being continued in all other respects 
as before. 

You are instructed to audit the accounts. 
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Tha profit for the year ending December 31, 19. is £6,000, which the 
directors recommend bo disposed of as follows : — 


Formation Expenses — ^Write off one-half 600 

Eeserve Fund — ^Tiansfer 400 

Dividend — 10 % per annum 6,000 


£0,000 


Wliat observations would yon make on these recommendations ? {Char- 
tered Accountants ) 

14. The Profit and Loss Account of a limited company showed a credit 
balance of £53,368 10s. 8d. 

The directors of the company decided to dispose of this balance as 
follows : (1) To transfer £500 to a Forged Transfers Reserve Account and 
£8,000 to General Beseive Account ; raising the latter to £20,000. (2) To 

pay the half-year’s dividend due on the £150,000 6 % Preference Shares. 

(3) To pay a, dividend of 8 % on the £250,000 Ordinary Shares free of lax. 

(4) To write off the balance of the Debenture Issue Expenses Account 

wluch stood at £3,876 (5) To carry forward the balance to next year. 

Assume that these proposals were confirmed by the shareholders and 
give the entries necessary to record them in the books of the company. 
Assume that Income Tax was 4s. 6d. in the £. {Chartered Institute 
Seoietaiies.) 

15. The Alpha Manufacturing Co., Ltd., had a nominal capital of £20,000, 
divided into 12,000 “ A ” shares and 8,000 “ B ” shares of £1 each, of which 
10,000 " A ” and 6,000 “ B ” shares were issued and fully paid up. 

The Company’s articles provided that the profits should be divided as 
follows, BO far as the general moetmg might decide! (1) In payment of 
a cumulative dividend of 10 % on the “ A ” and 20 % on the “ B ” shares. 

(2) In payment of a non-oumulative dividend of 16 % on tha “ B ” shares. 

(3) In payment of a non-oumulative dividend of 7^ % on the “ A " shares. 

(4) In pasonent of a further dividend pro rata, but so that the dividend 

on each “B” share should be twice lliat on each “A” share. 

The general manager was entitled to a bonus of £10 for each 1 % dividend 
paid on the “ A ” shares above 10 % 

The profits for the year 19. . amounted to £9,000, and there was an 
undistributed balance from 19 . of £3,500. 

The general meeting decided to pay the dividends under (1), (2), and 
(3) above, and a further dividend under (4) of 7J % on the “ A " and 16 % 
on the “ B ” shares ; and, after providing for the general manager’s bonus, 
to place one-half of the balance to Reserve Fmid, and carry the other half 
forward to next year. 

Make out the Appropriation Account. {Chartered Acoountants ) 

16. The following is the Trial Balance of a company on December Slst:— • 


JJB. 

Stock, January 1st 2,000 

Book Debts . . . , 2,000 

Plant and Machinery . . . . . . . . 1,000 

Wages . . .... 600 

Salaries 200 

Preference Shares 

Ordinary Shares ... 

Freeholds . . . . 3,000 

Creditors .... ... .... 

General Reserve . . , .... 

Travelling Expenses 260 

Purchases 10,000 

Cash 3,060 


Cb. 


2,500 

2,600 

1,000 

1,000 


16,000 
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stock on December 31st was £2,500. 

It is resolved . To write 10 % off Plaint and Machinery ; to reserve on 
Bad and Doubtful Debts Account 10% oH Book Debts; to place £100 
to a Bonus Bund for the Stall ; to place £1,230 to General Reserve ; to 
pay 5 % on the Preference Shares, less tax , to pay G % on the Ordinary 
Shares, free of tax ; and to carry the balance forward. 

Prepare the Trading and Profit and Loss Account for the year, and the 
Balance Sheet as at its close, after appropriating the profits as directed. 
(Oharteied Accountants ) 

17. Draw up a Revenue Account {pro forma) of a mining company, 
dividing the account into three parts, the first showing the gross profit^ 
the second the net profit, and the third the amount of undivided profit 
after bringing forward the balance from the previous account and the pay- 
ment of an interim dividend. The preliminary expenses are being spread 
over five years and the company has only completed its third year. [Char- 
tered Accountants.) 

18. What control, if any, has the auditor of a limited company over 
the form in which the accounts of the company arc published ? [Chartered 
Accountants. ) 

19. Is it necessary for a company to make good capital losses incurred 
in past years before it can pay a dividend out of profits earned in the current 
year ? [Chartered Accountants.) 

20. Criticise the following accounts submitted to you for audit, and give 
your views on the directors’ recommendations. 


MANUPACTURINa ACCOUNT OP THE COMPANY PROM 

JULY IST TO DECEMBER 31st. 


Db. 

£ 

To Stock, July let . . . . 13,241 

,, Purchases . . . . 64,777 

,, Returns of Goods bought 1,781 
,, Bent of Paotory . . . . 980 

„ Bates and Taxes of Pao- 
tory 293 

„ Wages 16,103 

„ Travellers 670 

„ Balance, Gross Profit . . 22,112 


Cb. 

£ 

By Sales .. .. .. 91,240 

„ Returns of Goods sold . . 1,120 

„ Stock, December 31st . . 17,687 


PROPIT AND LOSS ACCOUNT. 


Db. 

£ 

To Repairs to Plant . . . , 388 

,, Office Salaries . . . 1,416 

,, Carriage Raw Material . 2,891 

,, Carriage Goods sold . 1,976 

,, Debentui'e Interest . . 1,200 

„ Warehouse and Office 

Rent 160 

„ Salary of Factory Manager 1,100 

„ Agents’ Commission . . 413 

„ Bad Debts 841 

„ Balance 13,335 


Cb 

£ 

By Balance of Profit and Loss 

undivided, July 1st .. 1,297 

„ Balance from Manufac- 
turing Account .. .. 22,112 


£23,409 


£23,409 
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To Depreciation, OlHoe Fur- 
niture 

Oifioe Plant 

„ Direotore’ Fees, as per 
Articles of Association 
„ Proposed Dividend u.c 


„ Balance carried forward 


£ 

22 

641 

600 

11,000 

1,072 


By Balance, Profit 


£13,335 


ExTBiCT XBOM REBOBT. 

“ The directors recommend that tho profit of £13,336 should be applied 
in making a reserve for depreciation amounting to £663 — for their own 
fees, as fixed by the Articles of Association, at £600, and for a dividend of 
11 % per annum; the balance bemg carried forward” {Chartered 
Accountants . ) 

31. Define a Balance Sheet and a Statement of Affairs, and explain 
what difference, if any, you find between them. {Ohaitered Accountants.) 

22. Define a Balance Sheet, and explain why in tho majority of instances 
it IS not a Statement of Liabilities and Assets. (Chartered Accountants.) 

23. What are the advantages of a standardised form of Balance Sheet 1 
Are there any objections to it ? (Incorporated Accountants.) 

24. Give your reasons for or against the desirability of an auditor revising 
the form and wording of a company’s Balance Sheet to which his certificate 
is to be afiSxed. (Chartered Accountants.) 

26. Express fully your opinion upon the methods of grouping items 
under general headings in a Balance Sheet, and state what distinction you 
would make between realisable Assets and Debit Balances of a suspense 
nature. Give examples. (Chartered Accountants ) 

26. The debit and credit aides of the Balance Sheets of limited com- 
panies are often headed “ Liabilities ” end “ Assets ” respectively. Have 
you any objection to this practice ? Is there any obligation to provide 
for any waste which may occur either in the fixed assets or in the floating 
assets of a limited company ? If so, how should such waste be dealt with ? 
(London Chamber Commerce.) 

37. It has been stated that the Balance Sheet headings “ Liabilities ” 
and “ Assets ” are misleading, and that the signs “ Dr.,” “ Or.,” “ To,” 
and “ By ” are not appropriate in this connection. 

What are your views with regard to these criticisms ? (Royal Society 
Arts.) 

38. What spe'ial points in a Balance Sheet of a Company — apart from the 
correctness of figures— do you consider need tareful consideration to afford 
due pro'eotion to Directors and Auditors ? (Chartered Accountants ) 

39. What is the duty of an auditor as to the valuation of the assets set 
out in a Balance Sheet ? (Chartered Accountants.) 

30. Give the Balance Sheet and accounts of a company to bo submitted 
to the shareholders, and report upon it. (Chartered Accountants.) 

31. It IS frequently alleged that dividends have been paid out of capital. 
Explain this statement, and point out in what ways a dividend can be so 
paid. (Chartered Accountants.) 

32. In Fewer v. General and Commercial Investment Trust, Lindley, 
L.J., said : “ There is no law which compels limited companies in all cases 
to recoup losses shown by the Capital Account out of the receipts shown 
in the Profit and Loss Account, although care must be taken not to treat 
capital as if it were profit.” Discuss this statement. (Ohartei ed Accountants.) 
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33, It has been stated that “ the decisions in the Lee v Neuchdtel Aaphalte 
Go. series of cases relieve limited companies from the obligation to provide 
for depreciation on fixed assets.” 

What 13 your opinion of the statement from the point of view of : (a) The 
legal decisions referred to. (6) Commercial policy f {Chartered Accountants.) 

34. The undermentioned assets are the property of the Reliance Boot 

Manufacturing Co., Ltd. How should they be vMued for Balance Sheet 
purposes ? (a) Twenty debentures of flOO each in the Southern Railway 

of America, representing the investment of the Reserve Fund. The deben- 
tures were purchased at par, but the market price has smce fluctuated 
between 94 and 108 ; the former quotation being the mean market price 
os on December 31, 19.., the date upon which the Balance Sheet of the 
Reliance Book Manufacturing Co., Ltd., is prepared. (6) Patents £2,000. 
This amount represents the original cost of the patent rights in a weltmg 
machine. The grant of letters patent is dated January 1, 1906. (o) Good- 

will £5,000. This asset was purchased in 1906, at the price named, upon 
the formation of the limited company. The trading profits have steadily 
declined from £4,200 to £2,124 m four years. (London Ohamber Commerce.) 

35. A manufacturer has before him a copy of the latest Directors’ Report 
and Accounts of the A Co., Ltd. Ho is desirous of satisfying himself that 
it would be reasonable for him to give them credit up to £600. To what 
points in the Report and Accounts should he direct hia attention 1 (Royal 
Society Arts.) 

36, Criticise the following Balance Sheet attached to the annual return 
of a company submitted to you as auditor for signature, before being sent 
to Somerset House. To what date should simh Balance Sheet be made up? 
When may it be dispensed with ? 




f^ntercst 


B’s Capital . . 
AM Interest 


Creditors 




(London Chamber 
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38. Criticise the following Trading and Profit and Loss Account and 
Balance Sheet ; and draw them as you would pre.sent them to the share- 
holders of the company at the amiiial meeting, giving pro forma figmes for 
any items you think should be inserted : — 


THE PATENT MIXTURES COMPANY, LIMITED. 
TRADING AND PROFIT AND LOSS ACCOUNT FOR THE YEAR 
ENDED AUGUST 31st. 

To Stock on hand . . . . 6,321 

Less Plant 2,108 

8,213 

„ Goods bought 5,130 

„ Wages 015 

Carnage 65 

Blanch Wages and 'Expenses . . 312 

„ Bad Debts 210 

„ Kent. Kates and Insuroiiee . . 319 

„ Trade charges 261 


By Goods sold 6,671 

„ Additions to Plant . .... 180 

„ Stock m hand 4,153 

„ Balance to Balance Sheet . , , . 514 


£10,418 
BALANCE SHEET. 


Biabiuties. 
Share Capital . . 

X, Y. Z 

Bankers 

Sundry Creditors . . . . . 


Snndiy Debtors 
I’lniit and Itaclimoiy 
Stock In hand . . . . 


{Royal Society Arts.) 


39. A client of yours has been invited to purchase shares in a private 
limited company. He submits the company’s last Balance Sheet to you 
and asks you to report upon the financial position disclosed. Among the 
assets you find the followmg : Land and Buildings (Freehold and Lease- 
hold), £48,942 10s. 6d ; Goodwill, £5,000 j Loose Tools, £1,926 10s. ; Bills 
Receivable, £3,894 12s. 6d. ; Goods on Consignment, £13,662 ; Argentine 
Branch (Freehold Warehouse, Stock and Sundry Dehtors), £12,960 10s. 7d. 

If you desire further information With regard to any of the above items 
before reporting to your ohent, draft a letter to the seoietary of the company 
sotting forth your .requirements. {Chartered Accountants,) 

40. The directors of a limited company issued the understated aooount 
to their shareholders. Do you approve of this dooumont ? If not, what 
amendments do you suggest ? 


BALANCE SHEET, 
Da. I 


To Share Capital . . . . 600,000 

„ Reserve Fund . . 100,000 

,, Sinking Fund for Leases 10,000 
,, Mortgages and other out- 
standing Liabilities . . 635,000 
,, Balance carried down . . 28,000 

£1,173,000 
~ f 

To Interim Dividend paid. . 25,000 

„ Balance canied forward 3,000 


DECEMBER Slsi. 

Ce. 

£ 

By Land, Buildings, Plant, 

Stock, Furniture, and 

Goodwill 1,007,000 

„ Debtors, Cash, Invest- 
ments, and Sundry 
Debtor Balances . . 166,000 

£1,173,000 


By Balance brought do-wn 28,000 


£28,000 


£28,000 

{London Ghamber Commerce.) 
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41. Is the Profit and Loss Account, as set out below, properly drawn 
up ? If not, submit the account as you would present it. 


PEOFIT AND LOSS ACCOUNT, DECEMBER 31sa?. 



{Boyal Society Arts.) 


43. You are instructod to make a report on the business and affairs of 
a firm of engineers by a client who is asked to lend a sum of £10,000, for 
the purpose of profitably carrying out a contract to make shells for the 
Admiralty. From your investigations of the books and accounts you find 
that the firm’s Capital Account stands at £6,700, that they owo to sundry 
creditors for goods supplied £22,706, that they have an overdraft at their 
Bankers of £2,300, and have had oasli advances to the extent of £2,100. 
They have spent already on the contract mentioned £12,100, and you see 
m the books, headed Suspense Account, a debit of £919. The assets dis- 
closed are : Debtors, £7,999 j Stock, £6,700 ; Furnitiue, £809 j Cost of 
Loaso, £311 ; Plant, £4,800 ; Cash, £118. 

State clearly what considerations would weigh with you in recommend- 
ing, or, if you so decide, m not recommending your client to mvest his 
money. In drafting an account from the figures supplied, set out against 
each item what further and fuller information (if any) you require. {In- 
corporated Accountants ) 

43. Criticise the following Balance Sheet from the point of view of a 
Creditor: — 

LAMBERLINS, LIMITED. 


BALANCE SHEET, DECEMBER 31, 19... 



{Ohartered Accountants.) 
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44. The assets side of the first Balance Sheet of a rubber plantation 

submitted to you for audit was as follows £ £ 

Property Account — ^ ^ ka aaa 

Cost of Estate as per Prospectus . . . . oO.OOO 

Expenditure in Borneo during the year . . 22,7«4 

Purchase of Native Holdings 10,000 

London Office Expenses 

84,681 

Less Sales of Rubber, Transfer Fees, and 
Bank Interest 

Preliminary Expenses Account 1.031 

Coast Advances to Coolies 

Cash at Bank 

£99,815 

Give reasons for approving or disapproving this statement. 

Deal briefly with any points arising out of the above figures to which 
you would devote special attention. (Chartered Accountants.) 

45. Criticise the Balance Sheet set out hereunder. If you do not approve 
of it, amend it. 

BLAJSTKS, LIMITED. 

BALANCE SHEET FOR THE YEAR ENDING DECEMBER 31, 19... 


I Shares .. 

86.B00 

Prefercnoe Share Capital 100,000 

"eprociatlon fund 2,600 


Deriroclatlon fund 
Debentatea— 1,000 i/ouciiwuce 
£100 each, at 6 %, Issued at 90. . 
Bank Overdraft and Sundry 

Creditors 

Profit lor the year . .. £18,880 

Balance from last " 


90,000 

15,862 


2,260 

15,100 


108,002 

2,210 

80,000 

24,000 

10,200 


Z« j» Preference Dividend 
and proposed Ordinary 
Dividend is,! 

£296,502 I £205,502 

(Chartered Accountants.) 

40 . Report fully m what respect the following Balance Sheet is not m 
accordance with the Companies Act, 1929, or established practice. Illustrate 
by re-drafting same in proper form. 

BALANCE sheet OF F A.Q. CO., LTD., AS ON APRIL 1, 


Dr. 

To Stook-in-Trade 
„ Book Debts 
„ Buildings 


„ Plant and Machinery 

Profit and loss Account £8,978 
4,000 


Cr 
£ 

By Loan on Mortgage of Co.’s 

Property , . 20,000 

„ Trade Llabtlities 10,112 

Canitnl £120,000 in 
Shares of £1 each, all 
Issued, lOs paid up . £60,000 
less 8,000 Shares oan- 
oelled, XOs. paid . . 4,000 

66,000 

„ lleserve fund . . 14,500 

Debentures issued . . . . . 40,000 

„ Bills payable .. .. .. ,. 8,420 

£166,882 

1 have examined the above Balance Sheet and find same correct. 

X.Y.Z,, Auditor. 
(Incorporated Accountants.) 
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47. y and Z are partners in an old-established business. They require 
additional capital, and represent to X, who is thinking of joining them, 
that the business is a profitable one 

The Balance Sheet as on December 31, 19. is shown to X as follows : — 


Z 4,000 

Loan on Mortgage of Land and 
Works . . ... 

Bank Overdraft, secured by second 
charge on Land and Works and 
by personal security of a third 


Freehold Land and Works .. .. 5,500 

Plant and Machinery 2,800 

Loose Tools, Designs and Patterns 1,200 

Stock-In-Trade 4,200 

Sundry Debtors 7,870 

Cash In hand .. 30 


You are instructed by X to advise him, after making a careful investi- 
gation of the business ; and are asked to report to him fully on the value 
of the Assets, as stated in the Balance Sheet, and as to the past profits of 
the business. 

Assuming that the books had been properly kept, state what information 
you would require under each of these heads for the purpose of your report, 
(OJmrHred Accountants.) 

48. Criticise the following Balance Sheet. Does it convey sufficient 
information to enable you to form a proper estimate of the company and 
its working ? If not, what further particulars would you require 7 


Liabilotbs. 

£ a. d. £ B. d. 

Capital subscribed and paid up 99,997 10 0 

Shares issued to Vendors and Patentees . . 72,600 0 0 

172,497 10 0 

Creditors .. 3,657 13 11 

Sales of Concessions and Patents 30,000 0 0 


£206,165 3 11 


Assets. 

Patents 

Parliamentary Expenses .... 

Shares in other Companies 

Machmery and Stock 

Lease and Eurniture 

Debtors 

Cash at Bankers ... 


£ s. d. 
113,819 15 0 
923 7 0 
19,626 0 0 


21,372 12 8 
2,392 16 9 


14,460 12 6 
783 6 10 


Net expenditure for year to Moi'ch 31, 19. . 16,302 14 1 
Net expenditure for year to March this year 16,478 19 2 


£ s. d. 

134,368 2 0 
23,765 9 6 

16,239 19 3 
32,781 13 3 


£206,166 3 11 
(Chartered Accountants.) 

49. Do you approve the form in which the following accounts are pre- 
sented .? If not, prepare a Balance Sheet and Profit and Loss Account 
in accordance with your own views. 
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BALANCE SHEET. 

Db £ 

To Capital — 10,000 shares of £10 each 100,000 

„ Reserve Fund . . 3,000 

„ Creditors (including Diroctors’ remuneration) . . 2,248 

„ Profit and Loss AceouuL balnuoe at credit . . . . 8,262 

£113,600 


Cb. £ 

By Land at cost 43,000 

„ Buildings {less Depreciation) 20,000 

„ Machinery and Plant {less Depreciation) . . . . 16,000 

„ Debtora {less Reserve) 7.500 

„ Stock at cost 8,000 

„ Shiucs unissued (700 of £10 each) 7,000 

„ Calls m arroar 925 

„ Cash Balances 12,076 


£113,600 

PROFIT AND LOSS ACCOUNT. 

Da. £ 

To Directors’ Remuneration, 3 % on the Profits as per 


Articles 348 

,, Reserve Fund, proceeds sale surplus land per contra 3,000 
„ Balance 8,262 


£11,600 


Cb. £ 

By Profit on Trading after deducting all expenses and 

allowing for depreciation, otc 8,000 

,, Proceeds sale of surplus land 3,000 


£11,600 

{Chartered Accountants.) 

50. The Ramshackle Motor Co., Ltd , acquired the undertaking of 
Messrs. Smith Bros , Ltd., as at the end of 19 The foUoiving Statement 
of Accounts, made up to June 30 followmg, is submitted to you for audit. 
Criticise the statement, taking at least mx points (three on the Balance 
Sheet and three on the Tradmg and Profit and Loss Account). 


BALANCE SHEET. 
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TRADING AND PROFIT AND LOSS ACCOUNT, 


To Stoolc aociuired from Venclora 


Fuel and Lighting 
Cartage 

Offlee Expenses 
Bad and Douhtf iil Be . . 
Preliminary Expenses 
Directors' Fees . . . . 


By Sales 

„ Amounts paid on forfeited shares 
„ Appreciation in value of Se- 


„ Balance earned i 


(Chartered Accountants.) 

51. Appointed by a Committee of Investigation to report upon the 
year’s accounts of the Blank Society, you find the following Profit and Loss 
Account and Balance Sheet. You learn from the secretary that he has 
not received any romuneration ; and that the amount charged in the Profit 
and Loss Account was an amount passed by resolution of the Council of 
the Society after the date of the Balance Sheet, but for the period under 
review. Do you consider these accounts correct ? If not, point out where 
error exists. 

BLANK SOCIETY. 

PROFIT AND LOSS ACCOUNT FOR THE YEAR ENDED 
DECEMBER 31. 19... 

Dr 

To Rent, Ratos, and Taxes 
PrlntinK and Stationery 
Clerks’ Salaries and Wages 
Omoe and other Expenses 
Secretary's Salary . . . . 

Balance down . . . . 


By Entrance Fees 
„ Life llomhers . . . . 

„ Annual Subseribeis 


BALANCE SHEET AS ON 


By Annual Subscriptions in ai 

„ Cash at Bank 

„ Cosh in hand 


„ Profit and loss Account 


Audited and found correct, 

X. 

April 1, 19... (Chartered Accountant*.) 

62. Criticise the following Balance Sheet : — 

THE STONE BUILDING CONSTRUCTION GO., LTD. 

BALANCE SHEET FOR THE YEAR ENDED JUNE 30, 19... 

LiABiLiTnss £ £ 

Ordinary Share Capital 100,000 

Preference Share Capital, % 100,000 

Debenture Stock, £100,000, issued at £95 . . . . 95,000 

Depreciation of Plant and Machinery 2,500 

Creditors, Bills Payable, Bank overdraft, etc. , . 83,647 

Profit and Loss, Balance at Jime 30 last.. 2,730 

Profit for the year 12,141 

14,867 


hess Preference Dividend . 


Less proposed Ordinary Dividend . . 
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THE STONE BUILDING CONSTRUCTION CO., LTD. 

BALANCE SHEET — {continued) 


Assets : — £ £ 

Goodwill, Patent Bights, etc , at cost .. 164,610 
Patent fees, etc , paid dunng the year ,. 102 

154,072 

Unpaid Calls on Preference Shares 17, .600 

Plant and Machinery at cost . . 45,482 

Stocks on hand at cost . 24,418 

Contracts not completed and work i.i 

progress 170,728 

Estimated profit thereon, 15 % . . . . 25,000 

190,337 

Less received on account 130,000 

50,837 

Dehtors for completed contracts, etc 73,791 

Petty Cash in hand 2,214 


£374,414 


Signed by two directors on behalf of the Board, and certified by A B 
and Co., acting aa auditors. (Chaiteted Accountants ) 


53. The following Balance Sheet was issued by the Eldorado Planta- 
ions, Ltd. : — 

BALANCE SHEET, DECEMBER 31, 19... 


Issued Share Capital . . 100,000 

Less Calls In arrear . . 8,000 

182,000 

Bank Loan . . . . 48,000 

Sundry Creditors 3,647 

Bills Payable 32,100 

Profit and Loss Account — 

Profit tor tho year . . 9,120 

Less Interim Dividend 
paid 9,100 

Depreciation Fund . , 6,000 


Leasehold Land, Buildings 
Jtnehinery at cost 
Hallway, Wharf, Motor 
Boats, Live Stock, oto„ 
at cost . . . . 12, 

Less Depreciation 


Advances to Coolies and Sundry 

Debtors 

Exchange Suspense Account , . . . 


6,860 

302 

1,860 


You are asked to criticise this Balance Sheet from the point of view of 
a prospective shareholder. If you desire any fuither information before 
giving your opimon, submit the letter which you would address to the 
secretary of the company. {Chartered Institute Secretaries.) 

54. The Trial Balances of a company at June 30, 19. . , are aa follows 


Dn. Cn. 

Capital Account — £ £ 

40.000 shares of £1 each 40,000 

Sundry Creditors 10,000 

Provision for Bad Debts Account 600 

Bankers 6,000 

Profit and Loss Account 2,600 

Call Account — 

5a per share on 8,000 shares 2,000 

Sundry Debtors 30,000 

J. Jones, Director 1,000 

Goods on sale or return at selling prices 6,000 

Investments — 

5.000 shares of £1 each with 10s. per share paid . . cost 3,260 

Stock at selling price . 10,000 

Plant and Maohmery as per last Balance Sheet . . £5,000 

Additions since 600 
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Note. — The Bankers are secured by an issue of Debentures for £5,000. 
The market value of the Investment at June 30, 19 . , is 6s. per share. 
The directors have had the foUo-wing Balance Sheet prepared, which 
they refuse to alter, and ask you, as auditor, to sign. In their report they 
recommend the payment of a dividend of 6 %. 

BALANCE SHEET AT JUNE 30, 19... 


Capitai. and Liabilities. 


£ 

Capital — 

40,000 shares of £1 each 40,000 

Sundry Creditors . . . . 10,600 

Bankers 6,000 

Profit and Loss Account . 2,600 


Assets. 

£ 

Plant and Machinery . . 5,600 

Investment at cost . . . 3,250 

Stock 10,000 

Sundry Debtors 39,000 

Cash in hand 260 


£58,000 


£68,000 


State what points yon would refer to m your report os auditor. (Ohar- 
Ured Accountants ) 

55 The Balance Sheet set out heieunder was issued to the members 
of the British Arts Association. 

Hava you any oritioisms to offer ? 


BALANCE SHEET, DECEMBEE 31, 19... 


CAm'Ai, AaoouNT 
At date of uicoipoiation . . 
Additions since 

Endowment Ednd . — 

At January 1, 10 

Aid Donations during year 


Aid Donations during year 
Siihsoilptlons paid in advance 


Current Account 22 

Endowment Fund .... 2 

Protection Fund 18 

Cash in hand 4 

48 

Investments •— 

War Loan at Cost 508 

Endowment Fund Aooodni — 

At January 1, 19 201 

Add Subscriptions and Dona- 
tions received . — 

Endowment Fund 6 

Protection Fund . . . 22 

Balance of Income and Expen- 
diture Account for the year 

to Dec. 81.10 ^*2 

~~~ 370 

Office Furniture as per last Balance Sheet 62 
Sundry Dobtois 101 

£1,255 

(Chattered Accountants.) 

56. A manufaoturor, whose accounts you audit, asks you to draft his 
Balance Sheet in a form which will disclose at a glance (a) The total 
Liquid Assets. (6) The total Fixed Assets (o) The total Intangible Assets. 
(d) The total Outside Liabilities, (e) The total Capital, (f) The total 
Eeserves. (g) The total Working Capital. Draft a pro-foima Balance 
Sheet in response to this request. (Chartered Accountants.) 

67. Tho Balance Sheet of a private limited company, as on December 31, 
19.., was as follows: — 


Dn. 


BALANCE SHEET, DECEMBER 31, 19... 


Share Capital authorised 
and issued: 50,000 Shares 

of £1 each 60,000 

Reserve Fund 100,000 

Creditors . . . , . . . . 6,000 


£156,000 


£155,000 


27 
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The directors desire to eliminate the Reserve Fund — as no valid reason 
exists for manxtainmg it at so large a figure — and ask your advice as to the 
best procedure to adopt. 

Submit your report, and deal with the attitude the Income Tax authorities 
are likely to take up with regard to any suggestions you offer (Chartered 
Accountants.) 

58. In a rubber estate all expenses are taken to an account, called 
“ Development Account,” until “ tapping ” begins in some block, when a 
Revenue Account and Profit and Loss Account are opened, and expenses 
divided proportionately between Capital and Revenue. 

Draw up a pro Jorma Balance Sheet and Development Account, and 
show how the followmg particulara should be treated : Roads and bridges, 
stock of provisions, hospital expenses, fefiing, clearing and burning, fencing 
and planting, rent, salaries, wages and proceeds of sale of a “ catch crop ” 
of oollee. 

When the estate begins to be productive, how would you divide expenses 
between Development and Revenue ? (Incorporated Accountants.) 

59. The understated accounts wore sent to the subsoribeis of a well- 
known cricket club. 

Submit any criticisms you have to offer. 

COUNTIES CRICKET CLUB 


DB, 


3 Payments eok the Yeah ended Deoembbe 31, 19... 


Balance from last year 

Bnliance IPecs and Bubscriiitions . . 
Interest on Stoclra . ... 

Tennis Courts’ ’ ! " . . ! . ! 

Itncquot Courts ... 

S.vle of score cords, photos, etc. 

Loon from BanK for pui chose of War 
Loan leas paid or 


Interest on 




Alterations and Repairs to Buildings 


Expenses of Matches 

Coal , . . . 

Printing, Advertising, and Sundry 

Expenses . , 

Horse Hire .... 

Rent, Rates, Taxes, and Insurance . 
Uofreshmon^Departinent (Teas, Lun- 

Purchase of War Loan 
Purchase A rradia Government Bonds 
Intorcst on Bank Loans . . . . 


REFRESHMENT DEPARTMENT. 
Balance Sheet, Deceubeb 31, 19... 


To Creditors 

„ Capital Account 

Balance, Jan, J, 10 £2.510 

Add Profit ycai to date 1,000 

We have exammed tlie above 
Balance Sheets with the 
books and And the some 
to be correct 
ABli COUMTBR <fe Son, 

Auditors 


By Cash at Bank . . , , 

„ Cash In hand 
„ Investments at Cost • 
£260 War Loan 
National War Bonds 
„ Debtors , , . 

„ Stock os valued . . . . 

„ Purchase Account ■ 
Balance, Jan 1, 10 . 


47 



£1,707 

• 1,036 


£3,010 


£3,916 

(Qlmtered Accountants.) 


60. The following Balance Sheet of the Wasting Assets Company, Ltd , 
as on December 31, 1901, was issued to the shareholders of the Company 
with the auditor’s report (as required by the Companies Act, 1929) m its 
favour : — 
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WASTING ASSETS COMPANY, LIMITED. 

BALANCE SHEET, DECEMBER 31, 19... 

Db. f 

To Share Capital, Nominal 100,000 

„ Subscribed and Paid . 75,000 

„ Sundry Creditors 20,000 

„ Bankers 16,000 

£110,000 


UB. t 

By Buildings, Plant, and Machinory at cost . . 60,000 

,, Stock and Materials as eertiOed by the Manager 20,000 

„ Sundry Debtors . . 15,000 

„ Profit and Loss Account . . 16,000 

£110,000 


The Company went into liquidation on January 1, 19. ., under a com- 
pulsory order for winding up, and the official receiver reported that the 
value of the Fixed Assets had not been depreciated in the books of the 
Company since their erection in 1880 ; that the Stock and matorials only 
existed to the extent of £3,000 at ordinary stocktaking values j and that 
of the £16,000 Debtors, £5,000 were three or more years old and utterly 
bad, and other £6,000 exceedingly doubtful and probably worth 10s. in the 
£. Do you think the auditor did his duty m reporting that the above 
Balance Sheet had been “ properly drawn up so os to exhibit a true and 
correct view of the state of the Company’s affairs, as shown by the books 
of the Company ? ” If you think he did his duty, state why you thmk 
so. If not, state where he foiled in his duty, what you would have done 
m conducting the audit, and what report you would have given upon Die 
Balance Sheet. (Oharlered Accountants ) 

61. Criticise the following Balance Sheet Is it really a Balance Sheet ? 
If not, what is it ? If you do not approve of it, amend it. 


BALANCE SHEET. 

Db. £ s. d. 

To Share Capital, £16 per share paid up on 

100,000 £20 shares 1,600,000 0 0 

,, Amount paid in advance of Calls . . . . 304,276 0 0 

,, Reserve Fund .... . . 600,000 0 0 

,, Insurance Fund 121,464 18 5 

,, 4 % Mortgage Dob-ntures 900,000 0 0 

,, Sundry Liabilities .... ... 865,829 12 6 

,, Balance for the half-year carried down .. 98,963 6 3 


£4,280,612 16 2 


£ s. d 

To proposed Dividend at 12J % per annum 

for the half-year, free of Income Tax . . 93,750 0 0 

,, Amount proposed to be earned to tho 

credit of the Insurance Fund . . . 6,203 5 3 

£98,953 5 3 
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BALANCE SHEET, 


By Freehold and Leasehold Land, Colliery, 

Buildings, and Plant 1,012,811 8 3 

,, Stoek-in-Trade, Ledger Balances, Invest- 
ments, and Cash in hand and at Bankers 3,207,701 7 11 


£4,280,512 16 2 


By Balance brought down 


£ s. d. 
5,953 6 3 


(Ohartered Accountants ) 

68. The directors of 7,V. A. Richardson, Ltd., ask you how the under- 
mentioned assets should be valued for Balance Sheet purposes : (u.) Ten 
Debentures of £100 each m Blanks, Ltd., purchased at par. The mean 
market price is now 82, but has fluctuated between this price and 105 since 
the date of purchase The Debontures represent the investment of part 
of the Reserve Fund. (6) A machme purchased a year ago for £1,000, but 
which, owing to improvements in manufacture, can now be bought for £750. 
(o) Patent Account, £1,275. This item represents patent fees and cost of 
experiments in connection with a patent. The grant of letters patent is 
dated two years ago. Tlie patent has been veiy successful and could be 
sold for £6,000-£8,000. (Chartered Accountants.) 

68. A finanoo company, which had paid £90,000 for six patents of equal 
value, sold one of these patents during the first year of its existence, and 
received, as the consideration for the sale, 66,000 fully paid shares of £1 
each in a subsidiary company formed for the purpose of working the patent. 

Tn the second year, the finance company sold the 65,000 shares in the 
subsidiary company for £30,000 

How would you, as auditor, expect the 66,000 shares, or the proceeds 
of them, to be treated m the accounts of the finance company at the end 
of the flrat and second years respectively? (Ohartered Accountants.) 

64 . On January 1, 19 , a firm of ongineais and bridge-builders obtained 
a contract for a bridge to bo completed in three yoai’S, which was to cost 
£100,000, and upon which they expected to reap a not profit of £10,000. 
In the first year they received advances (upon certificates) of £30,000, in the 
second year of £30,000, and the balance of the contract in the third year. 
Would you, as an auditor, approve of any profit being credited to the first and 
second years ? and, if so, how much? (Ohartered Aecountants.) 

65 . Are there in your opmion any circumstances which would justify 
the acldition to actual cost of any anticipated profit, in the case of partially 
manufactured goods, or of an uncompleted engineering contract, or m 
similar oases ? (Ohartered Accountants.) 

66. A company is carrying out a number of contracts which are in various 
stages of completion You find in the Balance Sheet an asset described 
as " Works in Progieas, £221,000,” and on the Revenue Account a credit 
entitled, '' Profit on contract to date, £19,600.” How would you satisfy 
yourself as to the correctness of those amounts (Ohartered Accountants.) 

67. When preparing a Balance Sheet upon what principle should out- 
standing consignments be valued ? (Chartered Accountants.) 

68. You are auditor of the Eldorado Trust Company, Ltd. 

You find that the mvestraents — ^whioh were all purohasod prior to July 
19 . , — are stated at cost price m the Balance Sheet as on Deoombor 31, 10. . . 

Upon endeavouring to ascertain the extent to which depreciation has 
occurred in the value of these iu vestments, you find: (o) That upon three- 
fourths of the total som represented by the investments the depreciation 
shown by mean market quotations as on Deooraber 31, 19. ., amoimted to 
£13,684. (&) That quotations for the remaining investments were not 
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available, (c) That one investment (inclucled in class (6) above) was repre- 
sented by expenditure, amounlrag to £0,875, upon a rubber plantation, 
situate m a South American State, and now become derelict owing to a 
revolutionary war. 

The directors contend that, under the circumstances, the investments 
should remain in the Balance Shoot at cost. 

What are your views ? {Chartered Accountants.) 

69. The market value of the investments of a trust company has fallen 
considerably while the company has earned enough mcome to pay the usual 
dividend How should you deal with this position of aSairs m auditing 
the Annual Accounts ? {Chartered Accountants.) 

70. The auditors of the Capital Trust Company, Ltd., have pointed 
out to tho directors that several of the Company’s securities are unsatis- 
factory. In their report to tho members, however, they only say that *' the 
value of the assets as shown m the Balance Sheet is dependent on realisation.” 
Discuss whether the auditors have discharged their duty to the Company. 
{Central Association Accountants.) 

71. In May 19.., the General Ifinanee and Agency Company, Ltd., 
underwrite an issue of 150,000 6 % Breforence Shaies of £1 each of the 
Australian Trading Company, Ltd , for a commission of 6 %. As a result 
of the issue they have to take up 76,000 shares. 

In August 19.., they sell 10,000 shares at 20s. 6d. per share not. 

In November 19. ., they sell 16,000 shares at 17s Od. per share net. 

On December 31, 19. ., at which date the accounts of tho Company are 
made up, the middle quoted price la 16s. 6d. per share 

On what principle should the above transactions be dealt with in the 
Balance Sheet and Profit and Loss Account of the Finance Company ? 
{Chartered Accountants.) 

72. A limited company havmg purchased shares in another company, 
with the object of seouiing business connection, and there boiiig no trans- 
actions ox market quotations by which the value of tho shares may be fixed 
from year to year : state your opmion of the method which should bo adopted 
by the company holding the shares for valuing them and stating this asset 
in its accounts, m the case of tho benefits arising therefrom improvmg from 
year to year. {Chartered Accountants.) 

73. The Birohets Mineral Water Company, Ltd , sends out oases of 
aerated water to chemists in various parts of the country “ on salo or return, ” 
Each chemist is at once debited in the Company’s books with the water 
supplied at the price he is to obtain for it when sold, and is allowed to deduct 
10 % from this value when accounting for his sales Tho personal accounts 
of all ohemists so supplied are included in the ledger balances at the end 
of the year. How would you deal with these accounts when preparing 
the Company’s Profit and Loss Account and Balance Sheet ? {London 
Chamber Commerce.) 

74. Flotations, Ltd., sold a mining ooncossion, which stood in their 
books at £0,760, to a subsidiary Company (Eldorado, Ltd.) for £16,000, 
payable as to £6,000 in cash and £10,000 in fully paid shares. Tliey also 
midertook to pay all expenses of tho flotation of Eldorado, Ltd., up to allot- 
ment, viz. £1,585 No quotation is available for the shares of tho subsichaiy 
Company, and the market is very restricted. 

How should you deal with tho above flotation in the books of Flotations, 
Ltd, ? {Royal Society Arts.) 

75. In examining a list of Debtors and Creditors with the ledger accounts 
for the purposes of a Balance Sheet, to what features of each account should 
you pay attention apart from the mere arithmetical correctness of the 
extractions ! Give examples of error or fraud which may be detected m 
this process. {Chartered Accountants.) 

76. How would you satisfy yourself, as auditor, that the assets of a 
company were not mortgaged or encumbered in any way ’ If you found 
that an asset was mortgaged or encumbered, would you expect this fact 
to be stated on the Balance Sheet ? {Chartered Accountants ) 
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The particulars of the Share Capital of a company are as follows .• 
Authorised, 20,000 shares of £1 each. Issued to the Vendors, 10,000 shares 
fully paid. Issued to others, 10,000 shares with 10s. per share called up. 
Of these shares 800 had been forfeited upon whioh 6s. per share had been 
paid. Calls unpaid, £1,000. Calls paid in advance, £2,000. 

The Balance Sheet is presented to you for audit with the one item cover- 
ing the above : “ Capital paid up, £15,800 ” 

Write your comments upon this. (Ohartered Accountants.) 

78. A company borrowed £100,000 on the security of its uncalled capital. 
What consequent entries should be made. {Chartered Accountants.) 

79. The Blakowell Manufacturing Company, Ltd,, issued debentures 
to the extent of £10,000 at 6 % discount. The underwriting costs, etc., 
amounted to 2^ % on the issue Show how these transactions would appear 
in the books of the Company and m the Company’s Balance Sheet, assuming 
that neither the discount on the issue nor the underwriting costs, etc,, had 
been wiitten ofi on the date on which the Balance Sheet was prepared. 
(London Chamber Commerce.) 

80. A limited company has outstanding Debentures redeemable at a 
future date. A redemption policy is taken out, and the premium paid 
annually. The policy acquires a certain surrender value. What entries 
in the books and annual Balance Sheet and Profit and Loss Account would 
you, as an auditor, be satisfied with as properly recording the above trans- 
action. {Oiaitered Accountants.) 

81. A limited company issued £100,000 6 % Debentures at 96, repayable 
at par in ten years. The whole issue was underwritten at 1^ % commission. 
The legal and other expenses of the issue amounted to £1,102 

As auditor to the company, how should you require these facts to be 
stated in the published accounts ? (Chartered Accountants.) 

83. In 19. . George Hayward & Co., Ltd., issued 400 6 % Debentures 
of £100 each at par. Durmg 19. . they purchased 60 of these Debentm-es 
in the open market at 96, and cancelled them. 

Show how this transaction would affect the Balance Sheet prepared as 
on December 31, 19... {Royal Socuty Arts.) 

83. On January 1, 19.., Rayon d’Or, Ltd., offered for subscription 
600 6 % Debentures of £100 each at par. The list was closed on January 10th, 
100 Debentures only being applied for. On March 1, 19.., the balance 
of the issue was offered for public subscription at 98, and 300 Debentures 
were applied for as on March 10th. 

On July 1, 19. ., being in need of funds, the Company borrowed £6,000 
from the Bank, with whom they lodged the remainder of the Debenture 
issue by way of collateral security. 

Give the entries necessary to record these transactions in the Company’s 
books, and show how they would appear in the Balance Sheet. 

Assume that all the Debentures applied for by the public were duly 
^aidjtor as on January 12th and March 12th respectively. {Royal Society 


84. On January 10, 19. ., Testouts, Ltd., obtained a loan of £6,000 from 
their Bankers, and deposited with them as soourity £3,000 Ordinary Stock 
of the Great Southern Railway (present market price 86) and £3,000 Blank- 
shire Gas Company Ordmary Stock (present morket price 90). 

This loan was credited on the above date to the Current Aopount of the 
Company. The balance at the credit of the Company than stood at £7,662. 
On January 18, 19.., the Company applied for £6,600 of a new 6% 
Municipal Loan at 95, for which they paid in full on application. 

Show how those transactions would appear m the books and Balance 
Sheet of the Company. {Royal Society Aits.) 


86. What do you understand by the phrase “ the working capital of 
a company ” ? Set out with imaginary figures how it could be shown in 
accounts published for the information of shareholders. {Incorporated 
Accountants.) 
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86. Give a definition of the term ‘‘Contingent Liabilities” as applied 
to the Balance Sheet of a limited company, and state what items of this 
nature would he likely to appear in the Balance Sheet of a company carrying 
on the business of railway wagon and carriage builders. {Ohartered 
Accountants.) 

87. Define: “Contingent Liability,” “Collateral Security,” and state 
how you would treat them in the Final Accounts of a firm ? (Incorporated 
Accountants.) 

88. A limited liability company to which you have been appointed 
auditor has discounted with its bankers all bills drawn upon its customers. 
Does this procedure call for any notice by you 7 (Central Association 
Accountants.) 

89. You are preparing the Balance Sheet of a limited company of which 
you are the chief accountant, and find that there are bills under discount 
amounting to £10,760. On going through the books you discover facts 
which pomt to the probability that £1,000 worth of these bills will be dis- 
honoured on maturity, but that there is a reasonable chance of eventually 
receiving 10s. in the £ on the £1,000, How would you deal with these bills 
under discount, and how should they appear in the company’s publi''hed 
accounts 7 (London Chamber Commerce.) 

90. During the audit you are making of the accounts of a company, 
you become aware of a claim against the company which you think is likely 
to be enforced, but which the directors do not recognise, and for which 
they will make no reserve. What would you do in the circumstances 7 
^Chartered Accountants.) 

91. What Items would you expect to find under the heading of “ Con- 
tingent Liabilities ” in the Balance Sheet of a limited company carrying 
on the business of railway and dock contractors 7 How would you ascertain 
the existence of such liabilities 7 (Chartered Accountants.) 

98. In auditing the accounts of a company there is produced to you, 
as security for an advance, a certificate m the name of the borrower for 
200 fully paid shares m another company, and an unstamped transfer 
executed by the borrower for them, left blank os to transferee, consideration, 
and date _ 

Can this be passed as a loan secured on the shares ; and what importance 
do you attach to the blank transfer, and why 7 (Chartered Accountants.) 

93. A limited company obtained a loan of £16,000 from its bankers, 
and deposited 200 of the company’s 6 % Debentures of £100 each as security. 

The company had previously made a public issue of 300 6 % Debentures 
at 98, all of which had been subscribed and paid up. 

How should these issues be stated in the company’s Balance Sheet 7 
Chartered Institute Secretaries.) 

94. The books at the Oxford Street Drapery Company, Ltd., contain 
the following credit balances : Beserve Fund, £60,000 (this Fund is invested 
in Government Securities) ; Contingehcios Account, £2,400 ; Leasehold 
Beserve Account, £27,640 ; Plant Depreciation Account, £6,380 ; Bad 
Debt Beserve, £8,400 ; Share Premium Accoimt, £16,500. The Company 
propose on their Balance Sheet to state : To Sundry Beserve Funds, in- 
cluding premiums on shares, £111,320. 

State objections to the above procedure, giving reasons and alternative 
method. (Chartered Accountants.) 

95. Assuming the following facts, and that the board of a cigarette 
manufacturing company deolmed to amend the figures of the Balance Sheet 
presented to you for audit, what observations, if any, would you make 
thereon in your “ Beport to the Shareholders ” 7 

The subscribed capital was £60,000, all called up, but £10,000 thereof 
was represented by “ Calls m Arrear,” all due from directors. 

The “ Stock of Tobacco ” was valued at the market price at the date 
of the Balance Sheet, but was in excess of the actual cost. 

No reference was made to “ Bills under Discount." (Chartered 
Accountants.) 
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96. “ Sundi'y Creditors, including credit balances,” is an item aome- 
times seen in aocoimta. What in your view are the dangers of such an 
item, and m what respect could it be used for wrong purposes ? {Incorporated 
Aocoantantg ) 

Q7. What are the proper methods of dealmg with the following accounts 
in tho Balance Sheet of a manufacturing company : (1) Unfinished goods 
in course of manufacture. (2) Contracts in progress. (3) Contracts nearly 
completed ? {Incmporaied Accountants.) 

98. In closing the books of Bobert Sawyer you find the undermentioned 
Items. How would you deal with these transactions when preparing the 
annual accounts for the year ended December 31, 19 . . ? (i) Fire insurance 

premium (£50) paid on June 30, 19 covering the twelve months to June 30 
next, (ii) Salaries (£125) accrued due to A, B, and C, but not yet drawn 
by them, (hi) B. Bobinson paid £100 in advance in full settlement for 
work which was being executed for him imdar a contract. The cost of the 
work completed up to December 31, 19.., amounted to £39, when it was 
estimated that half the contract had been completed, (iv) Patents Account 
showed a debit balance of £557 7s. This amount consisted of patent rights 
(six years to run) purchased for £650, and renewal fees for the year 19 . . , 
£7 7s. (v) Three years ago Bobert Sawyer bought a milling machine for 

£200, and depreciation, at the rate of 10 % upon the diminishing balance, 
has been written off each year ; the same machine, however, can now be 
bought for £120 owing to improvements in manufacture. {London Chamber 
Commerce.) 

89. During the year ended December 31, 19.., the following trans- 
actions appeared in the books of Harriotts, Ltd. State, m each case, where 
the item should appear in the published accounts of the Company : (o) Land, 
forming part of the Company’s freehold property, was sold for £6,008. 
(6) 60,000 new Ordinary Shares of £1 each were issued at a premium of 
6a per share, (o) Underwriting commission amounting to £1,260 was paid 
for placing the new shares, (d) 100 Preference Shares, upon which £60 
had been paid, were forfeited. {London Chamber Commerce.) 

100 . What evidence would you require for the verification (in the 
accounts of a limited company) of the following : (1) Authorised Capital i 
(2) Additions to Machinery durmg the period under* review ; (3) Directors’ 
Bemuneration ; (4) Value of Work m progress on Uncompleted Contracts j 
(6) Depreciation of Leaseholds ; (0) Patent Bights. {Chartered Accountants.) 

101 . How would you deal with the undermentioned items when preparing 
the Annual Accounts of a company : {a) Premiums received on an issue 
of Debentures. (6) A Policy on the life of A B for £6,000 (payable at 
death without profits), taken over against a bad debt of £6,000. A B is 
seventy next birthday, and the annual premium on the policy amounts 
to £130. (c) A new oigarette-makmg machine invoiced at £760, from which 
an allowance of £300 was subsequently made in consideration of the machine 
being exhibited in daily use at the company’s stand at the Pranco-British 
Exhibition (Boyal Society Arts.) 

103. How should you requiie the undermentioned items to be dealt 
with in the published accounts of a limited company presented to you for 
audit for the year ended March 31, 19. . ? (a) A payment of £500 for an 

unexeioised option, forfeitable on non-oompletion, to purchase a rubber 
estate for £15,000. The option e:^ires on May 16, 19... (6) A payment 

of £1,600, being 10s. per share paid on application and allotment on 3,000 
shares of £1 each in Testonts, Ltd. (c) £1,000 paid into Court in respect 
of a pending action for damages, in respect of which £10,000 has been 
claimed. {Chartered Accountants.) 

103 In preparing the accounts of a limited company as on December 31 
19 . , how would you deal with the following : Amount paid on forfeited 
shares (not re-issued), £200 Bales paid September 30, 19.., for the half- 
year to March 31, next, £260. Bent (£800 per annum) has been paid to 
September 29, 19. .. Commission duo to travellers for 19. which has not 
passed through the books, £300. Bills discounted which have not yet 
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matured, £1,500. £10,000 Debenture Stock of the company was issued 

on July 1, 19.., at par, repayable in five years at 102. {Ohaitered 
Accountants ) 

104. In preparing the accounts of a limited company, how would you 

deal with the following items ? (a) £1,000 received from an insurance 

company for stock destroyed by fire. (&) Goods out “ on appro ” amounting 
to £50 (coat price £42) which have been passed through the sales book as 
a sale, (o) £43 paid for registration of trade marks and designs, and £12 
patent renewal fees, (d) Goods valued at £1,000 had been shipped at the 
consignor’s risk to America, and insured against all risks. The vessel 
carrying the goods was torpedoed and the cargo lost. The unaccepted 
bill with documents attached, drawn on the consignees, had been disooimted 
for £940. The insurance el aim had not been settled. {London Chamber 
Commerce.) 

105. How should you deal with the undermentioned items when pre- 
paring the Annual Accounts of a limited company ? (1) £586 being sale 

of a machine purchased two years previously for £1,000 (and since depreciated 
at 10 % on tho diminishing balance) replaced by new machine, for which 
£800 was to be paid in eight half-yearly instalments, 6 % interest being 
charged half-yearly on. the balance outstanding. (2) 1,000 shares of £1 
each fully called, upon which 6s. per share had been paid, had been forfeited, 
and subsequently re-issued for a cash payment of 17s. 6d. per share. 
(3) £1,000 paid into Court m respect of a pondmg action for damages, under 
which £6,000 was claimed. (4) £10,876, repi'esenting expenditm-o upon an 
estate situate in an enemy colony, and now derelict owing to the war. 
(Chartered Institute Seoretanes.) 

106. On January 1st, a brewery company bought a fifty years’ lease 
of a public house for £16,000, and sold an underlease, leas a few days, to 
the tenant for £14,500, by which he was tied for beer under a penalty of 
oanoelment of the lease, the brewery comiiany guaranteeing it , and ho 
borrowed £9,000 from tho brewery company on second mortgage, repayable 
£200 per annum. How would you have these stated in the company’s 
Balance Sheet at December 31st ? and give your loasons, assuming that 
tho interest and the first instalment of £200 had been paid up on that day. 
(Chattered Accountants.) 

lO?. How should the undermentioned items be tiuated in the Accounts 
of a limited company? (1) An issue of 1,000 Debentures of £100 each, 
issued January 1, 19, ., at 90, repayable ten yeai-s later. (2) An expenditure 
of £6,000 on advertising a new patent medicine The sales for the first year 
amounted to £1,600, but were on tho up grade. (3) A debt owing by a 
director of the company. (London Chamber Commerce ) 

108. How would you treat the undermentioned items in preparing the 

Annual Accounts of a lunited company ? (1) Bromium of £5,000 paid 

for a twenty-one years’ lease of a city warehouse. (2) £625 expended in 
costs of issue of £10,000 4J % Debentures repayable ten years from the 
date of issue (3) £3,000 expended in structural alterations to the above- 
mentioned warehouse. (4) Drawings of a managing director in excess of 
his commission and fees, £1,600. (6) Expenditure of £2,000 on advertising 

a new article introduced to the public durmg the second half of the com- 
pany’s financial year The sales of the article to the close of the year 
amoimted to £750, and there is every prospect of considerable growth in 
the sales if advertising be continued. (Chattered Accountants. i 

109. When closing the books of a limited company as on June 30, 19. ., 

how would you deal with the following ? (a) A remittance of £1,000 was 

sent on June 30th to the Manchester branch, but did not roach Manchester 
until July 1st, and did not therefore appear in the branch Trial Balance, 
(b) The company’s Reserve Bund, amountmg to £10,000,i was invested in 
Consols which stood in the books at the coat price, viz. 81J, the price when 
the books were closed being 65. (c) When paying an interim dividond 

to the shareholders. Income Tax, amounting in all to £382 7 b. 4d., was 
deducted. (London Chamber Commerce.) 
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110 . How would you deal with the undermentioned items when pre- 
paring the Annual Accounts of a limited company ? (1) Transfer of £5,000 
to Reserve Fund (2) £750 oommission and expenses incurred in the issue 
of £8,000 4 %■ Debentures repayable in eight years from the date of issue. 
(3) Transfer of £3,600 to the company’s own Marine Insurance Fimd. (4) An 
issue of 100 6 % Debentures of £100 each at 96 repayable in ten years from 
the date of issue at par. {London Chamber Commerce.) 

111 . How would yon treat the undermentioned items when preparing 

the Accounts of a lumted company ? (1) 600 shares of £1 each, fully called, 
upon which 10s. per share had been paid, were forfeited and subsequently 
re-issued for a cash payment of 18s. per share. (2) Removal expenses to 
new works, £5,386. (3) Goods, value £1,786, consigned to an enemy colony 

prior to the war, and of which no news is available. (4) Goods, purchased 
on “ sale or return,” and invoiced at £960, and still on hand, but damaged 
to the extent of £100 as the result of a fire. {Royal Society Arts.) 

112 . The Ophir d’Or Contracting Company, Ltd., possess considerable 

holdings of shares in subsidiary companies acquired in part payment for 
contract work. When preparmg the Annual Accounts of the Company, 
how would yon deal with the following ? {a) Shajes held in associated 

companies. (6) At the close of the year a sum of £10,000 had been expended 
upon uncompleted contracts, the profit upon the work completed being 
estimated at £1,960. (London Chamber Commerce.) 

113 . In closing the books of a company at December 31, 19.., the 

following open balances are left for you to deal with; (a) Insurance Account, 
£60 (representing the payment of annual insurance premiums, due Sep- 
tember 30, 19..) (b) Income Tax, Schedule D, £160 (representing the 

payment of tax for the year ended 5tb April prior), (o) Forfeited Shares 
Account, £260 (representing 10s. per share paid on 600 £1 shares). 

Hotb. — The issued capital is 10,000 shares of £1 each, fully called. Ho 
other calls are in arrear. 

How should these amounts appear in the annual statement of accounts ? 
{Chartered AeaountanU.) 

114 . The business of Bruce Bros. & Co. was registered as a limited 
company with a nominal capital of £400,000, divided into 4,000 shares of 
£100 each. 600 of these shares were issued as fully paid in part payment 
of the purchase pnoo of the business. 3,200 of the remaining shares were 
allotted to the pubhc, and fully called up. 26 4^ % Debentures of £1,000 
each were also issued and taken up. 

On December 31st, the following accounts remained open in the Com- 
pany’s books: Share Capital Account, £320,000; Fully Paid Shares Account, 
£60,000; Land and buildings, £282,000, Sundry Croditoi'S, £18,486; In- 
vestments, £8,460; Cash, £6,200; Preliminary Expenses Account (Balance), 
£1,250; Goodwill Account, £16,000; Calls in Arroar, £326; Debenture 
Account, £25,000; Stock Account (December 31st), £9,000; Plant Aoocimt, 
£78,680; Simdry Debtors, £28,000; Reserve Fund, £8,000; Profit and 
Loss Account (undistributed balance), £7,620. Prepare a Balance Sheet 
as on December 31st. {London Chamber Commerce.) 

115 . Roses, Ltd., was registered m 19. . with a nominal capital of £100,000, 
divided into 60,000 Ordinary Shares of £1 oach, and 60,000 6 % Preference 
Shares of £1 each. The Company was formed to acquire an old-established 
business. The purchase price was agreed at £50,000, payable as to £16,000 
m Ordinary Shares, £16,000 in Preference Shares (both fully paid), and 
£20,000 ill cash. The balance of both classes of shares was offered to the 
public and fully subscribed, and the amounts due, 68. per share on Applica- 
tion, and 6s. on Allotment, were paid The assets and liabilities taken over 
(at agreed values) from the old company were as follows : Freehold Works, 
£16,000; Plant and Machinery, £6,000; Stock, £4,000; Sundry Debtors, 
£12,000; Patents, £4,000; Sundry Creditors, £1,000. Give the Journal 
entries necessary to record the above transactions in the books of the Com- 
pany, open its Ledger and show its initial Balance Sheet. (Royal Society 
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Joint Stock Companies — ^TV 

Dissolution. 

Where the Registrar of Companies has reason to believe that a 
company is not carrying on business or in operation, he may send 
a letter to the company mguiring whether the company is carrying 
on business or in operation. If he receives no reply within a month, 
he must then within a further foui-teen days send a registered letter 
allowing a further month for a reply. Failing a reply to the second 
letter, he may then publish in the Gazette and send to the company 
a notice to the effect that, unless cause is shown to the contrary, 
the company will, at the expiration of three months from the date 
of the notice, be struck off the Register. At the expiration of the 
time mentioned in the notice, and cause to the contrary not having 
been shown by the company, the Registrar shall publish notice thereof 
in the Gazette, and on the pubhoationof the notice the company shall 
be dissolved. The liability, if any, of every director, managing 
officer, and member of the company shall continue and may be 
enforced as if the company had not been dissolved, and the power 
of the Court to wind up a company the name of which has been 
struck off the register remains unaffected (S. 295). 

Liquidation. 

The term “ liquidation ” is applied to the legal process by which 
a limited company is wound up. As popularly employed, the 
word is assumed to be equivalent to the word “ bankruptcy ” 
used in relation to the affairs of a private trader, but the words 
are not synonymous, since liquidation does not necessarily imply 
insolvency. There is this important difference between bank- 
ruptcy and winding up. In bankruptcy the debtor’s assets become 
at once vested in the trustee; in a wmding up the company 
remains in existence after the winding-up order has been granted 
or the resolution to wind up has been passed, and the property 
of the company remains vested in the company and does not pass 
to the Liquidator But the powers of the directors cease on the 
appointment of a Liquidator, except so far as he, or the company 
in general meeting, may sanction their continuance, or the Liquidator 
sanctions them for special purposes. A Liquidator is an agent 
for the company He represents both creditors and contributories, 
and must see that justice is done between them. The winding up 
of a company by reason of inability to discharge its debts is 
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practically equivalent to the bankruptcy of a private trader, and 
the subsequent procedure, though in some respects it is more 
complicated, is in effect similar to bankruptcy proceedings. 

The regulations as to the winding up of companies are contained 
in Part V of the Act of 1929, and the procedure in such cases is 
laid down in the Ccnripanies {Windvng-up) Rules, 1929. The sections 
and rules referred to in the ensuing chapter arc taken from the Act 
of 1929 and the Companies {Wi^ing-up) Buies, 1929. Part X 
of the Act of 1929 extends the provisions of Part V to unregistered 
companies, i.e. to any partnership, association, or company con- 
sisting of more than seven members, and any trustee savings bank 
certified under the Trustee Savings Banks Act, 1863, and any limited 
partnership, so that such concerns may, with the modifications 
introduced in Part X, be wound up in the same way as registered 
companies, but not voluntarily, or under supervision of the Court. 

Under S. 164 the Court has power, in comiection with a scheme 
under S. 153 (see p, 257), to order the dissolution of a company 
without liquidation. 

Three Methods of Winding Up. — ^Limited companies may be 
wound up by one of three processes : — 

(1) By the Court (Compulsory Liquidation). 

(2) Subject to the supervision of the Court (Liquidation 

under Supervision). 

(3) Voluntarily (Voluntary Liquidation). 

The Courts having jurisdiction to wind up companies registered 
in England are, by S. 163: the High Court, the Chancery Courts 
of the Counties Palatine of Lancaster and Durham, and the County 
Courts, except those County Comds which have no jurisdiction 
in bankruptcy, e.g. the Metropolitan County Courts. Where the 
paid-up share capital of a company docs not exceed £10,000, and 
the company’s registered office is situated within the jurisdiction 
of a County Court having jurisdiction m winding-up proceedings, 
the petition to wind up shall be presented to that County Court. 
Where the amount of the paid-up share capital exceeds £10,000, 
the petition shall be presented to the High Court, or, if the registered 
office of the company is situated within the jurisdiction of either 
of the two palatine Courts mentioned above, thon either to the 
High Court or to the palatine Court havmg jurisdiction. 

There are considerable differences of procedure in the three 
methods of liquidation, differences which to some extent account 
for the comparative popularity of Voluntary Liquidation. 

The Three Methods Contrasted. — As the term implies, the 
proceedings in a compulsory liquidation are immediately controlled 
by the Court. The Liquidator is an officer of the Court, and the 
formal requirements of the Board of Trade must be strictly 
complied with. For these reasons the process is both slow and 
costly. But the method has this advantage. It is the only one 
of the three which permits a public examination of the promoters, 
the directors, and other officers of the company, if such an examina- 
tion should seem to be called for (S. 216). 
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A liquidation under supervision is practically a voluntary 
liquidation conducted under such restrictions as the Court may 
impose. The voluntary liquidator appointed by the company is 
usually continued in office, and, as creditors and contributories 
may apply to the Court for relief in voluntary liquidation (S. 262), 
orders for liquidation under supervision are comparatively rare. 

Voluntary liquidation, as already remarked, is the most popular 
method of winding up a limited company, and does not necessarily 
imply insolvency, since a solvent company may proceed by way of 
a Members' Voluntary Winding Up (see p. 437). Amalgamation, 
absorption, reconstruction, or other rearrangement of a company’s 
affairs may necessitate a member’s voluntary liquidation. The 
proceedings are then largely in the hands of the company and its 
agent the Liquidator Where the company is insolvent, the proper 
procedure is by a Creditors' Voluntary Winding Up (see p. 437), 
and in such a winding up the creditors are given a greater measure 
of control by means of a Committee of Inspection. Where the rights 
of a creditor or contributory would appear to be prejudiced by a 
voluntary winding up, he may petition the Court to have the 
company wound up by the Court or under supervision, and the 
commencement of voluntary hquidation is no bar to such petitions. 
Generally the Liquidator, or any contributory or creditor, may apply 
to the Court to determine any question arising in the winffing up, 
or to exercise any of the powers which the Court might exercise 
if the company were being wound up by the Court. As a general 
rule, however, the Court will not interfere if the rights of ail parties 
are respected. 

Powers of a Liquidator. — ^The powers of a Liquidator are defined 
in the Act of 1929 (S 191) and the Winding-up Rules, 1929. In 
a compulsory liquidation the Liquidator in England has power 
under the Act, with the sanction of the Court or the Committee of 
Inspection, or the Board of Trade, where there is no such Com- 
mittee, to. — 

(а) Bring or defend any action or other legal proceeding in the name 
and on behalf of the company. 

(б) Garry on the business so far as it may bo necessary for thebenofloial 
winding up thereof. 

(c) Employ a solicitor or law agent to assist him in the performance of 
his duties. 

(d) Pay any classes of creditors in full 

(e) Compromise with creditors or contributories 

In Scotland, the Liquidator can only do the above things with 
the sanction of the Court. In England the Liquidator can, on 
his own authority, and in Scotland with the sanction of the Court . — 

(/) Sell the property and assets of the company. 

(g) Execute deeds, receipts, and documents, and use the company’s 

(li) Prove in the bankruptcy of any contributory. 

(i) Draw, accept and endorse bills of exchange on behalf of the company, 

{]) Borrow money on the security of the company’s assets 

(k) Take out in his own name letters of administration to any deceased 
contributory. 

(l) Appoint an agent to do any business which the liquidator is unable 
to do himself. 

(m) Do all such other things as may be necessary for the winding up 
of the company and the distribution of its assets. 
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By tlie Winding-up Buies the Liquidator in England has 
power : — 

(n) To summon mootings of creditois and contribvitories. 

(o) Fix a dale on or boforo which creditors must prove their debts 
or be excluded from participaiionin the distribution of the assets. 

(p) Settle the list of contributories 

(5) With the bonction of the Court or the Committee of Inspection, 
make calls on the contributories. 

The Liquidator has the right at any time to apply to the Court 
for du’ections. He must give effect to the decisions come to at 
creditors’ or contributories’ meetings, and where they are in 
conflict, the decisions of a creditors’ meeting have preference 
over those of a contributories’ meeting. The Liquidator must 
summon such meetings when requested so to do by one -tenth in 
value of the creditors or contributories [8. 192, s -s. (2)]. Any person 
has leave to appeal to the Court against any act of the Liquidator. 

Voluntary Liquidation . — ^In a voluntary liquidation the Liquidator 
may exercise without the sanction of the Court all the powers of 
a Liquidator in a compulsory winding up, including the powers 
of the Court to settle the list of contributories and make calls. 
In addition, in the case of a members’ voluntary winding up, with 
the sanction of an extraordinary resolution of the company, and, in 
the case of a creditors’ voluntary winding up, with the sanction of 
either the Court or the committee of inspection, he may pay any 
classes of creditors in fuU and compromise with creditors or con- 
tributories. With the sanction of a special resolution (and, in the 
case of a creditors’ voluntary winding up with the sanction either 
of the Court or of the committee of inspection (8, 243)), he may 
(under 8. 234) sell the assets of the company for shares in another 
company to he distributed amongst the members of the old company 
being wound up. Under 8. 153 a compromise may be made with 
creditors or contributories, if the resolution authorising it is carried 
by a majority in number representing three-fourths in value of 
the creditors or class of creditors or members or class of members 
present and voting either in person or by proxy at the meeting 
called for the purpose, and sanctioned by the Court. Power to 
compromise with creditors is also conferred by 8. 261. But as 
the majority required m the latter case is three-fourths in number 
and value and consequently difi&oult to obtain, the sanction of 
this section is not often invoked. In practice many compromises, 
not involving large amounts, are made on the Liquidator’s own 
responsibility. 

Winding Up under Supervis%on — ^The powers of the Liquidator 
in a supervisory winding up are those of a Liquidator in a Voluntary 
Winding Up, except that he is subject to such restrictions as the 
Court may impose. 

CoMpnnsoBY Liquidatxow. 

By 8. 168 a company may be wound up by the Court in any 
of the following events: — 
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(1) H a special resolution to that effect has been passed. 

(2) If default is made in filing the statutory report or holding the 
statutory meeting. 

(3) If the company fails to commence business within one year of 
incorporation, or suspends business for a whole year 

(4) If the number of members is reduced below two in a private, or 
seven in the case of any other company 

(5) If the company is unable to pay its debts. 

(6) If the Court is of the opinion that it is just and equitable that 
the company should he wound up. 

The number of companies wound up by the Court is very 
small, being less than 7 % of those wound up voluntarily; but 
when the promotion or subsequent management of the company 
appears to require strict investigation, compulsory liquidation is 
frequently to be preferred to the more expeditious and economical 
Voluntary method. 

How Compulsory Liquidation Arises. — ^The imtiation of a 
compulsory liquidation generally arises out of hostile proceedings 
designed to terminate the company’s career. The company itself 
or a contributory may present a petition, but usually the petition 
emanates from a creditor, who supports it by alleging the company’s 
insolvency A company is considered to be unable to pay its 
debts (S. 169) inter alia: — 

(o) If a creditor for an amount over £50 lodges, at the registeiod olHoe 
of the company, a written demand for payment and the company fails 
to satisfy the debt witlnn three weeks. 

(6) If in England or Northern Ireland execution on a judgment is 
returned unsatisfied. 

The petition must give the grounds on which it rests, must 
be supported by affidavit, and served at the company’s registered 
office, and must be advertised at least seven clear days before the 
hearing in the Gazette, and, if the registered office (or if there is no 
such office, then the principal place of business) is or was situate 
within ten miles of the Boyal Courts of Justice, in one London 
daily morning newspaper, or in such other newspaper as the Court 
directs ; in the case of any other company, the additional advertise- 
ment must be in a local newspaper oirculatmg in the district where 
the registered office (or principal or last Imown principal place of 
business) is or was situate. Creditors and contributories are entitled 
to attend the hearing, and to oppose, or support, the granting of 
the petition. A Compulsory Liquidation dates from the time when 
the petition was presented, unless a resolution has already been 
passed by the company for voluntary wroding up, in which case 
the date of the resolution is deemed to be the commencement of 
the winding up (S. 175). 

Appointment of Official Receiver. — ^If the petition is granted, 
a winding-up order is made, and the Official Receiver, who at 
once becomes the provisional Liquidator, is notified. His first 
duty is to serve a copy of the order on the company, and to file 
similar copies with the Registrar and the Board of Trade, and 
send notice of the order to such local paper as the Board of Trade 
may from time to time direct, or in default of such direction, as 
he may select. Until some other person is appointed Liquidator, 
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the Official Receiver continues to act in that capacity, and in a 
large number of eases the proceedings remain in his hands. If he 
satisfies the Court that the business requires it, a Special Manager 
will be appointed to manage the business, but leave to carry on 
will not be granted unless it is shown that by continuing the busi- 
ness the estate will be reahsed more beneficially. A merely possible 
or even probable chance of making profits will not suffice to secure 
authority to continue. 

Statement of Affairs, and Report. — One of the first duties after 
the grant of the order is to prepare a Statement of Affairs in the 
prescribed form, unless, as rarely happens, the Court dispenses 
therewith (S. 181). Fourteen days are allowed in which to submit 
the statement to the Official Receiver. The duty of preparing the 
statement falls on the directors and secretary. On receipt of the 
Statement of Affairs, the Official Receiver makes a preliminary 
report on the estate to the Court, showing the amount of the capital 
issued, subscribed and paid up ; the estimated amount of assets and 
liabilities; and, if the company has failed, the causes of failure, 
and whether in his opinion further inquiry is desirable into the 
promotion, formation, or failure of the company, or the conduct 
of its business [S 182, s,-s. (1)]. He mayalso make a further report, 
stating the maimer in which the company was formed, and whether 
in his opinion any fraud has been committed by any person in its 
promotion or formation, or by any director or other officer in 
relation to the company since its formation, and any other matters 
he desires to bring to the notice of the Court [S. 182, s.-s. (2)]. If 
the Official Receiver states that in his opinion a fraud has been 
committed, the Court may, on receipt of the report, order a public 
exammation of the conduct of the promoters or officers, or other 
persons agamst whom the fraud is alleged [S. 182, s,-s. (3) and 
S. 216, s.-s. (1)]. Any person so named can be restrained by order 
of the Court from bemg a director or taking any part in the manage- 
ment of a company, without leave of the Court, for a period not 
exceeding five years (S. 217). A summary consisting of the front 
page of the Statement of Affairs, and the causes of its failure, 
to which is appended any remarks which the Official Receiver 
considers it necessary to make, is sent to all creditors and con- 
tributories. The preparation of a Statement of Affairs and similar 
documents is dealt with at the end of this chapter. 

Meetings of Contributories and Creditors. — Separate meetings of 
the contributories and creditors of the company must be held within 
one month, or if a Special Manager has been appointed, within six 
weeks of the windmg-up order (S. 185 and Rule 119). Seven days’ 
notice of these meetings must be given by advertisement in the Gazette 
and a local paper , and by post to aU creditors and contributories ; and 
by post or personally to aU those directors or officers required to 
attend Proxies are allowed for aU meetings in a compulsory 
liquidation. The form of proxy used is similar to that employed 
in bankruptcy proceedings (see p. 417). Proxy forms may be 
general or special, and, in liquidations, they need no stamp (S. 281). 
A General Proxy may be given to any adult person, and the holder ’ 
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may vote at any meeting. A Special Proxy may also be given to 
any adult person, but it is available only at a special meeting or 
its adjournment The forms are obtainable from tbe Official 
Eeceiver or Liquidator, and must be filled in by the creditor or an 
employee. They must be lodged with the Liquidator not later 
than four o’clock p.m on the day prior to the meeting at which 
they are to be used. But proxies intended for use at the first 
meeting of creditors or contributories, or at an adjournment thereof, 
must be lodged with the Official Receiver not later than the time 
specified in the notice convening the meeting, or adjourned meeting, 
which time must not be earlier than noon of the day but one before, 
nor later than noon of the day before the day of the meeting, unless 
the Court otherwise directs (Rule 152) A resolution passed at an 
adjourned meeting is treated as passed on the date of that and not 
the date of the original meeting (S. 287). 

Chief Object of the Meetings. — The chief object of these meetmgs, 
over which the Official Receiver presides, is to determine whether 
application should be made to the Court (a) for the appointment 
of a Liquidator to act in place of the Official Receiver, and (6) for 
the appointment of a Committee of Inspection to act with the 
Liquidator. Resolutions at these meetings must be carried by a 
majority m number and value of those present personally or by 
proxy and voting on the resolution. The value of contributories 
is determined according to the number of votes conferred on each 
contributory by the regulations of the company. In the event 
of a difference of opinion between the two bodies, the Conrt will 
have regard to that body which is chiefly mterested in the realisation 
of the estate, i.e. usually the creditors. 

(Foi m of Special Proxy . ) 
jSAyOi7 D’OB, LIMITED. 

I, Bichard Templeton, of 378 Finsbury Circus, E.O., m tho County of 
London, being a contributory of Rayon d’Or, Limited, hereby appoint George 
Sebus, of 389 Trinity Square, E 0., as my proxy at tho meeting of contributories, 
to be held on the 23fd day of November, 19.. . or any adjournment thereof 
to vote for the resolution Numbered 1 in the notice convening. 

Dated this day of November, 19. . 

RiOHAED TBMrLlSTON. 

Appointment of Liquidator. — A body corporate cannot be 
appointed to act as liquidator (S. 278). If a Liquidator is appointed 
at the meeting, the Official Receiver must send a copy of the order 
appointing him to the Board of Trade, who, as soon as the Liquidator 
has given security, must cause notice of the appointment to be 
gazetted. The appointment must also be advertised as the Court 
directs. The Liquidator becomes an officer of the Court, but he 
cannot act until he has notified his appointment to the Registrar of 
Companies and given such security as the Board of Trade may 
require. The bonds of recognised Guarantee Soeieties are accepted 
in this connection, the cost of which must be borne by the Liquida- 
tor personally and not charged against the estate. If the Board of 
28 
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Trade is satisfied, it ■wiH issue a certificate to that effect for filing, and 
the Liquidator may then proceed to take possession of the assets 
of the company. The costs and disbursements of the Official 
Receiver must be paid, or guaranteed, before he will hand over 
any assets of which he may be in possession. If a Committee of 
Inspection of creditors and contributories has been appointed to 
act with the Liquidator, he -will caU an early meeting to consult with 
them as tt the conduct of the liquidation and the realisation of the 
estate. 

Committee of Inspection. — By S. 199, a Committee of Inspection 
shall consist of creditors and contributories of the company, or 
persons holding general powers of attorney from them, in such 
proportions as the creditors and contributories may agree, or, 
failing agreement, as the Court shall decide. The Committee 
must meet at least once a month, unless otherwise agreed. The 
Liquidator or any member of the Committee may call a meeting. 
The Committee may act by a majority of the members present, but 
a majority of the Committee must be present. Any member may 
resign, and, if any member becomes banlaupt, or compounds or 
arranges with his creditors, or is absent from five consecutive meet- 
ings without leave either of the other members for the creditors, or 
the contributories, as the case may be, his office becomes vacant. Any 
member may be removed by resolution at a meeting, as the case may 
require, of creditors or contributories, of which seven days’ notice has 
been given stating the object of the meeting. On a vacancy occurring 
in the Committee, the Liquidator shall forthwith summon a meeting 
of creditors or contributories, as the case may require, to fill the 
vacancy, and the same or another creditor or contributory shall 
be appointed to fiU the vacancy. The continuing members of the 
Committee, if not less than two, may act notwithstanding any 
vacancy in the Committee. If there is no Committee of Inspection, 
the Liquidator may apply to the Board of Trade for power to do 
such acts as would otherwise have required the sanction of the 
Committee. The Liquidator must advertise the appointment of the 
Committee m such manner as the Court directs. 

List of Contributories. — ^When there is any uncalled capital, 
one of the first duties of the Liquidator is to settle the list of con- 
tributories (Rule 78). i^contabutory is a person who is “ liable 
^icusanil'ibute to the assets of the company in the event of its being 
wound up ” (S. Ifi8). In cases where the company’s shares are fully 
paid, there are, of course, no contributories When liquidation 
arises out of insolvency, it is very unusual to find that any uncalled 
capital is available. If it appears to the Court that it will not be 
necessary to make calls on or adjust the rights of contributories, 
the Court may dispense with the settlement of the list of contribu- 
tories (S. 203). 

Two Classes of Contributories. — ^The registered shareholders of 
a company in Liquidation are termed the “A” Contributories', 
those persons who have been shareholders within twelve months 
immediately preceding the liquidation are termed “ R ” Con- 
tribviories, “ E ” contributories are not liable for any debts 
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contracted after they ceased to be members of the company, and 
they are only liable for debts contracted while they were members 
of the company provided the existmg members are unable to pay 
the contributions due from them (S 157) {Brett’s Case and Morris’s 
Case (1873), 8 Oh. D. 800). That is to say, the “ B ” contributory 
IS only liable for the amount outstanding on the shares he formerly 
held to the extent to which the corresponding “ A ” contributory 
has failed to pay The “ B ” contributories cannot be called upon 
till the whole of the “ A ” list has been exhausted, and they are 
entitled to be satisfied that the contributions required from them 
are needed to discharge debts incurred whilst they were members 
of the company The primary object of instituting the “ B ” 
list was to prevent the transfer of shares not fuUy paid to “ men 
of straw ” immediately prior to liquidation in order to escape 
habihty. 

Settling the List of Contributories. — As soon as possible after 
his appointment the Liquidator should give written notice of his 
intention to settle the list of contributories to all those whom he 
proposes to include in the list (Ride 79). The notice should specify 
the time and place of settlement, the reason for including the 
addressee, the number of shares, the amount paid on them, and 
the balance due. The notice may provoke protests from some 
of the contributories, and, when he has considered these protests, 
the Liquidator will finally settle the lists, and notify the contribu- 
tories of his decision. A contributory aggrieved by the inclusion 
of his name can apply to the Court within twenty-one days from 
the date of service of the notice, by means of an origmating summons, 
to have the list rectified (Rule 82). 

The Share Register affords prima-facie evidence whether a 
member is liable to be scheduled as a contributory, but it is open 
to any member to attend the settlement meeting and object to the 
inclusion of his name. To substantiate his objection to being 
included, a contributory must show that the allotment was 
irregular or that the conditions of his application for shares were 
unfulfilled, or that he withdrew his application within the statutory 
time, or that it was obtained by fraudulent misrepresentation, or 
else offer some other satisfactory reason 

The winding-up rules relating to the list of contributories in a 
compulsory liquidation are not necessarily applicable to a voluntary 
liquidation, but it is wise, even in the latter case, to follow these 
rules. 

In case of need the Liquidator may amend the list of contribu- 
tories by the same procedure described as necessary for its com- 
pilation. 

Calls. — ^If necessary, the payment of calls is enforced by means 
of a Balance Order issued by the Court. The Liquidator is not 
bound m any way by the terms on which the company’s capital 
was originally issued, and he may caU in any unpaid capital as 
expeditiously as he thmks desirable. Contributories, unless bank- 
rupt, have no power to set off debts due to them by the company 
against outstanding calls {in re Whitehouse & Co. (1878), 9 Ch. D. 
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696; Hiram Maxim Lamp Gcmpany, [1903] 1 Oh 70). Such 
debts must be proved agamst the estate in the ordinary way. 
Shareholders who have paid calls m advance, prior to liquidation, 
cannot be made to pay again, and, should a surplus result from 
the liquidation after the payment of creditors, they are entitled to 
repayment of such calls, with interest, prior to the distribution 
of the surplus amongst the remaining shareholders (re Wakefield 
Rolling Stock Company, [1892] 3 Oh. 165). 

List of Creditors. — ^Another important duty following the 
Liquidator’s appomtment is the settlement of the list of creditors. 
All creditors must prove their debts in the prescribed form, which 
is shown at pp. 420-2. It will be seen that the form takes the shape 
of an affidavit, made by a creditor or his agent, verifying the 
debt. Proofs of debt must be lodged with the Liquidator, who 
will compare them with the books and records of the company, 
and must accept or reject them within twenty-eight days of 
receipt. In the event of rejection, he must give written notice 
to the creditor concerned, who may, if he disputes the decision, 
appeal to the Court within twenty-one days of receipt of the 
notice of rejection. On the first day of every month the Liquidator 
must file with the Registrar a certified list of proofs, whether 
admitted or rejected, received by him during the preceding month 
The Liquidator may call for vouchers or other documentary evi- 
dence in support of proofs of debt. In all cases the net amount of 
debts must be proved for, trade discoimts to which the company 
was entitled having been deducted 

Statute barred and gaming debts are not provable, nor debts 
founded on illegal consideration, or arising out of ultra vires con- 
tracts. When a contra account exists between a company and 
a creditor, the balance only, as at the date of the liquidation, is 
provable. Creditors proving in respect of Bills of Exchange or 
other negotiable instruments must produce them, and the Liquidator 
will mark them as having been produced, prior to admitting the 
proof of debt In certain cases interest may be proved for in 
addition to the debt, e.g. when the payment of mterest is expressed 
or implied by a contract, by trade custom, or by statute. 

Where transactions of a company have been ultra vires, the 
Liquidator is often presented with problems of considerable difficulty. 
A company which borrows without possessing borrowing powers, 
or in excess of its borrowing powers, cannot be sued by the person 
advancing the money, unless the money borrowed is used to pay 
off an existing lawful debt, or a lawful debt accrued subsequent 
to the borrowing, in which cases the lender is subrogated to the 
rights of the creditors paid off. In all other cases the transaction 
is a nullity, and no action of debt will lie The lender can enforce 
repayment to the extent that he can follow the money lent, i.e. 
identify it as still existmg, either in the form of actual cash, or 
of investments, or of an increase in the property of the company. 
But that he is rarely able to do. This matter was discussed in, 
amongst other oases, Sinclair v. Brougham, [1914] App. Ca 398, 
arising out of the liquidation of the Birkbeck Building Society. 



424 


ACCOUNTING 


TJie Society had for many years carried on business as a bant 
without having power to do so. The Balance Sheet prior to the 
winding up disclosed a liability to shareholders of £1,063,728, 
and to depositors of £10,784,323. The assets aggregated £11,966,433, 
and clearly therefore in the main represented deposits made by the 
banicing customers, which were in effect ultra vires borrowings. 
The funds were inextricably mixed, and it was impossible to trace 
which assets belonged to the Bank and which to the Building 
Society. In these circumstances it was held by the House of 
Lords that the shareholders and the depositors were entitled to 
rank for dividend in proportion to the amounts credited to them 
in the books of the Society at the commencement of the winding-up. 

In the recent case of re Begent Finance and Guarantee Corpora- 
tion Ltd. ([1930] 169 L.T. 304), A., on the introduction of the company, 
inspected an omnibus at B’s depot with a view to buying it, and 
was told that it could be delivered to him on his coming to terms 
with the company. On 13th December, A agreed with the com- 
pany that the omnibus should be dispatched to him on payment of 
£600. He sent the company a cheque for that amount This cheque 
was cleared the same day, when the company’s bank balance was 
only £49. The company handed to B a banker’s draft for £400 
in part payment for the ommbus. The price to be paid for the 
omnibus was, in fact, £600, and the draft for £400 could not have 
been met if A’s cheque for £600 had not been cleared. The omnibus 
was never delivered to A. On the same day, 13th December, 
unknown to either A or B, a compulsory winding-up order was 
made against the company, and eventually B returned tho £400 to 
the Liquidator. It was held that the Liquidator must return the 
£400, less £49, to A, since it would be dishonest for the company 
to keep it. This decision followed the bankruptcy case of re 
Thelluson, ex parte Abdy, (36 T.L.R. 732). 

Distributing the Assets. — ^When the assets have been realised, 
and the expenses incurred in realising them and the secured 
creditors have been paid, the Liquidator must apply any funds 
remaining to the payment in the following order of ; — ■ 

' (a) The taxed costs of the petition. 

(6) The special manager’s romiineration 

(o) The costs and expenses of any person who makes, or ooneurs m 
making, the Company’s Statoment of Affairs. 

(d) The taxed costs of any shorthand writer appointed to take an 
examination (unless appointed at the instance of the Official Receiver, m 
which case the cost of the shorthand notes is an expense of the Official 
Receiver in realising the assets). 

(a) The Liquidator’s necessary disbmsements. 

(/) The costs of any person properly employed by the Liquidator. 

\g) The Liquidator’s remuneration. 

[h) The expenses of the Committee of Inspection, subject to the approval 
of the Board of Trade. 

(t) The preferential debts. 

(;) The unsecured creditors. If any surplus remains, it must be 
distnbnted, par^ passu, among the contributories according to their 
rights and interests. 

Distribution of Dividend.— When sufficient funds are available, 
the Liquidator will proceed to declare a dividend. There is no 
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statutory time within which such distributions must take place, 
but not more than two months before distributing a dividend the 
Liquidator must send notice to the Board of Trade of his intention 
to do so, in order that the fact may be advertised in the Gazette. 
A similar notice must be sent to all creditors whose names appear 
in the list of creditors but who have not proved their debts, and 
the time limit within which debts must be proved (which must not 
be less than fourteen days from the date of the notice) must form 
part of the notice The Liquidator must adjudicate upon any 
proofs sent in within fourteen days of the last date fixed for sending 
in claims. 

Dividends are usually made payable on a stated day, between 
stated hours, at the Liquidator’s office, or, alternatively, they ar© 
posted to creditors at their written request and at their risk. The 
Liquidator must obtain the cheques for the payment of the dividend 
from the Board of Trade, and he should supply the Board with 
a list of the creditors and their dividends at least ten days before 
he requires the cheques. The Board of Trade will either make 
an order for payment to the Liquidator of the sum required by him 
or supply the Liquidator with cheques in favour of the creditors 
whose dividends exceed two poimds, and money orders for smaller 
sums. 

Books and Accounts. — ^The duties of the Liquidator with reference 
to accountancy matters are regulated by SS. 193 and 195, and 
Rules 169, 170, and 172 to 179. Be must keep a Cash Book 
(Rule 170) and a Record Book (Rule 169), and, if the business 
is continued, a Trading Account (see p. 426), the weekly totals of 
which, under Rule 174, are carried to the Liquidator’s Cash Book, 
a specimen of which is shown appended. 

Cash Book . — Prior to the appointment of the Liquidator this 
book is kept by the Official Receiver, and is handed over by Mm 
on payment of his fees and disbursements. All transactions relating 
to the liquidation must be recorded in this book in the manner 
shown in the aocompan 3 dng example. It will be noted that 
payments to preferential oreffitors must be shown separately. In 
case of need the usual trading books will be kept, the totals only 
of the receipts and payments being incorporated weekly in the 
Cash Book. Vouchers for all payments must be obtained where 
possible. 

Record Book — This book is used much in the same way as the 
Record Book is used in bankruptcy proceedings (see p. 627). It 
serves the combined purpose of a Minute Book and a Diary. 
Minutes of proceedings, resolutions passed at meetings, copies of 
notices, or of any other documents that will serve to present an 
intelligible history of the proceedings should be pasted in the 
book, but the Liquidator is under no obligation to record con- 
fidential documents, such as counsel’s opinions. 

Banking Account . — ^All moneys received by the Liquidator must 
be paid into the Companies Liquidation Account kept at the Bank 
of England (SS. 194 and 285 and Rule 196). In no case may he pay 
the money into his own personal account. On the application of the 
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Committee of Inspection, or of the Ofi&cial Eicceiver if there is no 
Committee, a local banking account will be sanctioned, provided 
it can be shown that such an account will facilitate the conduct 
of the business, or secure advances more easily, or that the estate 
would otherwise benefit thereby. The form of appUcation for a 
local banking account is given in Buie 168. If a local account 
is sanctioned, all moneys must be paid into the account, and not 
into the Liquidator’s personal account. “ Order ” cheques only 
must be drawn on the local account. They must bear the name 
of the company, and must be signed by at least one member of the 
Committee, in addition to the liquidator. The Board of Trade 
may close this account at any time if it considers it to be un- 
necessary. 

Payments In — ^When the account is kept at the Bank of England, 
the payments into the Companies Liquidation Account must be 
made at such time as the Board of Trade, with the concurrence of 
the Treasury, direct, which, in practice is normally at least once 
a week, and be paid in gross Breach of this rule renders the 
Liquidator liable to heavy penalties. By S. 194, s.-s. (3) of the Act 
of 1929, a Liquidator is absolutely prohibited from paying any 
sums received by him as Liquidator into his private banking 
account. But by S. 194, s.-s. (1) the Board of Trade may, on the 
application of the Committee of Inspection, authorise the Liquidator 
to make his payments into and out of such other bank as the Com- 
mittee may select, and in that case the payments shall be made in 
the manner prescribed. All moneys received in excess of the limit 
imposed by the Board of Trade for the special bank account must 
be paid into the Companies Liquidation Account. Bemittances must 
be accompanied by a Beceivahle Order (see p 428), obtainable from 
the Controller of the Companies Department, Great George Street, 
London, 8.W 1 . Tins form, with the remittance, must be sent to 
the Agent of the Bank of England, Law Courts Branch, London, 
W.C. 2. The counterpart of the order (see p. 429) must be filled in 
and forwarded by the same post to the Accountant General, Finance 
Department, Board of Trade, Great George Street, London, S.W. 1. 
Current Bills of Exchange must be paid in direct to the Companies 
Liquidation Account. 

Payments Out — ^When the Liquidator desires to make payments 
on behalf of the estate, he must apply to the Board of Trade in 
the prescribed form, giving particulars of the cheques he requires, 
and in due course the Board will send the cheques to him for trans- 
mission to the payees. If Joint Liquidators are acting the necessary 
application may be made, and attested, by one Liquidator, pro- 
viding Ms co-Liquidator signs as concurnng. If that course is 
desirable, the Board will make a cheque payable direct to the 
Liquidator. The Board will also, on receipt of particulars, send 
cheques to bhe Liquidator in repayment of disbursements made 
by him out of his own moneys on behalf of the estate. The Board 
makes these payments at the request of the Liquidator, subject 
to audit, and takes no responsibility for them 

Receipts Paid in Gross . — As already stated, all receipts must 
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{In Compulsory Liquidation.) 

To BUS Ewclosed with Kemittahce to Bank of Englanp. 

COMPAOTES ACT, 1929. 


RECEIVABLE ORDER 


Nama of 

Liquidator Mr. 
Full 
Postal 
Address 



19.. 

Sir, 

The Liquidator whose Name and Address 
are given above, is authorised to pay to the Credit 
of the Companies Liquidation Account the sum 

of Pounds shillings and 

pence, the particulars of which are staled below, 
and I am to request you to receive the same 
accordingly. 

I am, Sir, 

Your obedient Servant, 

H. P. Hamilton. 


The Agent of the Bank of England, 
Law Courts Branch, 

Temple Bar, 

London, W.C 2. 


LeUers addressed to the Bank of England must be prepaid. 




Companies on account ( 


which remittance la made. 


Amount. 


BOARD OE TRADE. 

I hereby certify that the above-mentioned sum has been credited to 
the Companies Liquidation Account at the Bank of England. 

{ Assistant Secretary, 

Board of Trade 
19.. 
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{Counterpart Beceimble Order Compulsory Liquidation.) 


To J3B Posted Unsealed. 

COMPANIES ACT, 1929. 



Sib, 

I have to acquaint you that I have 
remitted to the Bank of England (Law Courts 


Blanch) the sum of Pounds, 

shillings and pence 


(as detailed in the margin) to be placed to 
the Credit of the Companies Liquidation 
Account. 

Particulars of the Companies and respective 
amounts to be credited aro stated below. 

I am, Sir, 

Your obedient Servant, 


(Signature) . . . . 
(Address in full) 


Liquidator. 


The Assistant Secretary for Finance, 

Board of Trade, Great George Street, London, S.W. 1. 


Court 

No of 
Case 

Companies on accotin^I which remittance 

Ledger 

MIo. 

Amount 



Total remittance, ns stated above . . 






n 



It is particularly requested that remittances may be made direct to the 
Bank of England, Law Courts Branch, London, by cheque crossed “ Bank 
of England, Credit of Companies Liquidation Account.” 
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be paid in gross When, e.g., property is sold by auction, the 
gross proceeds must be paid in, and a cheque for the auctioneer’s 
commission and expenses must be obtained on the certificate of 
the Taxing Master, Realisations must always be entered in the 
Cash Boob gross, and the expenses be set out as payments on the 
credit side of the Cash Book. Pees and charges incurred for pro- 
fessional services must be taxed prior to payment. 

Audit. — ^The Liquidator’s books and records are open to 
inspection by creditors and contributories, or their agents, and they 
are subject to audit. The Cash Book must be audited at least 
every three months by the Committee of Inspection (Rule 172). 
If a Trading Account is kept, it must be audited at least once a 
month, and verified by affidavit and certified by the Committee 
(Rule 174). 

Duplicate copies of the Cash Boob must bo sent every six 
months to the Board of Trade for audit (S. 195 and Rule 173). 
The copies must be verified by statutory declaration and accom- 
panied by the relative vouchers; allocaturs (i.e. certificates of 
payment issued by the Taxing Master); the audit certificates of 
the Committee of Inspection; the Record Book; the local Pass 
Book (if any), with banlters’ certificate as to the balance; the 
Trading Account (if any), and the vouchers and affidavit verifying 
it; a list of dividends paid (if any); special manager’s account 
(if any), with statutory declaration and vouchers; and, finally, 
a report in the prescribed form. The first return under this rule 
must be accompanied by a summary of the Statement of Affairs, 
showing, in red inlr, the assets realised, and giving reasons why the 
remaining assets are unrealised. The audit fees charged by the 
Board of Trade are on the following scale. — 

On the ffifct £5,000 1 % 

On the next £95,000 J % 

On the next £400,000 J % 

On the next £500,000 J % 

On the next £1,000,000 ... . 

An order on the Companies Liquidation Account for the audit 
fees due must accompany the books and papers. When the 
account has been audited, a certified copy is filed by the Board 
and a similar copy with the Court. Either copy is open to inspec- 
tion by any person interested. A summary of the account is also 
sent to every creditor and contributory (S. 196) (see p. 430). When 
no transactions have taken place since the last audit, an Affidavit 
of No Receipts and Payments in the prescribed form must be for- 
warded to the Board of Trade (Rule 177). 

Remuneration and Status oS Liquidator.— The remuneration of 
the Liquidator is fixed by the Committee of Inspection, unless the 
Court orders otherwise, and takes the form of a percentage (a) on 
the amount realised, and (b) on the dividends distributed (Rule 157). 
If there is no Committee of Inspection, the percentage scale of 
fees payable to the Official Receiver is applicable. The Liquidator is 
an officer of the Court. He may be removed by the Court, good 
cause being shown, otherwise he is irremovable. 
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Final Accounts and Release of liquidator— If the Liquidator 
intends to apply (J?orm. 99, Rule 202) to the Board of Trade for his 
release, he must send notice of his mtention to all the creditors 
who have proved their debts, and to the contributories (Form 98, 
Rule 202), The notice must be accompanied by a summary of 
all hi.s receipts and payments as Liquidator (Ride 202), together 
with his accounts, notwithstandmg that six months may not have 
elapsed since the last account was filed. A specimen of the summary 
is shown at p. 431. A report is made by the Board of Trade on 
the Liquidator’s account (S. 197). Creditors or contributories may 
lodge objections to the Liquidator’s release, and any such will be 
duly considered prior to issuing the release. Upon the order of 
release being granted, the Liquidator must send the prescribed 
notice to the London Gazette. If the Board of Trade refuses to 
grant a release order, the Liquidator can appeal to the High Court 
within twenty-one days of the refusal. An order of release relieves 
the Liquidator of all liability for his acts during the winding up, 
unless fraud can be proved against him. When the notice of 
release is gazetted, the books and papers relative to the liquidation 
must be handed to the Official Receiver. The affairs of the com- 
pany being then completely wound up, the Court makes an order 
for dissolution, and the company is then dissolved. The Liquidator 
must report the order to the Registrar of Companies within fourteen 
days (S. 221). After five years from the date of dissolution the 
company and the Liquidator are relieved from all responsibility 
for non-produotion of the books and papers of the company (S. 283). 
Within two years from the date of dissolution, however, the Court 
may declare the dissolution void and proceedmgs may be taken 
as if the company were not dissolved (S. 294). 

Liquidation undee Supeevision. 

S. 256 of the Act of 1929 empowers the Court, upon petition, 
to order that a voluntary liquidation shall be continued subject 
to such supervision as the Court may impose. A supervision 
order cannot be made uidess proceedings for voluntary hquidation 
have previously been initiated, and, in making it, the Court will 
take into consideration the wishes of the creditors and contribu- 
tories. If the petition is granted, the order must be advertised 
in the Gazette within twelve days of its issue. The extent of the 
supervision imposed is determined by a consideration of each 
individual case. The liquidation is considered to begin on the 
day when the resolution for voluntary hqmdation was passed. 
Less than 1 % of the total liquidations are carried out by this 
method. 

Liquidation under supervision usually arises out of a petition 
for compulsory hquidation which has been refused, because the 
interests of some of the parties are in conflict, the Court granting 
m its place a supervision order. The order may conl&m the 
voluntary Liquidator in Ms position, or appoint another to act 
with Mm, or in his stead. Unless good reason is shown for a 
29 



434 ACCOUNTING 

change, the voluntary Liquidator is continued in office. Sometimes 
a Committee of Inspection is appointed to act with him Hia 
powers are those of a voluntary Liquidator, subject to the degree 
of control imposed by the Court. The Court generally stipulates 
that he shall give security, that all costs shall be taxed, and that 
periodical — ^usually three-monthly — ^reports of the progress of the 
liquidation shall be filed with the Registrar. Sometimes where a 
members’ voluntary wmding up is concerned, the stipulation is 
made that a committee of members, or occasionally of creditors 
[In re W Watson & Son, Ltd., [1891] 2 Ch. 66), shall be appointed 
to act with the Liquidator, and, if so, the order will define the 
committee’s a.uthority, smce the ordinary rules do not apply in 
these cases In a creditor’s voluntary winding up under super- 
vision, the provisions regardmg the Committee of Inspection are 
practically the same as if there was a compulsory winding-up 
order. 

The provisions as to the presentation of a Statement of Affairs , 
the appointment of a Committee of Inspection, Report of the 
Official Receiver; meetings of creditors and contributories; Board 
of Trade audit; payment of moneys into bank, release of 
Liquidator, public examination of directors; books and accounts 
(except when the winding up is not completed within one year 
of its commencement [S. 260]) apphcable to a compulsory liquidation 
do not apply to a hquidation under supervision, which, in effect, 
is merely the continuation of a vohmtary liquidation under the 
supervision of the Court. The chief difference between a voluntary 
and a supervisory liquidation is that, in the latter, the grant of 
the order automatically stops all executions and actions at law. 
In addition to this, the costs, in a supervision winding up, are 
taxed as m a compulsory winding up 

Rrom the accountancy point of view no points arise in 
connection with this method of liquidation that are not dealt 
with under the heading “ Voluntary Liquidation,” except that the 
Liquidator’s remuneration is fixed by the Court. 

The Liquidator may employ whatever books of account he 
pleases, and if the liquidation is completed within twelve months 
he can present his final account in any form he pleases, but if the 
proceedings are prolonged beyond twelve months, then the pro- 
visions of S. 284 and Rule 194 (see p. 444) apply also to liquidations 
under supervision. Apart from such dhections as the Court may 
issue in special cases, the forms of account used in volmitary 
liquidation are employed also m supervisory liquidation, the only 
difference being that the Liquidator under supervision must file 
with the Registrar, every three months, a report on the progress 
made in the realisation and any other matters of importance. 
The Court may, of course, at any time substitute a compulsory 
for a supervisory order if it is satisfied that the latter is not working 
efficiently; in that case the date of the passmg of the resolution 
for voluntary wmding up is still the date of the commencement 
of the winding up, and not the date of the supervision order. 
Unless the Court, on proof of fraud or mistake, thinlrs fit otherwise 
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to direct, all proceedings taken in the voluntary winding up shall 
be deemed to have been validly taken (S, 175). 

When the estate has been realised and distributed, the final 
meeting is held, and the company dissolved as m the ease of a 
voluntary liquidation. The hooks of the company are disposed 
of as directed by the Court. 

VOLtTNTAEY LIQUIDATION. 

We have seen that the Liquidator’s freedom of action in 
compulsory liquidation is very much restricted. In a Voluntary 
Liquidation, the Liquidator is the agent of the company, and 
he and the company largely control the proceedings Voluntary 
winding-up proceedings do not stay executions, distresses, or 
actions pending against the company as is the case in compulsory 
proceedings, but the Liquidator may apply to the Court to stay 
such proceedings, or the protection of a Supervision Order may be 
sought for the purpose 

When a Company may be Voluntarily Wound Up. — By S 226 
of the Act of 1929 a company may be wound up voluntarily — 

(а) When the period, if any, fixed by the Articles of Association for the 
duration of the company expires, or the event, if anv, occurs, on the ooour- 
renee of which the Articles provide that the company is to he dissolved 
and the company in general meeting has passed a resolution reqmnngthe 
company to be wound up voluntarily. 

These conditions are not common, but they occur when com- 
panies arc formed for a temporary purpose, eg an exhibition, 
or theatrical tour, or to exploit a mine or other property of a 
wasting nature. An ordinary resolution is then sufficient. 

(б) If tho company resolves by special resolution that the company be 
wound up voluntanly. 

This is commonly done when amalgamation, absorption, recon- 
struction or rearrangement of capital is contemplated. 

(c) If the company resolves by extraordinary resolution to the effect 
that it cannot by reason of its liabilities continue its business and thatitis 
advisable to wind up. 

This condition applies only to insolvency, the cause most 
frequently responsible for liquidation proceedings, and in such 
cases the notice convening the meeting must state definitely that 
the company cannot conturae owing to its habihties, and that a 
winding-up resolution is to he submitted for that reason. 

Voluntary liquidation is tho cheapest and speediest method of 
winding up a company. More than 90 % of the total liquidations 
follow this course. 

Declaration of Solvency. — ^Where it is proposed to wind up a 
company voluntarily, th’ directors of the company or, if the com- 
pany has more than two directors, a majority of the directors may, 
at a board meeting held before the date on which the notices of 
the meeting at which the winding-np resolution is to be proposed 
are sent out, make a Statutory Declaration (on Dorm 39b) to the 
effect that they have made a fuU inqmry into the affairs of the 
company, and that, having so done, they have formed the opinion 
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that the company will he able to pay its debts in full within a period, 
not exceeding twelve months, from the commencement of the 
winding np 

This declaration has no effect unless it is delivered to the Regis- 
trar of Companies before the date of sending ont the notices calling 
the meeting 

If the declaration has been made and delivered as above, the 
winding up will he a “ Member’s Volimtary Winding Up,” other- 
wise it will he a “ Creditors’ Voluntary Winding Up” (S. 230). 

The Winding-up Resolution— When the directors have reached 
the conclusion that the company caimot continue because of its 
inability to meet its liabilities, they instruct the secretary to call 
a meeting of the shareholders, for the purpose of passing an extra- 
ordinary resolution to wind up, and a meeting of the creditors 
(see p. 437). In all other cases a special resolution is necessary for 
winding up. Specimens of an extraordinary and a special resolu- 
tion are given below. The Liquidator may be, and usually is, 
appointed at the same meeting (but see p. 438 as to the control by 
the creditors in a creditors’ voluntary winding up). His appoint- 
ment may form part of the main resolution, but usually it is the 
subject of a separate resolution, which needs only an ordinary 
majority to carry it. No notice of the name of the proposed 
Liquidator need be given The Voluntary Liquidator is not 
obliged to provide security unless the terms of his appointment 
require it. The liquidation proceedings date from the day when 
the resolution for voluntary winding up is passed (S. 227). 

Filing the Resolution. — After the winding-up resolution, whether 
ordinary, extraordinary or special, has been passed, a printed copy 
of it must be filed with the Registrar at Somerset House (8 118). 
The copy filed should bear the signature of the chairman of the 
meeting by way of verification, and a copy must also be advertised 
in the London, or Edinburgh Gazelle within seven days (S. 226) . The 
copy sent for insertion in the Gazelle should bear the signature of 
a practising solicitor Notice of the appointment of the Liquidator 
must be ffled in the prescribed form with the Registrar within 
twenty-one days of the appointment (8. 250). 

THE COMPANIES ACT, 1929. 


EXTBAORBINARY RESOLUTION 

BATON D'OB, LIMITED. 

Passed July 30, 19 . . . 

At an ExrBAOKDiNABY Genebai. Meeting of the Members of the said 
Company, duly convened and held at 962 Fmsbury Oircus, m the City of 
London, on the 30th day of July, 19.., the following Extbaobdiktaby 
Resolution was duly passed : — 

“ That it has been proved to the satisfaction of the Company that 
this Company cannot by reason of its habihties continue its business, 
end that it is desirable that it be wound up voluntarily; and that the 
Company be wound up accordingly 
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“That Robert Easlea of 961 F%)ishuiy Circus, Loudon, E.G., Chartered 
Accountant, he and he is hereby appointed the Liquidator of the 
Company.” 

QEORQE McABTHVR, 

Secretary 

SPECIAL RESOLUTION 
SOURCE D’OR, LIMITED. 

(Incorporated under the Companies Act, J929.) 

SPECIAL RESOLUTION 

At an Extraordinary General Meeting of the mcmheis of Souice d'Or, 
Limited, duly convened and held at Spencei House, South Place, in the City 
of London, on the 15th day of Fehuary, 19. ., the following resolutions were 
duly passed as Special Resolutions, namely : — 

(!) That the Company be wound up voluntarily 

(2) That Robert Easlea, of 981 Finsbury Circus, in the City of London, 
Chattered Accountant, be and is heieby appointed Liquidator of the 
Company for the purposes of such winding up. 

A. B. MOORE, 

Chairman 

Members’ Voluntary Winding Up.— If the liquidation con- 
tinues for more than one year, the Liquidator must call a general 
meeting of the company at the end of the first year from the com- 
mencement, and of each subsequent year, and lay before the ooni- 

S an account of his acts and dealings and of the conduct of the 
ing up during the preceding year (S 235). He must also 
make up an account of the ■winding up as soon as the affairs of the 
company are fully wound up, and call a general meeting to consider 
that account. This meeting must be called by advertisement in 
the Gazette at least one month before the meeting. Within one 
week after the meeting, the liquidator must send to the Registrar 
of Companies a copy of the account and a return of the holding 
of the meeting and its date. If a quorum was not present at the 
meeting, the Liquidator must make a return to that effect. Threo 
months from the date of the registration of the return the company 
is deemed to be dissolved, but the Liquidator or any person who 
appears to the Court to be interested may apply to the Court for 
an order deferring the date at which dissolution is to take effect. 
An office copy of any such order must be delivered to the Registrar 
by the applicant within seven days (S 236). 

It -will be observed that the creditors have no control whatever 
over a members’ voluntary winding up. Their only mode of action 
is therefore to petition for either a supendsion on a compulsory 
winding-up order. 

Creditors’ Voluntary Winding Up. — ^The company must cause a 
meeting of its creditors to be summoned for the same day, or the 
day next following the day, on which the meeting of the company 
is to be held for the proposal of the winding-up resolution. Notices 
must be sent to the creditors simultaneously with the notices to 
members. Notice of the creditors’ meeting must also be advertised 
once in the Gazette and once at least in two local newspapers (8.238). 
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A full statement of the company’s affairs, and a list of creditors 
and the estimated amount of their claims, must be laid before this 
meeting of creditors. The directors must appoint one of themselves 
to act as chairman of the meeting, and such appointee must attend 
and preside thereat. 

The creditors and the company at their respective meetings 
may nominate a person to be Liquidator. If they nominate different 
persons, the creditors’ nominee shall act. If the creditors fail to 
nominate, then the company’s nominee shall act. T3ut if different 
persons are nominated, any director, member, or creditor may, 
within seven days of the nomination, apply to the Court for an 
order either directing that the company’s nominee shall be Liquidator 
instead of or jointly with the person nominated by the creditors, 
or appointing some other person to be Liquidator instead of the 
creditors’ nominee (S. 239) 

Gommittee of Inspection . — ^The creditors’ meeting may, if they 
think fit, appoint a Gommittee of Inspection of not more than five 
persons. If euch a committee is appointed, the company in general 
meeting may appoint such number of persons as they think fit to 
act as members of the committee not exceeding five in number. 
But the creditors may resolve that all or any of the company’s 
appointees ought not to be members of the committee, in which 
case those persons cannot act unless the Court so directs ; the Court 
may appoint substitutes (S. 240). 

Statement o£ Affairs. — ^There is no statutory obligation to 
prepare a statement of affairs in a Members’ Voluntary Liquidation, 
but, in practice, it is usual to present a financial statement to the 
meeting. An actual statement of this description is shown at 
p, 440. As has been seen, such a statement is required to be sub- 
mitted to the creditors in a Creditors’ Voluntary Winding Up. 

Taking Possession of the Assets. — One of the first duties of the 
Liquidator is to take possession of the company’s assets. The 
hanldng account should bo transferred into the name of the 
Liquidator, If the banker demurs to this step, a cheque should 
he drawn for the amount of the balance and handed to the 
Liquidator, who will open an account in his own name. AU the 
policies of insurance held by the company' — ^fire, employers’ 
liability, burglary, or third-party risks — should be endorsed over 
to the Liquidator Notice of the Liquidator’s appointment should 
he sent to any tenants the company may have; and notice must 
ho given to aU the company’s servants, since Voluntary Liquidation 
(differing from a compulsory windmg up) does not automatically 
determine their agreements {Midland Counties Bank v. Attwood, 
[1905] 1 Ch. 367). 

If the liquidator considers it inadvisable to continue the 
business, he will take speedy steps for the disposal of the property. 
He will vacate the premises owned or rented by the company, and, 
if rented, tell the landlord to proceed against the estate for damages 
under the lease. He will probably remove the company’s books 
to his own office, and will give notice to the Postmaster- General 
and instructions for the redirection of the company’s letters. 
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Liquidation terminates the public right to inspect the company's 
books, and, also, the right to transfer shares, except as sanctioned 
by the Liquidator. All pending contracts should be carefully 
examined, and, if sub-contracts cannot be arranged on profitable 
terms, arrangements should be made to cancel them Cfollection 
of the book debts should be taken in hand immediately, a circular 
requesting payment being sent to every debtor on the company’s 
books. Every invoice, order for goods or business letter issued by 
or on behalf of the company or its Liquidator, being a document 
on which the name of the company appears, must contain a state- 
ment that the company is being wound up (S. 280). (This applies 
to all modes of liquidation.) The Liquidator is given powers of 
disclaimer similar to those possessed by a Trustee in Bankruptcy, 
but he must in every instance obtam the leave of the Court (S 267). 

Settling the List of Greditors.--The settlement of the list of 
creditors entitled to dividend is, sometimes, one of the Liquidator’s 
most difficult tasks. It is not customary in a Voluntary Liquidation 
to demand formal proof of debt from creditors, unless, according 
to the company’s books and records, the claim appears to be 
invalid. As soon as is expedient after his appointment the 
Liquidator should advertise m the Gazette in the following form — 

IN THE MATTER OF THE COMPANIES ACT, 1029. 

IN THE MATTER OF RAYON D’OR, LIMITED. 

Notice is hereby given that the creditors of the above-namod Company 
are required, on or before the 10th day of March, 19. , to send thoir names 
and addresses and particulars of their debts and olainis to the undeisigned, 
Richard Checks, of 9B2 Fansbury Circus, in the City of London, Charteied 
Accountant j and, if so required by notice in writing from Iho said Liquidator, 
“are to come in and prove their said debts or claims at such time and place as 
shall be specified in such notice, or in default tlieieof, they will be excluded 
from the benefit of any distribution made befoie such debts are proved. 
Dated this 10th day of February, 19. .. 

RICHARD CHECKS, 
Liquidator. 

A similar notice is sent to each Imown creditor or claimant 
If any creditor’s claim is rejected and he feels aggrieved at the 
rejection, he may apply to the Court for redress, or he may call 
upon the Liquidator to state in writing his objection to the claim. 
Creditors must prove their debts at their own expense All debts 
must be proved for “ net,” any discount to which the company 
was entitled being deducted. A form of proof of debt is shown 
at p. 420. 

All debts, whether presently due, or payable at some future 
date, or upon the happening of some contingency are admitted 
to proof against the company. Debts subject to a contmgency, 
or which are of indeterminable value, must be estimated as justly 
as possible (S 261). Future calls in respect of shares held in 
another company afford an illustration of a contingent liabihty 
that may form the subject-matter of a proof of debt. 

Liabilities — Order of Discharge. — ^Debts must be satisfied in 
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prescribed order, and the funds realised by the Liquidator must be 
applied . — 

First, in paying the costs of tho liquidation, including the Liquidator’s 
remuneration (S. 254). [The Liquidator is thus in a better position than 
the Liquidator m a winding up by the Court ] 

Secondly, in payment of the preferential debts. 

Thirdly, in payment of the unsecured creditors. 

Fourthly, in the repayment, so far as any surplus will permit, of tho 
share capital, aoooidiiig to tho rights and interests of the members. 

So far as the author’s experience goes, the last stage is, unfor- 
tunately, rarely reached in hqmdation proceedings, except where 
the proceeding.s are merely part of a reorganisation or amalgama- 
tion of a sound concern. The first heading comprises Government 
fees and fees for legal and other professional services. The Liquida- 
tor’s remuneration is fixed in a Members’ Voluntary Wmding Up 
by the company in general meeting; and in a Creditors’ Voluntary 
Winding Up by the Committee of Inspection or, if there is no 
committee, by tho creditors. In practice, it is unusual to pass a 
separate resolution fixing the remuneration. The item appears 
as a payment in the final account submitted by the Liquidator 
to the concluding meetmg, and it is, therefore, included in the 
general resolution approving that account. 

Preferential Debts. — ^The debts payable prior to all other debts 
are described in S, 264. Briefly, they consist of — 

(а) Parochial and other rates due and iiayable within twelve months 
before the date of the winding up; assessed taxes up to tho 5tli of April prior 
to the wmding up, not exceeding one 3'ear’s assessment 

(б) Wages or salary of a clerk or servant foi four months before the 
winding-up, not exceeding £50 A managing-director is not a “servant” 
(though if also employed as a olork or servant he may be entitled to 
priority). But a Secietary solely omploj'ed by the Company is a servant. 
\Camwy v. Bach, [1006] 2KB 746) (see paragraph following (e) below). 

(0) Wages of woikmen for two months before wmding-up not 
exceeding £25 

(d) Unless the company is being wound up voluntarily inoioly for the 
purposes of reconstruction or amalgamation with another company, or 
unless tho company has rights capable of being transferred to or vested in 
tho workman under S. 7, TForJ'm.fn.’s Compensation Act, 1926, all amounts 
duo under the Workmen's Oompensahon Act, 1025. 

(e) Unless the company is being wound up voluntarilj' merely for the 
purposes of reconstruction or of amalgamation with another company, 
all amounts due in respect of contrihutions payable during the twelve 
months next before the commencement of the wmding-up under either — 

(1) the National Health Insurance Acta, 1924 to 1928; or 

(ii) the Widows’, Orphans' and Old Age Oontnbutory Pensions Act, 

1925; or 

(iii) the Unemployment Insurance Acts, 1920 to 1929. 

A Managing Director is not a clerk or servant. {Be Newspaper Proprietary 
Syndicate, Ltd,, [1900] 2 Ch. 349) But a Director, if also employed as a 
clerk or servant, may be entitled to priority in that capacity, e g , a director 
who was also dress editress of a periodical published by the Company, 
employed at a fixed salary. {Be Beeton, [1913] 2 Ch. 279) So also is a 
chemist employed three days a week to provide formula for the manufacture 
of soaps and perfumes ; and on opera smger engaged for the season, though 
paid for each perfoimance A secretary giving his whole time to the 
Company is a servant. {Anglo Freneh Co-operative Society, Ltd , (1884) 60 
L.T. 754), but a secretary who does not give his whole time and discharges 
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hia duties by a elerk appointed and paid by himself is not a “ elork or 
servant” {GmrnajY Bao/c, [1906] 2 K,B 746) A oontributor to a periodical 
ernployod at a fixed salary to supply fashion drawings, or weekly articles, but 
occasionally working for other publishers, is not a dork or servant The 
tests are whether a person is doing work for another away fiom the latter’s 
work or business., and is not exclusively employed by the latter, and la only 
bound to do a particular class of work, and is not working under the control 
or subject to the commands of the latter Bossibly the last test alone may 
be decisive (Be Ashley db Smith, Ud , [1918J 2 Oh 378). 

If the assets are insufficient to meet these claims, the claimants 
must abate their claims pari passu amongst themselves . In England 
preferential debts have priority over the debentures in cases where 
the charge embraces a floatiug charge on the assets. 

In the event of a landlord or other person distraining on any 
goods or effects of the company within three months next before 
the date of a winding-np order, the debts given priority above are 
a first charge on the goods or proceeds of distraint, but the person 
paying any money under this provision to the preferential creditors 
is subrogated to their rights [8 264, s.-s (6)] 

Crown debts, apart from those above referred to in S. 264, 
are no longer entitled to priority for payment of debts in the 
winding up of a company (re Webb, H J., <& Oo., [1922] 2 Ch. 369). 
The customary rights of the Crown in this respect were abro- 
gated in 1908 by S. 209 of the Companies (Consolidation) Act, which 
section is re-enacted in an amended form in S 264 of the 1929 Act. 

Secured Creditors. — ^Theso, of course, are those creditors who 
hold a charge upon the whole or any part of the company’s property. 
They are entitled to enforce and realise their security, and, after 
the recovery of the principal and interest due to them and the 
expenses of realisation, they must account to the Liquidator for 
any balance that may remaui; or, should the realisation result in 
a deficiency, they may prove in the ordinary way against the 
estate for the balance, feiefly stated, tliree courses are open to 
the secured creditor. He may (a) surrender his security and 
prove for the full amount of the debt, (b) stand upon his security 
without proving at all, or (c) realise or estinaate his security, and 
prove for the balance. The holder of a Promissory Note or Bill 
of Exchange is not a secured creditor. 

When a creditor has estimated his security for voting purposes 
the Liquidator can, within twenty-eight days, claim the property 
at the valuation price plus 20 %, or at the revaluation price, if the 
creditor elects to revalue On the expiration of the twenty-eight 
days the Liquidator may claim the property, if estimated for 
dividend purposes, at the valuation price, -or require it to be put 
up to auction. Fer contra, a creditor who has estimated the value 
of his security may call on the Liquidator to decide within six 
months whether he will claim it at the valuation or submit it to 
auction, jf the property is not claimed, the creditor may assume 
possession of the property, and claim against the estate for any 
balance that may remam , 

Speaking generally, it may be said that the Banliruptoy Rules 
regarding provable debts, contingent ha-bilities, etc,, apply also to 
compames in liquidation (8. 262). 



VOLUNTARY LIQUIDATION 443 

Dividends. — ^The Liquidator must send due notice of Ms intention 
to declare a dividend to all creditors. There is no statutory form 
for this notice. 

Debentures. — ^If the company has issued debentures, the passing 
of a vdnding-up resolution enables the debenture holders to put 
a Receiver in possession on their behalf of the company’s assets, 
and tMs course, in many cases, leaves no siu’plus for distribution 
either amongst tho other creditors or the shareholders. 

Punishable Offences. — The provisions of S. 164 of the Bankruptcy 
Act, 1914 (as amended by the Banhwptcy Ad, 1926), are mutatis 
mutandis incorporated in the Companies Act, 1929, along with the 
banliTuptcy provisions regarding the keeping of accounts (SS. 271- 
276). 

The procedure in securing a prosecution in a voluntary liquida- 
tion is as follows: — 

If the Liquidator has reason to believe that any past or present 
Director, Manager or other Officer or any member of the Company, 
has been guilty of a criminal offence, he must report the matter 
to the Director of Public Prosecutions and must furnish Mm with 
such information, and give Mm access to and facilities for inspecting 
and taking copies of any documents relating to the matter in 
question, as he may require. 

The Director of Public Prosecutions may refer the matter to the 
Board of Trade for further mquiry, and the Board shall thereupon 
conduct an investigation, and may apply to the Court for an Order 
conferring such powers aa are possessed by it in the case of a Com- 
pany being woimd up by the Court. 

If the Dhector of Pubho Prosecutions decides not to take action, 
he shall inform the Liquidator, who may himseff take proceedings 
subject to the previous sanction of the Court. 

If no report has been made to the Director of Pubhc Prosecu- 
tions, and it appears to the Court that a past or present officer 
has been guilty of a criminal act, the Court may, upon the applica- 
tion of any person interested in the winding up, or of its own motion, 
direct the Liquidator to make such a report, the procedure being 
then the same as that outlined above. 

Where the Director of Public Prosecutions decides to take 
action, the Liquidator and past or present officers must give aU 
possible assistance. Upon default by the Liquidator to give such 
assistance, the Court may order the costs of an application by the 
Director of Public Prosecutions in connection therewith to be borne 
personally by the Liquidator. 

The Board of Trade, with the consent of the Treasury, may 
direct that the whole or any part of any costs properly incurred by 
the Liquidator in proceedings brought by Mm imder tMs section, 
shall be defrayed as expenses incurred by the Board under this 
Act in relation to the winding up of companies, and S. 13 (3) of the 
Economy {Miscellaneous Provisions) Act, 1926, shall apply accordingly. 

Either on the application of any person interested in the winding 
up, or of its own motion, the Court may direct the Liquidator to 
institute proceedings against the offender, or to refer the matter to 
the Director of Public Prosecutions (S. 277). 
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List of Conkibutoiies. — ^It has already been stated that, in 
compulsory liquidation, the list of contributories is settled by 
the Liquidator as an officer of the Court, after statutory notice 
has been given to the contributories, and that the calls are made 
by authority of the Committee of Inspection or the Court. In 
a Voluntary Liquidation the Liquidator acts on his own responsi- 
bility in settling the list and in making calls (S. 248). When un- 
called capital is available, the Voluntary Liquidator prepares a 
similar list to that settled by the Compulsory Liquidator, but the 
list does not bind the persons whose names are scheduled in the 
same way as does the list in a Compulsory Liquidation. In Volun- 
tary Liquidation calls can only he enforced by an action in the 
company’s name or by means of a Balance Order, and any person 
scheduled as a contribatory by a Voluntary Liquidator can decline 
to pay the call note, and can contest any action taken by the Liquida- 
tor to compel him to pay. Any question relating to the enforcing 
of calls will be settled by the Court on application by the Liquidator 
or a contributory or creditor (8 252). 

To pay any classes of creditors in full, or to compromise with 
creditors or contributories, the Liquidator requires the sanction, in 
a members’ voluntary winding up, of an extraordinary resolution 
of the company, in a creditors’ voluntary winding up, of the Court 
or the Committee of Inspection [S 248s.-s. (1) (a)]. Otherwise he 
may exercise without sanction all the powers of a liquidator in a 
compulsory winding up [8. 248 s.-s. (1) (6)] (see p. 413). 

Books of Account. — A Voluntary Liquidator exercises hie own 
discretion as to what books he keeps. A Cash Book to record 
all receipts and payments is necessary, and a separate Banking 
Account should always be opened. It the business is continued 
proper Trading Books are required. The Liquidator will be wise 
if he keeps a Becord or Minute Book containing a complete history 
of the liquidation. Minutes of all proceedings of the Committee 
of Inspection (if any) ; copies of all resolutions passed by the creditors, 
contributories, or Committee of Inspection; the dates on which all 
notices were advertised, or sent to creditors, or filed, and copies of 
the notices themselves; notes relating to the settlement of the list 
of contributories or creditors; particulars of dividends paid and 
amounts refunded to shareholders; copies of documents filed with 
the Registrar; a detailed account of the proceedings at the final 
meeting, and a copy of the final account are all necessary if the 
Liquidator is to he in a position to give an intelligible account 
of tho winding up. The Liquidator should also keep a record of 
the posting of notices, etc., in order to prove their despatch in case 
of need. 

Accounts. — ^When the liquidation is not concluded within one 
year, the Liquidator must, by 8. 284 and Rule 194, send to the 
Registrar a Statement of Receipts and Payments in the prescribed 
form (scepp. 446-7). The account should be filed within thirty days 
of the expiration of the year, or within such extended time as the 
Court may grant. This rule applies to all throe methods of liquida- 
tion. Sinular statements must thereafter be filed at the close of 
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{Liquidator’s Accounts ) 


(No rogistration foe 
payable.) 


No. of Company; 962. 


Tliis is tbo exhibit marked 
B referred to in the aiHdavit 
of L. Cvthhmt Cropper. 

Sworn before me this I5th 
day of April, 19. 

Marlin Deedes, 

A Commis.3ioner for Oaths. 


Statement of RECEins and Payments and Gbneeai, DiaECTioNS as to 
Statements 


le of Company. Bouton d'Oi, L%mited. 
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ANALYSIS OF BALANCE. 

£ B. cl, 

Total Reabsations : ■ 

Total Diabursements : : 

Balance . . : : 


The Balance is made up as follows : — 

1. Cash in hands of Liquidator 

£ s. d. 

2. Total payments into Bank, including 

balance at date of commence- 
ment of winding up (as per Bank 

Book) : : 

Total withdrawals from Bank . , : : 

Balance at Bank 

3. Amount in Companies Liquidation 

Account 

£ s cl. 

*4:. Amounts invested by Liquidator : : 

Less Amounts leahsed from same • i 

Balance 

Total Balance as shown above . . £ 


(Nora . — Full details of Stooks purchased for investment and realisatton 
thereof should be given in a separate statement.^ 

* The inyestBipTit or deposit jsf money by the Liquidator does not withdraw It from the 



NOTE. — The LiciUiDiTon should aiiso state — 


(1) The amount of the T Assets (after deducting amounts 
estimated assets and charged to secured creditors and 

liabilities at the date debenture holders) . . . . . . . . £ 

of the commence- ( Secured Creditors . , £ 

ment of the winding Liabilities . . Debenture Holders . . £ 

up 1, [Unsecured Creditors . £ 


(2) The total amount of the capital (" Paid up in cash , . . . £ 

paid up at the date of the com-j Issued as paid up other- 
mencement of the whiding up . . [ wise than for cash , £ 


(3) The general description ( 
and estimated value of J 



(4) The causes which delay f 
the termination of the< 
winding up [ 


(6) The period within whieli the wmding 
up may probably be completed.. ., 
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every six months. These accoimts must he on Form No 92 (Rules 
194 and 195), in duplicate, and verified by affidavit {Form No. 93) 
(see boloTv). No registration or other fees are payable in con- 
nection with these statements. When no transactions have 
taken place since the last return an Affidavit of No Beceipls 
and Payments must he filed, for which purpose Form 93 may 
he utilised. If applicable to the circumstances, a Trading 
Account, a list of dividends paid to creditors, and a list of 
amounts paid to contributories must also be filed in the 
prescribed form. Specimens of these forms are shown at p. 449. 
The totals only of the payments to creditors and contributories 

No. 93 

No. of Company 

ArriDAvra VEBiBvma STATUMEiir or Liquidator’s Account CJndeb. 
Section 284 

(No regisiiation fee {Name of Oompanij.) 

charged.) 


ot 

the Liquidator of the above-named Company, make Oath and say-That 
*tli& Account herevnto annex,ed, marked B, contains a full and true Account of 
my Receipts and Payments in the winding up of the above-named Company 


from the day of 19.., to tho 

day of 19.., inchisivo, that I have not, nor has 


any other person by my oider or for my use during such period, received 
or paid any moneys on account of the said Company *oiher than and except 
the items mentioned and speoijied in the said Account 

I further say that the particulars given in tho annexed Form 92, 
marked B, with respect to the proceedings m and position of the Liquidation 
are true to the host of my knowledge and belief 
Sworn at 


by the above-named 


this day of 

Before me, 

A Commissioner to Administer Oaths m the Supreme Court of Judicature, 


* If no Beceipts or Bajunents, strike out the words in italics. 

The Affidavit is not required in duplicate, but it must m every case be 
accompanied by a Statement on Form 92 in dupheate. 

are entered in the Statement of Receipts and Payments. Creditors 
and contributories are entitled to inspect and make copies of these 
accounts. 

Shortly after filing the account required by S 284 (Form 92), 
the Registrar will call upon the Liquidator to pay into the Com- 
paiues Liquidation Account all moneys which have remained 
undistributed m his hands for six months. The procedure already 
desciibo(J (re the application for a Receivable Order and the pay- 
ment of the money into the Bank of England) applies to all classes 
of liquidations. No interest is allowed upon funds paid into the 
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Companies Liquidation Account, but at the request of the 
Liquidator, they will be invested in Government loans . A poundage 
fee of 3d. must be paid to the Board of Trade upon all sums 
withdrawn from the Companies Liquidation Account. In the 
author’s experiqnco these regulations have sometimes acted with 
great harshness m the voluntary liquidations of private companies, 
where heavy fees are extracted from the shareholders with no 
compensating advahtage. 

Winding Up Completed within the Year. — When the Voluntary 
Liquidator is able to wind up the estate and hold, and file a return 
of, a final meeting before the expiration of nine months, the 
Company will be dissolved within a year from the commencement 
of the winding up — dissolution taking place three months after 
the filing of the return of the final meeting. In such circumstances 
a Liquidator may present the final account in the form most con- 
venient to himself, which is usually a simple and condensed 
Receipts and Payments Account, as illustrated below, and he must 
file a copy with the Registrar. {See S. 236 and S. 245). 
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Statutory Meetings in Liquidations. — ^It has akeady been re- 
marked that the Liquidator can summon company meetings at any 
time (a) to pass a special or extraordinary resolution in respect of 
any matter requiring it; (b) to obtain the company’s direction on 
matters arising from the liquidation affecting the company. There 
are meetings, however, which he is bound by statute to call On 
the completion of the first, and at the close of every succeeding 
year of the liquidation, he must call a meeting of the company 
and lay before it an account of his “ acts and dealings and of the 
conduct of the winding up during the preceding year ” (S. 235). 
In the case of a creditors’ voluntary winding up a similar meeting 
of the company and a meeting of creditors must be held at the 
expiration of each year (S. 244). The common form of this account 
has already been referred to (see p. 446). 

Final Meeting of the Company. — At the conclusion of a members’ 
voluntary liquidation the Liquidator must call a final meeting of 
the company and submit his final account (S. 236, see p. 450). In 
a creditors’ voluntary winding up, as soon as the affairs of the 
company are fully wound up, the Liquidator must make Up an 
account of the winding up, showing how the winding up has been 
conducted and the property disposed of, and thereupon call a 
general meeting of the company and a meeting of the creditors 
for the purpose of laying the account before them and giving any 
explanation thereof (S. 245). At least one month’s notice of these 
meetings must be given by advertisement in the Gazette, and notice 
should also be sent by post to every member and creditor of thei 
company. Generally a copy of the final account accompanies the 
notice. Within one week of holding the meetings the Liquidator 
must send to the Registrar a copy of the account and a return of 
the meeting {Form 16 B, which is known as the Return of the Final 
W%nding-vp Meetings of Members and Creditors. This return is 
filed by the Registrar, and three months after the date of regis- 
tration the company is considered to have been dissolved, If, 
as is sometimes the case, the Liquidator is unable to get together 
a quorum for the final meeting, the Return must state the -fact. ' 

In the case of a members’ voluntary winding up, an extra- 
ordinary resolution should be passed at the final meeting (and 
filed with the Registrar) directing the Liquidator to dispose of 
the company’s books. In the case of a creditors’ winding up, the 
Committee of Inspection, or, if there is no committee, the creditors, 
are empowered to direct how the books and papers are to be dis-' 
posed of. It is not unusual to instruct the liquidator to keep the 
books for two years prior to having them destroyed. Five years, 
from the date of dissolution no responsibility can attach to anyoner 
to produce the books (S. 283). ■ 

At any time withm two years of the date of the dissolution 
the company, or any other person interested, may apply to the 
Court for an order declaring the dissolution void (S. 294). This 
is sometimes done where fresh assets appear unexpectedly for^ 
distribution, or where it is desired to reopen proceedings against 
the company or its officers bn the ground of fraud. - 
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Disposal of Unclaiinea Moneys.— -If any unclaimed moneys 
remain in the hands of the Liquidator, he should pay them into 
the Companies Liquidation Account at the Bank of England; 
but before doing so he must apply to the Controller, Companies 
Department, Board of Trade, Great George Street, London, S W. 1, 
on Forms G.D. 2 and G.D. 52, which are shown at pp. 453-4, for 
a Beceivable Order (see p. 428). This order must be filled in and 
forwarded, with the remittance, to the Bank of England, Law 
Courts Branch, London, W.C. A certificate of receipt will be sent 
to the Liquidator by the Board of Trade [S 285, s -s. (1)] 

Audit. — ^There is no statutory provision for the audit of the 
accounts in a voluntary liquidation; but if a Committee of In- 
spection has been appointed the Liquidator will be wise to submit 
his accounts to the Committee for audit. The Court has power 
to order an examination of the Liquidator’s accounts in case of 
need, and the accounts presented at the annual meetings held in 
accordance with SS. 236 and 246 and the final account are open to 
the inspection of members and, in the latter case, of creditors, 
who may ask questions concerning them. 

Release of Liquidator. — ^KTo provision is made by statute for the 
formal release of a Voluntary Liquidator. 

Receiver for Debenture Holders. — It has already been remarked 
that when debentures have been Lssued a resolution for voluntary 
winding up is usually the signal for the appointment of a Receiver 
by the debenture holders themselves, or, in the absence of such 
power in the instrument of charge, for application to the Court 
to appoint. The Receiver, on being appointed, proceeds to take 
possession of the company’s assets on behalf of the debenture 
holders. The modern debenture usually gives a wide floating 
charge over the assets, and, in the majority of oases, experience 
shows that little, if any, surplus is available for the creditors after 
the debenture holders’ claims have been satisfied In such oases 
the Liquidator can do little more than watch the acts of the 
Receiver, and so satisfy himself that the creditors’ rights are 
respected. Reckless or wilfully negligent realisation of the assets 
would afford good ground for an action for damages. The 
Liquidator is entitled to copies of the Receiver’s accounts, and, 
subject to the Receiver’s right of inspection, to possession of all 
the company’s books. He is also entitled to the company’s seal. 
It is not unusual in practice for the debenture holders to guarantee 
the reasonable expenses of a Liquidator, since, without the appoint- 
ment of a Liquidator, some assets are difficult to realise. 

Where receivership proceedings are taken against a Company 
in liquidation, the Court frequently appoints the Liquidator as 
Receiver for the Debenture Holders. 

Statement of Affaibs. 

In a Members’ Voluntary Liquidation the directors and officers of 
the company are not obliged to prepare a Statement of Affairs or 
Deficiency Account, although in practice the Liquidator usually 
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■ ; COMPANIES ACT, 1929, SECTION 285. 

FoKM O.D.2 CEBT1FIOAT35. 

Mr. Name, of Liquidator 

Full postal address to 

whioli certificates 

should he sent. 


ABSTRACT OF PARTICULARS OF APPLICATION. 

Name of Company 

State wliethor Wound ITp Voluntarily, ' 
and whether under the Supervision of 

the Court 

Date of Resolution for Voluntary Wind- 
ing Up 

Amoune Proposed to be Rbmectbd — || £ I s I d. I 

Undistributed Balance 

Bividends or other Apportioned 
Amounts 


Total 


Dated this day of 19. .. 

(Signature) 


Receivable Order No 


p 

hi' 


r It is hereby cbbtifibd that . did on the 

day -of 19. . pay into the Companies 

I Liquidation Account at the Bank of England tlio sum of 

Pounds Shillings, and Pence. 

Assistant Secretary for Finance, Board of Trade 
L Dated this day of 19 .. 


This Form must in aU cases be filled up and sent to the Comptroller of 
the Companies, DepArtmeat, Board of Trade, Great George Street, London, 
S.W.l, with Form C D. 1. 


(O.I), 62) 

No 

COMPANIES LIQUIDATION ACCOUNT. 

receivable order. 


Name of Company 


Board of Trade, 


Please to receive from 

the sum of Pounds, Shillings, and Pence, and 

place the same to thh Credit of the Companies Liquidation Account. 

£ 


H. P. Hamilton. 

To the Agent of the 

;Bank of England, Law Courts Branch, London, W.0.2 


N.B. — All Drafts and Cheques should be drawn in favour of the “ Bank 
of England ” or Order, and crossed Bank of England. 

This Receivable Order must accompany the remittance which should be 
sent to the Agent of the Bank of England, Law Courts Branch, London, W.C. 2. 
Letters addressed to the Bank of England must be prepaid. 
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does prepare a financial statement similar to that given at p. 440. 
In a Creditors’ Voluntary Winding up, the directors must lay a 
statement before the meeting of creditors held to nominate a 
Liquidator (see p. 438). In compulsory liquidation one of the first 
duties of the Official Receiver is to request the directors, or other 
responsible officials of the company, to prepare a Statement of 
Affairs in the prescribed form. Considerable experience is necessary 
in most cases for this work, and it is customary for the directors, 
with the sanction of the Official Receiver, to employ professional 
assistance The fees allowed by the Official Receiver for this 
purpose may be charged against the company’s assets, but no person 
can be allowed any costs or expenses unless they have been sanc- 
tioned by the Official Receiver before being incurred (Rule 64) 

The regulations affecting the preparation and lodgment of 
Statements of Affairs are contaiaed in S. 181 and Winding-up 
Buies 50-54. The form itself and the hsts are given at pp. 463-8, 
but it should be noted that, when copies of the “front sheet” 
of the statement are sent to creditors and contributories, 
in accordance with the Act, only such items as have figures against 
them are inserted. In the illustration the form is given in exknso. 

The statement must be in duplicate, and one copy must be 
verified by affidavit and filed with the Registrar by the Official 
Receiver. The verification must be made by one or more of the 
directors and the secretary, or other chief officer, of the company, 
or where such persons are not available, the Official Receiver may 
require persons who have held those positions within the prepeding 
year to submit and verify the statement (S. 181). 

Fourteen days are allowed in which to prepare the statement, 
but, good reason being shown, the time is frequently extended 
by written certificate granted by the Official Receiver or the Court. 
The extension certificate must be filed with the statement. Default 
in making the return renders the directors and other persons 
responsible liable to a fine not exceeding £10 per day while default 
continues. The statement may be inspected by a creditor or 
contributory, either personally or by his agent, at aU reasonable 
himes, and the same persons may obtain copies of it, or any part 
of it, at a coat of 4d. per folio. 

Peepaeatioit oe Statement oe Aeeaies. 

The student is well aware of the distinction between a Balance 
Sheet and a Statement of Affairs. The former presents a fair 
and reasonable aspect of the financial position of the undertaking 
as a going concern; the latter discloses, as nearly as possible, 
the immediate realisable value of the assets, and shows how far 
they suffice to meet the liabilities marshalled against them. A 
recent Balance Sheet, if available, furnishes a useful background 
to work upon, but it will be obvious to the student that much of 
the information necessary for the preparation of a Statement 
of Affairs will be found outside the books of account. The values 
of all assets must be carefully assessed, and detailed schedules of 
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the liabilities prepared, mth full particulars of all securities held 
by creditors, as indicated by the statutory forms. The practical 
difficulties arising from the preparation of an actual Statement 
of Affairs are too diverse for any attempt to be made to deal with 
them in this hook. In general, the assistance of the directors and 
secretary is essential in arriving at just estimates of the values 
of the assets, and if these officials fail to grasp the importance 
of accurate figures, as they sometimes do, the difficulties of preparing 
the Statement are greatly increased. The statement should 
embrace all transactions up to the date of the winding-up order. 
If the debenture holders appointed a Receiver prior to the winding- 
up order, the date of his appointment will be the date of the 
statement also, as it marks the end of the period of control by the 
directors. 

If the books have not been written up to date, the first step 
will be to write them up, and since the figures employed in the 
Statement “ balance ” in precisely the same manner as those in 
a Balance Sheet, a Trial Balance is essential. 

It should be noted that the front page of the Statement exhibits 
the totals of the various items detailed on the attached lists. 

Liability Side of Statement. — ^The preparation of Schedules A 
to G, which deal with the liabilities of the company, will then 
follow. 

List A deals with the unsectired creditors, and the Schedule 
will consist of the names and addresses, numbered and arranged 
alphabetically, of those creditors appearing in the Trial Balance 
who hold no secraity for the amounts owing to them. The dates 
when the debts were incurred must also be inserted. No debts 
statute-barred at the time when winding up commenced should 
be included. The unsecured bank overdraft, if any, will also 
appear in this hst. In arriving at the figures, contra accounts 
against any of the creditors are separately shown and are deducted 
from the claim, and the net amount due is included in the total 
extended into the “expected to rank” column. If bffla of 
exchange or promissory notes are held by any creditor, particulars 
should be noted under his name. In case of doubt arising as to 
the amounts due to creditors, they can, of course, be oommimioated 
with. 

List B comprises a schedule of the fully secured creditors, 
excluding the debenture holders, if any. No creditor must be 
included in this list whose security does not equal or exceed the 
debt due to him. Particulars of the security bold in each case 
and its estimated value must be given. When the estimate has 
been made of the total value of the securities held, the amount 
must be deducted from the total of the debts due, and the surplus 
(if any) carried to the assets side in the space [d) provided. It 
will be obvious that, under this heading, there will be no liability 
to extend into the “ expected to rank ” column. 

List 0, the schedule of creditors partly secured, is dealt with 
in the same way, except that, after deducting the estimated value 
of the securities held, there will be a deficiency in cormection with 
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these debts, the total of which must be extended into the “ expected 
to rank ” column. When secured or partly secured creditors value 
their securities at less than the amounts shown in the company’s 
books, the difierence must be treated as depreciation, and be carried 
to the deficiency account. If any of the unsecured or partly 
secured creditors are also contributories, they must be separately 
stated at the end of the respective lists. 

List D contains full particulars of bills discounted other than 
the company’s own acceptances for value. The nature of the 
liability of the company as endorser or acceptor must be stated, 
and accommodation bills must be distinguished from other bills. 
Discounted bills will appear here, because the company is liable 
in case the prior parties to the bills fail to honour them. Nothing, 
of course, is extended into the “ expected to rank ” column, except 
in those oases where a liability is anticipated owing to the probable 
dishonour of the bill. 

List E is provided for “ other liabilities,” a phrase which 
embraces contingent liabilities such as those arising out of leases, 
contracts, and other onerous covenants, guarantees, claims subject 
to litigation, liability for calls on partly paid shares, etc The 
name, address and description of each claimant must be given. 
Great care is necessary in the compilation of this list, as many 
liabilities of this nature will not appear in the books, and will 
only be disclosed by the papers, mmutes or other records of the 
company, or by examination of the company’s officials 

List F deals with the preferential creditors. Under S. 264 of 
the Companies Act of 1929, certain creditors are entitled to preferen- 
tial payment out of the assets of the company. These have already 
been enumerated (see p. 441). 

The total of the preferential claims is entered “ short ” on the 
liabilities side, and is deducted, on the assets side, from the 
” Estimated Total Assets,” thus showing the amount available 
to meet the debenture holders’ claims. Preferential creditors 
whose claims exceed the statutory limits (see p. 441) are unsecured 
creditors for the balance of their claims, and these annear in 
List A. 

^ List Q contains particulars of the debenture holders, if any 
exist, and if there is more than one issue, separate lists of each 
issue must be furnished. Short particulars of the assets covered 
by the debentures must also be added. As in the case of prefer- 
ential claims, the total amount of the debentures is entered “ short ” 
on the liabilities side, and a similar amount is deducted, on the 
assets side, from the “ Estimated amoimt available to meet claims 
of debenture holders.” If any surplus remains, it represents the 
amount available to meet the claims of the unsecured creditors; 
but if the statement reveals a deficiency the amount available 
is carried to the liability side and deducted from the total debenture 
claim, the balance being extended into the “ Expected to rank ” 
column 

Assets Side of Statement . — List H, Property, must contain full 
particulars of property of all kinds not disclosed in other lists. The 
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sub-headings are sufficiently eicplioit in themselves, and need no 
comment. The valuations placed upon these assets frequently prove 
a great difficulty. The books will show the cost price less deprecia- 
tion, whereas the statement should show, as nearly as possible, 
the immediate seUmg price. In many oases the officials of the 
company wall prove the only source from which estimates and 
information can be obtained. The natural tendency of the 
directors and officers of the company is to form too optimistic an 
opinion of the value of the assets, and those responsible for the 
actual preparation of the statement will do well to correct that 
tendency by exercising caution. Assets such as stock in hand 
should, if possible, he valued by independent experts. Needless 
to Say, in the majority of cases the revaluation of these assets 
for break-up purposes will not agree with their hook values in 
the Trial Balance. These differences must be shown as depreciation 
in the Deficiency Account. 

List I consists of schedules of tho Sooh Debts analysed as 
between Good, Doubtful, and Bad. The Ledger folio must be 
inserted against each entry. Careful provision must be made 
for all doubtful debts, and all trade discounts to which customers 
are entitled. The good book debts are extended at once into 
the "Estimated to produce” column. The doubtful and bad 
debts are entered " short,” and an estimate is made of the amount 
they will produce, and extended into the outer column. The 
difference between this estimate and the amounts at which the 
debts stood in the Trial Balance will, of course, represent loss, 
and must be entered under heading VI, "Bad debts,” in the 
Deficiency Account 

Lists J and K . — ^These deal respectively with unmatured bills 
of exchange and unpaid calls. Both categories must be treated 
in the same way as book debts, and the amounts they are estimated 
to realise he extended into the outer column. The holding of each 
sWeholder, and the folio of his account in the Share Register, 
must be given in List K. It will he noted that the nominal amount 
of the unpaid capital liable to be called up is stated as a footnote, 
and not as an asset in the body of the statement. 

Lists, L, M, N . — ^These contain the names, addresses, and 
occupations of the differont classes of shareholders, with details 
of the shares held, the unpaid calls, and the amounts they are 
estimated to produce, the Share Register folio, etc. List L is used 
for founders, M for ordinary, and N for preference shares. 

Amount of Deficiency. Having completed the process described 
above, it is possible to determine the "Estimated Total Assets,” 
from which the preferential claims are deducted, and, when the 
debentures (if any) have also been deducted, to arrive at the net 
amount available to meet the unsecured claims. The balance 
between the claims " expected to ranlc,” as shown on the liabilities 
side, and the balance of assets available is usually the amount 
of the deficiency to be entered in the space provided, and accounted 
lor by means of the Deficiency Account. The deficiency “ as 
regards creditors ” disclosed by the first section of tho statement 
is carried forward to Section II, " As regards contributories ” 
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In tins section the paid-up capital of the company is added, and the 
total of the deficiency is then finally determined. The necessary 
details as regards the capital will be found in the Share Register. 
The division of the statement into two sections is the chief point 
of difference between it and a Statement of Affairs in bankruptcy 
proceedings. 

Deficiency Account. — ^When a Statement of Affairs shows a 
deficiency as regards the contributories — and this is the case 
with the majority of statements— it becomes necessary to prepare 
a Deficiency Account. The Summary, or “Front Sheet,” dealt 
with above, practically forms the Balance Sheet of the company 
on a “ break-up ” basis. The Deficiency Account is the com- 
plement of the Summary, taking the place of the Profit and Loss 
Account, and showing how the deficiency has arisen. The first 
section of the summary shows the deficiency in respect of outside 
claims, and the second section shows the total deficiency after 
the net amount of the share capital has been added. The Deficiency 
Account must cover the whole period of the company’s history 
if it has been in existence for a less period than three years, and, 
if it has been registered for a longer period, then the account must 
cover the three years immediately preceding the winding-up order. 
The statutory form of the account will be found at p. 468 

The account starts with the excess of assets over liabilities 
(or vice versa) shown by the Balance Sheet at the commencement 
of the three years or other period. This amount, if a surplus, is 
increased by the profits made (if any) and other resources, such 
as interest, transfer fees, moneys received on forfeited shares 
account, and so on. The total of these items, when added to the 
deficiency brought forward from the second portion of the summary 
described above, will give the total deficiency to be accounted 
for on the other side of the account. The headings under which 
the loss or deficiency has been incurred are, for the most part, 
self-explanatory. The necessary material for the composition of 
the items will be obtained by analysing the Trading and Profit and 
Loss Accounts for the period. It will be noted that these items 
are divided into two categories, i.e. paid and unpaid. The amounts 
making up the latter total will be found in the lists of preferential 
and unsecured creditors The remaining three headings of losses 
(V, VI, and VII) will be furnished by the Profit and Loss Accounts, 
and by the depreciation and losses arising out of the revaluation 
of the various assets for winding-up purposes. 

The directors are responsible for the accuracy of the figures 
and estimates appearing in the statement, but the accountant 
who prepares it must take every precaution to ensure that it is 
as reliable as possible. Each page of the statement must be signed 
by those responsible for its preparation, and the front page must 
bear an affidavit to the effect that the statement and lists are 
full, true, and complete. On receiving the Statement of Affairs 
the Official Receiver may call upon anyone who is responsible for, 
or who has taken part in, its preparation to explain any point on 
which he may desire information, and such persons must attend any 
appointments made by the Official Receiver for that purpose. 
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As soon as possible tbe Official Receiver sends to every creditor 
and contributory a snmmary, i e. the front sheet and the deficiency 
account, of the Statement of Affairs, together 'with his observations 
thereon. The observations usually take the form of a short review 
of the causes wbich have led to the liquidation and a recom- 
mendation, in certain cases, that further inquiry should be made 
into the promotion of the company or the subsequent conduct of 
its business. If it can be proved that the directors have been 
guilty of misfeasance, they wiU be subject to claims by the 
Liquidator for breach of trust. Such claims sometimes arise in 
connection with the payment of dividends out of capital. 

Thus, where directors have knowingly paid dividends out of 
capital, they wiU be liable to refund the amount to the Liquidator 
(in re Oxford Benefit Building Society, [1886] 35 Ch. D. 602); or 
where they have done so relying unduly on the statements of 
subordinates [Leeds Estate, etc., Oo. v, Shefherd, [1887] 36 Ch. D. 
787). Similarly directors have been held liable where they have 
illegally issued shares at a discount [Hirsche v. Sims, [1894] 
App. Oa. 664); and they will be liable upon summons by the 
Liquidator in other cases of “ gross negligence ” (In re Brazilian 
Rubber Plantations, [1911] 1 Ch. 425). 

But they have been held not liable where they paid a dividend 
unlawfully, but relying properly on facts which were untrue, but 
which if true would have justified its payment (Dovey v Oory, [1901] 
App. Ca. 477). Further, if it appears that a director, although 
strictly liable, has acted honestly and reasonabljf and ought fairly 
to be excused, the Court may reheve him from liability upon such 
terms as seem proper (S 372). 

The nature of the information required by the prescribed form 
of a Statement of Affairs and the accompanying schedules will be 
gathered from the following; 

Example. — ^Eastwoods, Ltd., was formed in 1031 with a nominal capital of 
£60,000 in 60,000 shares of £1 each, all of which w ero fully subscribed. 160 
6 % debentures of £100 each were issued in 1033. An order for compulsory 
Liepudation was made on January 31, 1935. The following are the particulars 
availabie for the pieparation of the Statement of Affairs. Net losses; 1932, 
£4,000; 1933, £6,500; 1034, £20,000. Before arnving at the above losses 
the following amounts had been debited to the aocounia • — 


Interest on Loans . . 
Interest on Debentures . 

Commissions 

Bad Debts .. . 
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In 1933, £250 profit was marie on the sale of an investment. The transfer 
fees during the three yeais amounted to £10, £22 and £6 respectively 

The assets of the company, and the values placed upon them were as 



As per last 
Batince 
Shoot. 

Valued at 


£ 

10,000 

£ 

7,500 

6,000 

1,000 

6,600 

7,600 





6*000 

Stook-m-Trade 

Profit and Loss Account *, 

15,000 

30,600 



■Rnnk Dfthta 


Good 

Doubtful, £1,000, estimated to produce . . 

Bad, £1,000, estimated to produce .. .. .. 

- 

6,000 

600 

Nil 




1 1 , j. 0 = Overdraft, £5,000, secured by deposit of invest- 

ments valued at £5 500; Outstanding Wages, £160; Salaries, £100, Kates, £22; 
Bills Payable, £8,000, Sundry Creditors, £18,628. 


The first step necessary is the construction from the above 
particulars of the Balance Sheet of the Company as at the date 
of the winding-up order The Balance Sheet is as foUows 


EASTWOODS, LIMITED. 


BALANCE SHEET AT THE DATE OP THE WINDING-UP ORDER. 



For solution (on official forms), see inset and pp. 463-8. 

Distribution of Surplus.— Should the Liquidator find himself in 
the happy but unfamiliar position of having a surplus in hand 
after the payment of costs and all creditors’ claims, he must 
proceed to divide the surplus amongst the shareholders in accord- 
ance with their rights as set out in the Memorandum and Articles 
of Association If there are several classes of shareholders, the 
preferential rights of each class as regards the repayment of capital 
must be o^erved. If there are no preference shares, then the 
surplus is available for division pro rata amongst the ordinary 
shareholders. It should be noted that where there are preference 
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shares the holders may be entitled to payment of arrears of dividend 
(if cumulative) out of any surplus assets, although no dividends 
wore declared by the company before the winding up and although 
no profits were in fact- earned {In le Springbok Agricultural Estates, 
[1920] 1 Ch. 563). The point dcpmds mainly upon the wording 
of the Articles of Association (or resolution) attaching preferential 
rights to the Preference Shares Moreover, the preference share- 
holders, m the absence of anything to the contrary in the 
Memorandum and Articles, are entitled to share equally with 
the ordinary shareholders ,in any surplus assets after repayment of 
all paid-up capital {Anglo-French Music Go. v Nicol, [1921] 1 Ch. 
386). But definitive rights attached to preference shares may 
negative the right to share in any surplus ; the exact wording of each 
case must be interpreted by the Courts when their decision is sought 
{see Collaioy Company v. Gifford, [1928] Ch. 144, in which all the 
previous decisions are reviewed by the judge). 

EXAMINATION QUESTIONS 

I, Summarise the principal causes that bring companies into liquidation. 
{Inooiporcaed Accountants.) 

8. In what different modes may a company be wound up ? In a voluntary 
winding up, within what time must the Liquidator summon a meeting, and 
what notices, and to whom, must he give of it’ What questions have to 
be determined at such first meeting’ When a windmg-up order has been 
made by the Court in England, what several mootings have to be summoned 
by the Offtoial Beceiver, and for what purposes ? {Incorporated Accountants.) 

8, “A company may be wound up by the Court if it is unable to pay 
its debts.” Bow does the Compames Act, 1929, define “inability to pay 
Its debts ” ? (Central Association Accountants ) 

4 . Under what circumstances may a company be ordered to bo wound 
up by the Court ? {Incot poraied Accountants ) 

8, What Courts have jurisdiction to wind up companies registered in 
England ? {Incorporated Accountants ) 

6, Subject to what conditions may a shareholder present a wmding-up 
petition? Is there any case in w'hich shareholders only are entitled to 
present a petition ? (Chartered Institute Secretaries ) 

7, Explain the manner of appointing a Liquidator in a compulsory and 
a voluntary winding up respectively. {Incorpoiated Accountants,) 

8. Eor the purposes of the Companies Act, 1929, in relation to a winding 
up by the Court m England, who is meant by the term “ Official Tleceiver " ? 
What particulars must bo shown m the Statement of Affairs to be submitted 
to him, and, upon receipt thereof, as to what matters is he to report to the 
Court f (Incorporated Accountants. ) 

9. What matters have to be dealt with by the Official Receiver in the 
preliminary report required to be presented by him to the Court after he 
has received the Statement of Affairs of a Companj' ordered to be wound 
up by the Court iu England t (Chartered Accountants.) 

' 10. How do Compulsory and Voluntary Liquidations differ as regards 
(ti) the oommencempnt of the liquidation, (6) settling the li,st of contribu- 
tories ? (Central Aasociaiion Accountants.) 

H. What oonditioiis are necessary bofore a oroditor of a Limited Company 
can present a petition for Compulsory Liquidation ? (Chartered Accountants.) 

12. What control has the Board of Trade over Liquidators of companies 
which are bemg wound np by the Court and voluntarilyiC (Chartered 
Accountants.) 


(Continued on p. 469.) 
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13. State carefully the effect of the winding up of a company on pro- 
ceedings agamst the company. {IncorporcOed Accountants.) 

14 In a wmding up by the Court the laqiddator proposes to carry on 
the biisiness of the company. Can he do so, and what powers have creditors 
to prevent him if they object ? {Central Assodattm Accountants.) 

16. In a winding up by the Court, what is the immediate effect of the 
wmding-up order on the property and assets of the company, and into whose 
hands does it pass ? {Central Association Accountants.) 

16. In a winding up by the Court, upon the making of a wmding-up 
order, what meetings of creditors and contributories must be called by the 
Liquidator and what matters are there discussed ? (Central Association 
Accountants.) 

17. In a winding up by the Court, explam the term “ provisional 
liquidator,” and state what is his relation to the company’s creditors upon 
the making of a wmding-up order. {Central AssoctaHon Accountants.) 

18. State shortly the provisions of the Companies Act, 1929, with regard 
to the public examination of directors and other officers of a company. 
(Incorporated Accountants.) 

19. A creditor of the Beehive Company, Ltd., has presented a petition 
for the winding up of the company on the ground that the company was 
unable to pay its debts. It is opposed by shareholders of the company. 
What order should the Court make? How would it affect your answer 
if the petitioner was not a creditor but a shareholder of the company? 
(Centred Association Accountants.) 

50, Under what oiroumstanoes may a special manager be appointed in 
a compulsory winding up, and who appoints him? (Chartered Aecou/ntants.) 

51, Contrast the position of a Liquidator with that of a trustee in bank- 
ruptcy, What is a provisional Liquidator ? (Incorporated Accountants, ) 

S8. What rules are applicable to the providing of security by (a) a 
Liquidator in Compulsory Liquidation ; (6) a Liquidator in Voluntary 
Liquidation ? (Chartered Accountants.) 

S8. What are the powers of a Liquidator, and how do they vary in (a) a 
Compulsory Liquidation j (6) a Liqmdation under the supervision of the 
Court ; (o) a Voluntary Liquidation ? (Chartered AecountatUs.) 

S4. In a Compulsory Liquidation, what steps must be taken by the 
Liquidator to make good his appointment and to satisfy the Board of Trade 
before he can act as Liquidator ? How is his appointment brought to public 
notice ’ (Central Association Accountants.) 

85. In a winding up by the Court, the Liquidator desires to employ a 
solicitor in connection with the sale of property belonging to the company. 
Can he do so, and what sanction is ueces.sary ? What risk does he run if 
he acts on his own responsibility ? (Central Association Accountants.) 

86. In a windmg up by the Court, what is meant by the Committee of 
Inspection, and of whom may it be composed ? (Central Association 
Accountants.) 

87. What powers, if any, has a Liqiudator of a ooinpany in a Compulsory 
Liquidation to remunerate the members of the Committee of Inspection ? 
(Chartered Accountants.) 

88. What control has (a) the Committee of Inspection, (6) the Court, 
over the power of the Liquidator to make calls ? (Central Association 
Accountants.) 

39. In what circumstances may application bo made to the Court for 
the rectification of the register of members of a company ? Who may make 
the application, and what procedure may be adopted for the purpose in the 
case of a company registered m England ? (Chattered Accountants.) 

30. How is a “ contributory ” defined, and who is included within the 
term ? May a contributory petition to wmd up a company ? State what 
you know on the subject. (Incorporated Accountants.) 
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81. What is moaot by the term “ A ” and “ B ” lists of oontributories, 
and describe the rights and liabilities of each class m case of Compulsory 
Liquidation ? (Chartered Accountants.) 

38. In what manner, and by whom, are the lists of contributories settled : 
(1) In a windmg up under the Court ; (2) in a Voluntary Liquidation 1 
(Chartered Aoeountanta.) 

33. What are the rights of a Liquidator as to making calls ? How would 
the Liquidator bo able to compel the payment of calls ? (Incorporated 
Accountants.) 

34. In. a winding up by the Court, the £1 “ B ” shares in the Oilwell 
Company (in Liquidation) are paid up to the extent of 1 5s. The Liquidator 
proposes to make a call of 2s. 6d. What stops must he take before doing 
so ? (Central Association Accountants.) 

35. A company bemg wound up compulsorily, what is the course to 
be followed by a Liquidator m making a call (a) if there be a Committee of 
Inspection; (6) if there be no Committee ? (Chartered Accountants.) 

36. In a windmg up under the Companies (Consolidation) Act, 1908, 
who has power to admit and reject proofs ? If a proof has been admitted 
how can it afterwards ho set aside t (Chartered Accountants.) 

3'?. How must a creditor prove his debt m the winding up of a company ? 
(Chartered Institute Sect etaries.) 

38. What debts are and what debts are not provable in the winding up 
of an insolvent oompany ? (Incorporated Accountants.) 

39. Describe the regulations which apply to the admission and rejection 
of proofs of debt by the Liquidator in a compulsory winding up ? (Chartered 
Accountants.) 

40 What right of compromise has a Liquidator (a,) in a Compulsory 
Liquidation ; (6) m a Voluntary Liquidation 7 (Chartered Accountants,) 

41. In a winding up by the Court, what powers has the Liquidator to 
sell the property of the company (a) for cash , (5) for shares in another 
company 7 (Centred Association Accountants.) 

42. Sow is a Liquidator to ascertain the liabilities of a company and to 
get the time for making claims limited 7 When he is not satisfied with 
the validity of a claim, what courses are open to him 7 (Incorporated 
Accountants.) 

43. What is the order of payment of the creditors, both secured and 
unsecured, m the wmding up of an insolvent company 7 (Royal Society 
Arts.) 

44. What steps must a Liqmdator in a Compulsory Liquidation take before 
paying a final dividend 7 How does ho obtam his discharge 7 (Chartered 
Accountants.) 

46. In a compulsory wmdmg up, by whom and upon what basis is the 
remuneration of a Liqmdator to be fixed 7 When and how may he procure 
his release and discharge, and at the end of the liquidation how are the 
books and documents of the company to be disposed of 7 (Incorporated 
Accountants ) 

46. State the books and accounts to bo kept by a Liquidator in a wmdmg 
up by the Court, and by whom, and under what circumstances, they can 
bo inspected. (Chartered Accountants.) 

47. Explain the nature and contents of the Cash Book and Kecord 
Book kept by the liquidator. How does the Cash Book show the Trading 
Accounts of the company if the busmess of the company is not yet wound 
up 7 (Central Association Accountants.) 

48. What authority and duty have the Committee of Inspection with 
regard to the books to be kept by the Liquidator, and the audit of his 
accounts 7 (Incorporated Accountants.) 

49. In a winding up by order of the Court, what are the duties of the 
liquidator as to moneys received by him in the course of the liquidation ? 
Can he pay such moneys into his private banking account 7 (Incorporated 
Accountants.) 
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50. What has a Liquidator in a winding up by the Court to enter in a 
Eecord Book ? To whom and when has this book to be submitted ? 
(Chartered Accountants.) 

51. Where the business of a company is bemg earned on the Liquidator 
must keep a separate Trading Account. What provision is made by statute 
for its inspection ! (Central Association Accountants.) 

52. Describe the different methods of passmg the accounts of a Liquidator 
in (a) a Compulsory Liquidation ; (b) a Voluntary Liqmdation , (c) a hquida- 
tion under supervision of the Court. (Chartered Accountants.) 

53. When may a Liquidator in a wmding up by the Court apply for an 
order of release ? To whom must be make such application, and what is 
the effect of such order when obtained ? (Incorporated Accountants.) 

54. State the duty of the Liquidator as to (a) makmg caUs ; (6) entering 
into compromises ; (e) the treatment of preferential claims ; (d) the ultimate 
disposal of the books of his company (Incorporated Accountants.) 

55. State very briefly the effect of an order for the continuance of the 
voluntary wmding up of a company under the suporvision of the Court. 
(ChaHered Accountants.) 

56. In what circumstances may a company be wound up voluntarily ? 
At what time is such a winding up deemed to commence, and what con- 
sequences ensue thereon ? (Incorporated Accountants.) 

67, Describe and discuss briefly the proceedings on a voluntary wmding 
up. (Royal I’Sooiety Arts.) 

68. The shareholders of the Steel Wire Company, Ltd., desire to wind 
up voluntarily. What form of resolution is necessary (a) if the company 
is solvenr j (6) if it is msolvent t (Central Assoomtion Accountants ) 

. 59. In the course of a vohmtary winding up what meetings must, and 
what may, bo summoned by the Liquidator, and what matters have to be 
dealt with at the final meeting of the company ? (Incorporated Accountants.) 

60. In a voluntary winding up, within what time must the Liquidator 

(a) give notice of his appointment to the Board of Trade ; (b) call a meeting 
of the creditors f What have the creditors to determine at such meeting 
with reference to the Liquidator’s appointment ? (Incorporated Accountants.) 

61. State briefly the powers which may be exercised, in a Voluntary 
Liquidation, by the (a) members of the company ; (b) creditors of the com- 
pany j (o) Liquidator of the company ? (Jncorporated Accountants.) 

63. In a voluntary winding up, how does the Liquidator’s position differ 
from that in a winding up by the Court, as regards (a) giving security i 

(b) summoning meetings of cr^itors ? (Central Association Accountants ) 

63. In a voluntary winduig up . (a) m what respects does a Liquidator 
incur personal liability ; (b) for what purposes may he apply to the Court j 
and (o) when, how, and from whom may he get his release ? (Incorporated 
Accountants.) 

64. In a voluntary winding up what things have to be done at the first 
and final meetings respectively of creditors ? For what purposes are special 
meetings of creditors required to be summoned ? (Incorporated Accountants.) 

66. How does (1) a wmdmg-up order, or (2) a resolution to wind up a 
company voluntarily, affect any action by or against such company ? 
(Chartered Accountants) 

66. For what purposes may calls be made in a voluntary winding up ? 
What remedies are available to a Liqmdator for the non-payment of a call 
in a voluntary wmdmg up 7 (Chartered Accountants.) 

67. In a Voluntary Liquidation the Liqmdator makes a call upon the 
oontributorips, What steps must he take, and does the procedure differ 
from the procedure of a Liquidator in a Compulsory Liquidation 7 If so 
in what way ? (Chartered Accountants.) 

68. In a voluntary winding up, in what order should the Liquidator pay 
the following debts • (ra) costs of the windmg up ; (5) merchant’s claim for 
.material supplied ; (c) workman’s wages ; (d) Liquidator’s remuneration 7 
(Central Association Accountants.) 
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69. In a winding up bjr the Court, what preferential payments must be 
made by the Liqmdator in priority to all other debts ? {Incorporated 
Accountants.) 

70. A newspaper company is in liquidation. To what extent are the 
following entitled to priority in payment : (a) £60 salary due to A as 
director’s fees ; (5) £60 salary due to B as editor of the newspaper ; (o) £10 
due to G as compositor ? {Oentrcd Association Accountants.) 

71. To what extent, if at aU, is a Liqmdator in a voluntary winding up 
entitled to (i) make compromises ; (ii) carry on the business of the company ; 
(lii) pay the claims of OOTtam creditors in full ; (iv) accept shares in another 
company as consideration for the sale of the company’s property to such 
other company ? (Incorporated Accountants.) 

70. What power, if any, has a Liquidator to accept shares in consideration 
of the sale of property of a company ? Discuss the position of a shareholder 
in the transferor company with reference to such sale. (Incorporated 
Accouniants.) 

73. A limited company passes resolutions for voluntary winding up, 
and empowers the Liquidator to sell the whole of the assets to another 
■ company for a consideration other than cash. One of the shareholders who 
IS not in favour of the sale abstains from voting at either of the moetmgs. 
What rights has the shareholder as regards his own interest, and what is 
the Liquidator’s duty should they be exorcised ? (Chartered Accountants.) 

74. In a voluntary winding up, the Liquidator has entered into an 
arrangement with the company’s creditors. What stops must he take to 
make the arrangement binding alike on the company and on all the creditors t 
(Central Association Accountants.) 

76. In a voluntary windmg up, how is the Liquidator protected from 
claims by croditors after he has distributed the assets f (Central Association 
Accountants.) 

76. In a voluntary windmg up, how and when should the Liquidator pay 
dividends to (a) creditors j (b) contributories 1 (Incorporated Accountants.) 

77. In any winding up, how is a creditor to submit and prove his claim, 
and, in a voluntary winding up, what are the powers and duties of the 
Liquidator as to the admission and rejection of proofs ? (Incorporated 
Accountants.) 

78. Has a creditor any, and if so, what, right of set-ofl in a Voluntary 
Liquidation ? (Chartered Accountants.) 

79. In a voluntary winding up. what accounts must be rendered by the 
Liquidator. How far are (a) creditors, (b) contributories entitled to inspect 
these accounts f (Incorporated Accountants.) 

80. Under what circumstances must a Liquidator in a voluntary winding 
up pay moneys into the Companies Liquidation Account ? (Charter^ 
Accountants.) 

81. If a Voluntary Liquidator concludes the liquidation ten months after 
his appointment, is he liable to file accounts ? Give reasons. (Chartered 
Accountants ) 

88. What are the prescribed particulars contained m the Statement, 
which a Liquidator is required to send to the Eegistrar of Companies, if the 
winding up is not concluded within one year after its commencement ? 
(Chartered Accountants.) 

83. In a voluntary wmding np a year ago. Smith was appointed Voluntary 
Liquidator of the Bohn Oil Company, Ltd. What steps should he take to 
inform the company of the progress of the liquidation ? (Central Association 
Accountants.) 

84. Prepare a pro forma statement to be submitted by the Liquidator 
to the final meeting of shareholders m a Voluntary Liquidation. How is 
this meeting directed to be called in the Companies Act, 1929? (Chartered 
Accountants.) 
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85. Appointed a Liquidator in a Voluntary Liquidation, no mention is 
made in the resolution as to your remuneration. How and when should this 
be fixed ? (Chartered Accountants.) 

86. When may a Liquidator be removed from his office ? (Royal ftocicty 
Arts.) 

87. If by death or resignation any vacancy occurs in the office of 
Liquidator, in what manner may such vacancy be filled up ? 

Can a Liquidator be removed from his office, and, if so, m what manner ? 
(Incorporated Accountants.) 

88. In a voluntary winding up, what business is usually transacted at 
the final meeting of the company ? How is it summoned, and what return 
of the proceedings must be made to the Registrar of Companies f (Central 
Association Accountants.) 

89. In a voluntary winding up, where a final general meeting has been 
called, as prescribed by the Act, how is authority obtamed to dispose of the 
books and papers ? (Chartered Accountants.) 

90. After all the creditors have been paid in full, how is the Liquidator 
to deal with any surplus, particularly (a) as concerns the contributories j 
(6) as concerns the holders of partly-paid preference shares, where there 
is no priority m respect of the repayment of copital 1 How is a trustee in 
bankruptcy to treat a surplus f (Incorporated Accountants.) 

91. You are Liquidator in a Compulsory Liquidation, and after payment 
of ^1 costs and discharging all liabilities you have £100,000 for distribution. 

The share capital consists of £1,000,000 Ordinary Shares of £1 each which 
were fully paid in cash, and £1,000,000 Ordinary Shares of £1 each issued 
for 10s. each as fully paid by authority of a special resolution of the company. 

Row would you complete your distribution? State your reasons, 
(Ohaiteied Accountants.) ^ 

•J 92. John Smith, Liquidator of T. B. & Co., Ltd., in Voluntary Liquidation 
having i3aid all the creditors m full, with all interest due. finds he has a 
surplus in hand. How will the Liquidator deal with this surplus ? The 
Statement of Affairs disclosed the following facts • 10,000 7 % Cumulative 
Preference Shares of £1 each, fuUy paid (having a preference as to capital 
and dividend) j 6,000 6 % Second (Non-oumulative) Preference Shares of £1 
each, fully paid (having a preference as to capital) ; 20,000 Ordinary Shares 
of £1 each, 10s. paid {Chartered Accountants^) 

93. Th - - 

Ltd., as o 

Liabilities. 

Capital — 

120,000 shares of £1 

each, fully paid 
SlinHrv f'rsrlit.,™ 


120,000 

30.000 

26.000 


Land and Buildings 
Machmery and Plant 
Stock-m-Trade. . 

Simdry Debtors 
Profit and Loss Account. 


100,000 

40.000 

16.000 
20,000 

1,000 

£176,000 

The company went into liquidation, and the assets were sold to the 
Ddta Company, Ltd., for £147,000, payable as to £67,000 in cash (which 
sufficed to discharge the creditors and the Banlc and pay the costs of wmding 
£90,000 by the allotment of 120,000 £1 shares of thf 
Company”^Ltd^’ shareholders of the Alpha Trading 

Close the books of the Alpha Tradmg Company, Ltd., and give the 
necessary entries for recordmg the transactions in the books of the Delta 
Cornpany, Lid. {Chartered Accountants,) 

94. A limited company goes into Voluntary Liquidation on December 31 
19.., having assets appearing in the books as follows: Works and other 
properties, £90,000 j Liquid Assets, £10,000. 

... are £20,000, and its capital (paid up) £100,000 The assets 

ore sold to a new company for £50,000, payable m shares of that company, 
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of £1 each, credited with 16a, per aliate paid up, and £22,000 in cash, which 
latter just sufficea to pay the habilitiea and costs of liquidation. Close the 
boohs of the company in liquidation. {Ghartered, Accountants.) 

95. From the following particulars prepare, in. the prescribed form, a 
Statement of Affairs of the X Y Co., Ltd., in liquidation. 

The capital of the Company oon.sisted of 20,000 Ordinary Shares of £1 
each, 16s, per share called up ; and of this amount calls to the extent of £200 
are in arrear. 

Debtors: Good, £5,000; Doubtful, £3,000, estimated to produce £1,600; 
Bad, £600 ; Stock-in-Trade, £7,000, estimated to produce £6,600 ; Freehold 
Building, Fixed Plant, etc., estimated value, £10,000; Fully Secured 
Creditor (holding Mortgage on Buildings, Plant, etc,), £6,000 ; Partly Scoured 
Creditors (estimated value of Securities held, £1,500), £4,000 ; Bills 

Receivable (all good), £600 ; Bank Overdraft, £100 ; Cash in hand, £20 , 
Managing-Direetor’s Salary (three months) unpaid, £200 ; Liability on Bills 
discounted, £600, expected to rank, £260; Weekly Wages unpaid, £100; 
400 Xlnseoured Creditors, £15,000 ; Calls in arrear, £200, estimated to 
produce £100. {Chartered Accountants.) 

96. The Liquidator of the Western Land Company, Ltd., had for dis- 
tribution between preference and ordinary shares an available surplus, 
which, after payment of all costs, proved to be £216,800 3s. 4d. The share 
capital consisted of 26,000 Cumulative Preference Shares of £6 each, and 
26,000 Ordinary Shares of Is. each. No arrears of dividend were payable 
on the preference shares at the date of the liquidation, but they were entitled 
to interest at 6 % per annum from the oommenoemont of the winding up 
until pa3mienl — a period of eleven months. On applying to the Court, the 
Liquidator was directed that the surplus assets must be distributed rateably 
between the preference and the ordinary shareholders according to the 
nominal amount of their shares, each preference share being entitled to 100 
times the amount payable on each ordinary share. 

Prepare a Distribution Account, and show the respective dividends per 
share payable on both classes of shares ; fraotions of a penny may be ignored. 
(Chartered Aceounlamis.) 

A 97. The following partioulars were extracted from the books of the 
'^Loamshire Farming Company, Ltd, on January 31, 19. ,, on which day a 
winding -up order was made • Ordinary Share Capital, 20,000 shares of £1 
each, 10s. paid up, £10,000 ; 6 % Preference Share Capital, 20,000 shares 
of £1 each, fully paid, £20,000 ; 6 % First Mortgage Debentures, secured 
by a floating charge upon the whole of the Assets of the Company, exclusive 
of uncalled Capital, £16,000 ; Fully Scoured Creditors (value of seourities, 
£3,600), £3,000 ; Partly Secured Creditors (value of seourities, £1,000), £2,000 ; 
Preferential Creditors for Bates, Taxes, Wages, etc., £600 ; Bills Payable, 
£10,000 ; Dnseemed Creditors, £7,000 ; Dnion Bank, Ltd , Overdraft, £1,000 ; 
• Bills Receivable : in hand, £1,500 ; discounted (one Bill for £1,000 known 
tto be bad), £4,000 ; Book Debts : Good, £1,000 ; Doubtful (estimated to 
produce 10s. in the £1), £700 ; Bad, £600 ; Land and Buildmgs (estimated 
to produce £10,000), £16,000 ; Stock-in-Trade (estimated to produce £4,000), 
£6,000 ; Maohmery, Tools, etc. (estimated to produce £200), £600 ; Cash 
in hand, £10. 

Make out a Statement of Affairs (1) as regards creditors, and (2) as 
regards contributories. (Ghartered Accou/ntants.) 

98. A Umited company traded successfully for some years, and always 
up to and including the twelve months endmg June 30, 19. . . paid dividends 
of 6 % per annum on its whole capital of £20,000, all originally issued, and 
oonsistmg half of ordinary aharos and half of preferenoo shares, entitled 
to a fixed cumulative preference dividend of 6 %, but not expressed to be 
preferential as to capital. The directors, under their powers, entered into 
a contract for sale of the assets (moluding the goodwill, which had never 
been valued) as they stood at June 30 following. 

The company wont into Voluntary Liquidation on June 30, 10.., and 
a Balance Sheet, struck at that date, showed the following figures : 
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& & 

Capital — 

6 % Preference Shares 

fully paid 10,000 

Ordinary Shares fully paid 10,000 

Sundiy Creditors 4.B00 

General Ileserve — 

Unappropriated and set aside out ^ 

Profit and loss Account — 

Balance brought forward 
at June 30th last 4,400 

Less Uiyidends for 12 
monlhs.endintf June 30 th 
last 1,200 

3,200 

Add Profit for 12 months 
ending June 30, 19. . . 4,800 


£40,000 


Property Account ^7000 

Debtors ! ! 

Cash 


After completion of sale, payment of debts, and provision for expenses 
of liquidation, there is available for distribution a net sum of £50,000. 

How should the Liquidator distribute this sum ? {Chartered Accountants,) 
J 99. A limited company, havmg carried out its business objects, went 
into Voluntary Liquidation with the following liabilities • Trade Creditors, 
£12,000 i Bank Overdraft, £20,000 ; Capital (Preference Shares, 10,000 of 
£10, £7 called), £70,000 ! Ordinary Shares (10,000 of £10, £9 called), £90,000, 
less calls in arrear, £2,000, £88,000; Cash received from shareholders in 
anticipation of calls, on preference shares, £24,000, on ordinary shares, £4,000 

The aBS6tsrealised£200,000. Describe the Liquidator’s process of winding 
up, and prepare a general liquidation account, allowing £2,000 as the expenses 
of the liquidation. 

Noth — No interest need be brought into account. The preference 
shares have no prior capital rights. {Chattered Accountants.) 
ij/ 100 . The Balance Sheet of the Trading Company, Ltd , at September 30, 
1914, was as follows : — 

Liabilities. £ 

To dhara Capital Issued — 

600 Ordinary Shares of £5 
each, fully paid . 2,600 

600 Ordinary Shares of £6 
each, £3 per Share paid 


„ Bank overdraft (secured by Mort- 
gage Debentures for £1,000) . . 600 

„ Sundry Creditors . . . . . . 8,500 


„ Debtors 

” Pmlit and loss Account— 


The company, having decided to go into voluntary liquidation, appoint 
you Liquidator. You sell the Plant for £1,200 ; collect the Book Debts, 
which realise £1,000 ; and dispose of the Stock for £750 ; the company’s 
bankers, who hold the debenture for £1,000, having agreed to leave the 
realisation of the assets in your hands. Yon ascertain that there is a deficiency 
of assets to meet claims of creditors, and yon make a call on those share- 
holders who are liable as oontnbntorios. On March 31, 1916, having realised 
aU the assets and received payment m full of the call made upon contribu- 
tories, you proceed to distribute the funds in your hands as Liquidator. 
JThe creditors include £100 Bates for the half-year ending September 30, 
1914, £200 Wages and Salaries of Employees for September, 19U , and 
the costs of the liquidation, including your remuneration, amount to £.500. 
Prepare, for issue to creditors and eontnbiitonea, a statement of your receipts 
and pajunents as Liquidator, showing how you would distribute the funds 
in your hands on March 3J, 1916, and the amount of dividend in the £ to 
unsecured creditors. Interest accrued on bank overdraft to date, when it 
was paid ofi, amounted to £60. {Chartered Anrountanta,) 
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101. The following is a Statement of Liabilities and Assets of the A 
Company, Ltd,, which is in the hands of a Receiver and Manager and 
Liquidator : — 

p LiabhiITIbs and Assets. 


Capital issued — 

160.000 6 % Preference 
fShares of £1 each, 
fully paid 

300.000 Ordinary 
Shares of £1 each, 
fully paid 

% Mortgage Deben- 


Trade Creditors (un- 
secured) . . 

Loon Creditors, 
cured by charge 
Inveatnients . . 


160.000 

300.000 

100.000 
160,000 

60,000 

£760,000 


Freehold Property . . 
Leasehold Property 

Stock 

Debtors, estimated 


100,000 

50,000 

160,000 


Deficiency 160,000 

£760,000 


The profits of the Companjr are estimated to exceed £60,000 per annum. 

The investments are trade investments, which cannot be realised without 
ditriment to the business, and the creditors holdmg them as security require 
to be paid ofi in cash. 

The Trade Creditors, £160,000 (the preferential creditors having run 
oS), agree to take 10s in the £1 in cash and the balance in fully paid shares 
in a reconstructed company. 

Cash working capital to the amount of £18,500 is considered sufficient. 

Cash has to be provided by the reconstructed company to meet the 
following expenditure : Formation Expenses of the new oompanj^, £3,600 , 
Costs, £1,000 j Remuneration of Receiver and Manager and Liquidator, 
£ 2 , 000 . 

Show the method by which you would recommend that a scheme of 
reconstruction should be framed involving the raising of the necessary cash, 
and submit the Balance Sheet of the reconstructed company after your 
Views have been given effect to. {Ohartered Accountants.) 

103. A Welsh miumg company goes into Voluntary Liquidation with 
Trade Liabihties, £1,200 j Cash Liabilities, £1,060 ; Rent owing, £76 ; 
Wages and Rates, £56 ; Debentures, £2,000. On the debentures six months’ 
mterest at 6 % per annum was due. After a lapse of six months, the 
leasehold property, etc., are sold for £3,600, and some small rents have 
come in amoimtmg to £27 10s , whilst a minimum rent of leasehold at £160 
per annum has been growing due since the date of winding up. Make up 
the Liquidator’s account, allowmg £45 3s. 6d. for law costs and outlays and 
for Liqmdator’s remuneration, 3 % on realisation and 2 % on distribution to 
unsecured creditors, and show the dividend payable. {Ohartered Accountants). 

103. Prepare the Distribution Account m a Voluntary Liquidation from 
the following : Ordmary Shore Capital, £30,000 ; 6 % Cumulative Prefer- 
ence (as to Capital) Shares, £20,000 , Debentures (secured by a charge on 
the assets and undertaking), £10,000 at 4 %. The Liquidator is also receiver 
for the debenture holders. No mterest was paid for the six months prior 
to the date of the hqmdation on the preference capital nor on the debenture 
debt. The assets, including the goodwill, sold for £32,600 The liabilities, 
in addition to the debentures, are : Trade Creditors, £6,000 j Cash Creditors, 
£1,500 ; Wages and Rates, £725 ; Acceptances of the Company, £2,000. 
The Liqmdator’s remuneration is fixed at 5 % upon the total realisation of 
the assets. The law costs are £460. {Chartered Accountants.) 
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The Financial Histoby ce a Limited Company, 

Formation. — The Realistic Picture Palaces, Ltd., was incorporated 
on January 1, 1931, to acquire and operate picture palaces. 

The nominal capital of the Company was fixed at £170,000 
in 100,000 Ordinary Shares of £1 each and 70,000 Preference Shares 
of £1 each. The latter carried priority over the ordinary shares 
as regards capital, and were entitled to a cumulative preferential 
dividend of 6| % per annum 

Purchase Contract. — ^The Company acquired from the Vendor 
(The Palaces Incorporation Syndicate, Ltd ) the Eastwell and 
Westhorpe Cinematograph Theatres The purchase price was 
agreed at £30,000, payable as to £15,000 in cash and as to £15,000 
in fully paid ordinary shares of £1 each taken at par. The pro- 
moters undertook to defray all the preliminary expenses inouiTed 
to the date of allotment, except that a contribution of £500 was 
to be made by the Company towards the stamp duty on the 
Company’s registered capital and the duty payable upon the 
purchase agreement. The purchase price was allocated as to 
£12,000 as representing the cost of the Eastwell Theatre, and 
as to £18,000 as representing the cost of the Westhorpe 
Theatre. 

Issue and Allotment of Shares. — On January 3, 1931, the Company 
offered for public subscription 24,993 £1 Ordinary Shares at par, 
payable 5s. per share on application, 10s. per share on allotment, 
and 6s. per share one month after allotment. The minimum 
subscription was fixed at 20,000 shares. The seven £1 Ordinary 
Shares subscribed by the signatories to the Memorandum of 
Association were subscribed on the same terms, and the total 
number of shares issued was therefore 25,000. 

The public apphed for 30,000 shares in response to the adver- 
tisement of the issue, and 24,993 shares were duly allotted — the 
seven £1 shares taken by the signatories not needing formal 
allotment. The excess application deposits, which arose owing to 
the reduced allotments, were apphed in part payment of the 
instalments due on allotment. 

All sums payable by applicants under the terms of the issue 
were duly received by the Company as and when they became 
due. 

477 
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Completion ot Purchase. — On January 8, 1931, the purchase 
of the two theatres was duly completed by the payment of £15,000 
in cash to the vendors, and by the allotment to them of 16,000 
fully paid ordinary shares. 

Minutes. — The understated extracts from the Directors’ Minute 
Book embody the foregoing transactions: — 


January 2, 1931. 

REaoLVBD that the prospectus dated this day and signed in duplicate 
by all the directors of the Company, and ofEeiing for pubhc subscription 
24,993 £1 Ordinary Shaios at par, be approved, and that the secretary 
be instructed to advertise and issue it, previously delivering the necessary 
signed copy to the Eegistrar of Companies for registration. 

January 6, 1931. 

The secretary rajiorted that subsenpUons for 30,000 £1 Ordinary 
Shares had been received from the public — the minimum subscription 
named in the prospectus being 20,000 shares. 

Besolvbd that the number of £1 Ordinary Shares appearing in the 
allotment column against the name of each applicant in the Application 
and Allotment Sheets submitted to the Board and signed for identification 
by the chairman, he and are hereby allotted to such applicapt, the total 
number of ordinary shares thus allotted being 24,903, and their distinctive 
numbers 8 to 25000 inclusive. 

BrESOtVED that the secretary be instructed to issue a letter of allot- 
ment to each such allottee of shares. 


January 10, 1931. 

Certifloate to Commence Easiness. — ^Tho Secretary reported that ho 
had duly made and filed with the Bogistrar of Compames the Statutory 
Doolaratioii required under S. 94 (1), and submitted the certificate granted 
by the Begistrar entitling the Company to commence business 

Bbsoeved that the common seal of the Company be affixed to a 
purchase agreement dated tills day, made between the Company and 
the Palaces Incorporation Syndicate, Ltd., whereby the Company agrees 
to purchase from the Palaces Incorporation Syndicate, Ltd., the Eastwell 
Theatre at a price of £12,000 and the Westhorpe Theatre at a price of 
£18,000, the total pinchase price thereby agreed (30,000) to be satisfied 
as to £16,000 in cash, and as to the balance by the allotment of 15,000 
of the Company’s £1 Ordinary Shares credited as fully paid up. 

Ebsolveb that a cheque for £16,000 be drawn m favour of and handed 
to the Palaces Incorporation Syndicate, Ltd., in discharge of that part 
of the purchase consideration of the Eastwell and Westhorpe Theatres 
wliich was payable in cash, and that 15,000 fully paid ordinary shares 
of £1 each, numbered from 26,001 to 40,000 inclusive, be and they are 
hereby allotted to the Palaces Incorporation Syndicate, Ltd , m discharge 
of the balance of the purchase consideration. 

BESonvBD that a cheque for £500, being the agieed proportion of the 
stamp duties payable by the Company under the purchase agreement, 
be drawn and handed to the Vendors, the amount being debited in the 
Company’s books to the prohmmary expenses account. 


The entries recording the foregoing transactions were as 
follows ; — 
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CASH BOOK. 



Nate — As dosoribecl in Chapter V, full details of the above amounts 
■would appear in the Subsidiary Cash Books — ^the totals only being trans- 
ferred to the mam Cash Book as shown above. 


JOTJBNAL. 
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LEDGEB. 

Obdikaiix Shabb Gabitai. Aocount. 
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Wksthokpb Theatkb Account. 


PnEtiMiNAiiy Expenses Aocoum’. 


Statutory Meeting. — The Directors’ Report to the Statutory 
Meeting was made up to February 17, 1931, and was circulated 
on that date. The trading receipts for the period from the incor- 
poration of the Company to February 1*^, 1931, were £7,126 4s. Id. ; 
the trading payments were £6,022 Is. lid., and the cash balance 
was £11,604 2s. 2d. 

The Report was as given at pp. 482-3. 

Trading Results. — During the early part of 1931 the Company’s 
two theatres proved very profitable, and a Profit and Loss Account 
prepared for the private information of the Board for the half- 
year ended June 30, 1931, showed a profit of £6,000. Upon the 
strength of these results the directors declared an interim (hiddend 
of 2s. per ordinary share free of tax for the half-year. The amount 
absorbed by the dividend was £4,000. 

Dividend. — ^This dividend practically amounted to a return 
at the rate of 20 % per annum upon the issued share capital, and 
as a result the market price of tho ordinary shares rose at once to 
28s. per £1 share, and later (in July) to 36s. 

Extensions. — In July 1931, the Board decided to acquire the 
Northby Cinematograph Theatre at the inclusive price of £40,000 
payable in cash. They also contracted for the purchase of a site 
in Southtown for the purpose of erecting another picture theatre, 
which was estimated to cost £30,000 

New Issue of Shares.— In order to finance these operations, the 
Board decided to invite the existing shareholders to subscribe for 
40,000 £1 Ordinary Shares at 30s. per share, i e. at a premium of 
10s per share. At the time of the new issue the original ordinary 
shares were quoted at 34s. 3d. per share. The prospectus of the 
new issue was circulated on August 1, 1931. The terms of the 
issue were : — 

Payable on application (including the 10s. premium), 16s. per 
share. 

Payable on allotment (September 1, 1931), 10s. per share. 
And the balance as and when called up by the directors. 

“Application Bights.” — No applications for shares were oon- 
32 
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No. of Certificate : 1161616166 


* (Statutory Beport) 

COMPANIES ACT, 1929. 



Rispobt pursuant to S 113 of the Companies Act, 1920, of REALISTIC 
PICTURE PALACES, Limited. 


(а) The total number of ordinary shares allotted is 10,000 {including 
seven signatories' shares), of which 15,000 are allotted as fully paid up 
in oonsidoration of part of the purchase price of the cinematogiaph theatres 
acquired by the Company under its purchase agreement made the 10th day of 
January, 1931, with the Palaces Incorporation Syndicate, Limited, and upon 
each of the remaining shares the sum of £1 has been paid m cash 

(б) The total amount of cash received by the Company in respect of 
the shares issued wholly for cash is &25,000. No shares have been issued 
partly for cash. 

(o) The Receipts and Rayments of the Company to the date of this Report 
are as follows — 


Parllciilars of Receipts, 


1 Particulars of Payments, 


Pai/mefit of £7 per share on 
'^6,000 Ordinaty Shares 

£ ! 

S.j,000 

I. d 

1 Part purchase ccnsuloaiioi of 
emmatoiiraph theatres paid 

£ s 

1. d. 

Trading receipts .♦ ,, 

r.iiio 


Prehminary Expenses paid 
(stamps and capital duty) . 

I Tradini/ payments 

Ealance at Sank 

IS, 000 

600 

5,022 

11,604 

0 0 

1 11 
2 2 

nl 

32, m 


£ 

Z2,1Z6 



The following is an aocoimt (or estimate) of the Preliminary Expenses 
of the Company ; — 


Company's contribution in part reinibursement of the stamp 
duties on Company's registered Capital (£1. % on £.170,000) 
and upon its purchase ay) cement (£1 % m £30,000) as 
specified in its agreement with the Vendors 


£ sf d. 

£500 0 0 


offloial form An exact ropy of the Statutory Report aa Issued to 
delivered to the Registrai of Companies for resistratlon So long as 
particulars are those reauired by the Act to be aiven, no particular form ia prescribed. 
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(d) Names, Addresses and Desoriptaons of the Directors, Auditors, B1 anager, 
and Secretary of the Company : — 


DntBCTOBS. 


Surname. 

Christian Name 

Address. 

Dcsciiption 

Broim 

Charlesworth 

Child 

Jonas 

Hem y 

Haiewood House, 
Eastwell 

Limpswood, Westhotpe 
The Holme, Seavdle 

Cmeinatoyi aph 
Manager 

Coal Agent 
Auelioneer 



AtTDITOBS. 


Abel Counter 
& Co. 


Western Chambers, 
London, H.O. 

Chattered 

Accountants 



Managbu. 


Brown 

1 


Harewood House, 
Eastwell 

Cinematograph 

Manager 



Seobbtaby 


Lightwood 

I Horace j 

The Picture Palace, j 
Eastwell 

1 Chartered Secretary 


(e) No modifloation of any contract is contemplated and none is Iherofoie 
to be submitted to the Meeting for its approval. 


NU 


We hereby certify this Report. 

Jonas Brown ■» Two 
By. OhaHemorOi J Directors. 

We hereby certify that so much of this Report as relatos to the shares 
allotted by the Company and to the Cash received in respect of such shaies 
and to the receipts and payments of the Company on Capital Account is 
correct. 

Abel Counter <& Co,, \ 

Chartered Accmmlants j ti t rs. 


Dated the 11' th day of February, 1931. 
Presented for Cling by 





484 


ACCOUNTING 


sidered except those made upon the special forms issued to the 
shareholders, each of whom was entitled to apply for his propor- 
tionate part of the new issue. These forms, or “ application rights,” 
were transferable, and, since the old shares were quoted at 34s. 3d,, 
shareholders who wore unable or unwilling to subscribe could sell 
their subscription ‘‘ rights ” to purchasers desiring to apply for 
the new shares. The “rights” were marketable at about 3s 6d. 
to 4s. per share, and a purchaser of them at this price thus obtained 
his shares at a trifling reduction on the cui'rent quotations for the 
old shares. 

Allotment of New Shares. — Under the conditions described above 
the new issue was rapidly subscribed for in full. Over-subscription 
was, of coiuse, impossible, in view of the fact that “ rights ” were 
only issued for the exact number of shares comprised in the issue. 
A few shares which were not taken up by shareholders resident 
abroad were subscribed for at 30s per share by the company’s 
contractors, who had stipulated for this privilege. The allotments 
duly took place on August 1, 1931. 

Final Call. — ^All amounts payable on application, and on 
September 1, 1931, were duly paid. The Board decided to call 
up the final 5s. per share on October 1, 1931, the resolution passed 
on September 12, 1931, being as follows: — 

September 12, 1931 

Besolved that a final cell of 63. per share be and is hoieby made upon 
the 40,000 pai'tly paid ordinary £1 shares of the Company, and that the 
call be made payable at the Company’s Bankers on the 1st day of Ootoher, 
1031. 

All moneys due under the call were paid up with the exception 
of the call on a holding of 2,000 shares. 

The entries in respect of the call were as follows • — 


CASH BOOK. 
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Decline of Profits. — ^During the second half of 1931, the cash 
takings fell off somewhat at the three theatres operated by the 
Company, and the Board decided to incru’ fxu'ther capital expen- 
diture on decoration and improvements at these theatres, with a 
view to increasing their attractiveness. In the meantime the 
Southtown Theati'e was under construction and necessitated large 
payments to the building contractors. 

First Annual Account. — ^The Company’s Trial Balance, and the 
publi.shed Profit and Loss Account for the year ended December 31, 
1931, and the Balance Sheet as on that date, were as follows ; — 


realistic picture palaces, limited. 

TRIAL BALANCE AT DECEMBER 31, 1931 



REALISTIC PICTURE PALACES, LIMITED. 

WOBKESTG AND PROEET AND LOSS ACCOUNT FOR THE YEAR ENDED DECEMBER 
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REALISTIC PICTURE PALACES, LIMITED. 
BALANCE SHEET, DECEMBER 31, 1931. 



Issue of Preference Shares. — ^In January 1932, the Company 
offered for subscription 30,000 6^ % Preference Shares of £1 each 
at par, payable as to 5s. per share on application, 6s. per share 


CASH BOOK. 



on allotment, and lOs. per share on March 2, 1932 The Company 
received applications for 36,000 of these shares, and allotments 
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were duly made for 30,000 shares. In. the few cases whore reduced 
allotments were made, the amounts paid in excess in respect of the 
shares allotted were applied m relief of the amounts due on allot- 
ment. All moneys payable under the terms of this issue of shares 
were received as and when due. 

The Journal, Ledger, and Cash Book entries made in respect 
of the Lssue appear on pp. 488-9. 


JOURNAL 



LEDGER. 

% PKBi'BmBNOB Shake Oakital Account. 



Outside Investment, — Out of the proceeds of the above issue 
the Company subscribed for 28,000 Ordinary Shares of f I each 
at par in an allied undertakmg, the Interurban Cinemato- 
graphs, Ltd. 
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Shares Forfeited. — On April 1, 1932, the Board resolved to 
forfeit the 2,000 shares on which the final call of 5s. per share 
remained unpaid. The necessary procedure was recorded in the 
Directors’ Minute Book as follows : — 

April 1, 1932. 

The Secretary reported that the final call of five shillings per share 
due upon the 2,000 Ordinary Shares numbered 11201 to 13200 standing 
on the Company’s register m the name of Mr. John James Holder, of 
West Bank House, Northby, remamed unpaid, notwithstanding the fact 
that a notice requiring payment of the said caU within four weeks, together 
with interest thereon at 6 % per annum, and intimating that m the 
event of non-payment of the sums due, the shares would be hahle to 
forfeiture, had been sent by registered letter post to Mr. Holder at his 
registered address m conformity with the provisions of the Company’s 
Articles of Association, and in pursuance of the mstraotions given by 
the Board at their meeting of Bebruary 2, 1932, 

It was thereupon proposed, seconded, and 

Besouved that the 2,000 Ordinary Shares of £1 each, numbered 11201 
to 13200, standing in the name of Mr. John James Holder, be and they 
are hereby forfeited, and the Secretary is hereby instructed to notify 
Mr. Holder accordingly, and to intimate to him that he remains liable 
for the amount of tlio call, notwithstanding the forfeiture of the shares. 

The Journal and Ledger entries made in respect of this for- 
feiture were as under : — 


JOURNAL. 



LEDGER, 

OBmNABV Shake Cahtai. Account. 
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OBDruABY Shakes, Futai. Oau. Acootraw. 



Re-Issue of Forfeiture Shares. — On May 1, 1932,, the Board 
received an offer from Mr. James Welch to take up the 2,000 
shares forfeited as described above at a price of 16s. per share, 
to include the unpaid final call of 6s. per share. The Board 
accepted Mr. Welch’s offer, and resolved as follows : — 

May 4, 1932. 

Eesolved that the 2,000 Ordinary Shares of £1 each, 16a. per share 
paid, and numbored 11201 to 13200, which were forteited as per resolution 
of the Board dated April 1, 1932, on account of the non-payment of the 
final call of 6s. due thereon, bo and they are hereby allotted to Mr. James 
Welch, of Carstow-by-Sea, upon the terms of the offer contained in his 
letter to the Company dated April 30, 1932, viz. that he will pay the 
Company 16s. per share therefor, being the unpaid final call of 5s. per 
shore due thereon together with 10s. per shore premium. The Secretary 
is hereby instructed to issue a letter of allotment to Mr. Welch accordingly. 

The Journal and Ledger entries for this transaction were as 
under : — 


JOURNAL. 
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OBDmABY SHAHE CaPITAIi. 



Issue of Debentures. — ^Further capital being needed in order to 
carry out the completion of the picture palace at Southtown and 
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the purchase of a theatre at Seaville, the Board decided to issue 
£50,000 5 % First Mortgage Debentures redeemable at par at 
the expiration of ten years from July 1, 1932. The debentures 
were offered for subscription on June 26, 1932, at a price of 96 
per £100 Debenture, payable ; — 

& a. d. 

On application . . . . £16 0 0 per £100 Debenture. 

On allotment . . . . £80 0 0 per £100 Debenture. 

£96 0 0 per £100 Debenture. 


The debentures ranked for interest as from July 1, 1932, a 
full six months’ interest being payable on December 31, 1932, 

Conversion Rights. — ^The Debenture Trust Deed contamed a 
provision that at any interest date prior to July 1, 1934, the 
debentures could be converted into fully paid ordinary shares of 
£1 each at the holder’s option. The terms of this conversion were 
that 100 fully paid ordinary shares would bo issued in exchange 
for the surrender of each £100 Debenture together with a cash 
payment of £4 by the holder in respect of each £100 Debenture, 
Interest on the debentures was payable half-yearly on December 31st 
and June 30th in each year. 

Increase of Nominal Capital. — ^Debentures to the value of £40,000 
were subscribed for upon the above terms, and the Company, 
by special resolution, increased its authorised capital by the 
creation of a further 40,000 Ordinary Shares of £1 each to meet 
possible conversions . The expenses of the debenture issue amounted 
to £1,000, including stamp duties and the preparation of the 
necessary trust deed. These charges weie paid in cash. The 
entries recording the debenture issue were as under ; — 


CASH BOOK. 



Note . — Details of the cash receipts in respect of debentures would bo 
recorded in the subsidiary Cash Books as already explained. The totals only 
would appear in the main Cash Book as shown above. 
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JOURNAL, 



Foist Mortgage 6 % DBBBNTtraBS. 

(Ropayable at par July 1, 1934.) 



5 % DBBEimnoa Issue JExpbnses Aoootott. 












FINANCIAL HISTORY OF A COMPANY 495 


No debentures were converted into fully paid shares during 
the year 1932. 

linancial Position at Close of Second Year. — ^The Company’s 
position, as shown by its books, at December 31, 1932, was as 
follows ; — 


Capital Issued; — 

Preference Shares, £1 fully paid 

Ordinary Shares, £1 fully paid 

Ordinary Shares created, but held in reserve to meet 

possible Debenture conversions, £1 each 

Premiums on Shares ... 

Profit and Loss Account, Credit Balance from 1931 
Convertible 6 % Debentures issued (repayable July 1, 1941) 

Discount on Debentures 

Expenses of Debenture Issue 

Freehold and Leasehold Properties and Premisos, including 
Furniture, Fittings and Equipment, at cost, or as at 
December 31, 1931, plus additions, as follows : — 
Northby Theatre. This having proved 
unprofitable, was sold on Decem- 


ber 30, 1932, for cash 

Eastwell Theatre Dr. balance as at £ s. cl. 

December 31, 1931 13,402 9 1 

Additions during 1932 711 4 2 


Westhorpe Theatre. _ Dr. balance as at 

December 31, 1931 24,112 8 6 

Additions during 1932 2,211 1 2 


Northby Theatre Dr. balance .. 42,111 9 6 

Additions during 1932 6,222 1 6 


Southtown Theatre. Total cost to 

August 1932 30,206 8 4 

Additions to December 31, 1932 . . 3,000 6 10 


Seaville Theatre, Cost to date 

Sundry Creditors 

Sundry Debtors 

Cash in hand, and at Banlc on Current and Deposit Accounts 
Talangs at Theatres and Profits on Refreshments . . 
Interurban Cinematographs, Ltd Holding of £28,000 

Ordinary £1 Shares at cost 

Sundry Income 

Salaries and Wages . . . 

General Expenses, Advertising, Bill-posting, etc. .. .. 

Bent, Bates, Taxes, and Insurance . 

Eleotriofiy and Gas 

Film Hire, Orchestras, and Cost of Entertainments . . 
Head Office Staff and Secretary’s Salaries, Printing, Stationery, 

and General Expenses 

Interest on Debentures 

Income Tax 

Repairs and Maintenance of Theatres and Plant . . . , 

Directors’ Fees 

Auditors’ Fees 


£ s. d. 

30.000 0 0 

80.000 0 0 

40.000 0 0 

21.000 0 0 

325 1 2 

40,000 0 0 

1,600 0 0 

1,000 0 0 


16,000 0 0 


14,113 13 


3 


26,323 9 8 


47,333 11 0 


33,266 16 2 
22,000 0 0 
3,112 9 8 
2,024 1 2 
6,034 14 3 
62,011 4 6 

28,000 0 0 
5 2 6 
13,026 1 1 

5,102 1 1 

6,116 2 1 
3,026 1 8 

21,116 2 1 


6,814 2 2 

1,000 0 0 

346 1 1 

3,111 2 1 
l,o00 0 0 
100 0 0 


Revaluation of Theatres. — The directors, after consultation with 
the Company’s auditors and some of the largest shareholders, 
decided that the realised loss on the sale of the Northby Theatre 
must be written off, and that the following losses, which were 
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disclosed by aa expert revaluation of the Company’s properties, 
should also be written off, viz. : — 

Eastwell Theatre Account, £4,113 13s. 3d., reducing it to 

£ 10 , 000 . 

Westhor2De Theatre Account, £6,323 9s. 8d., reducing it to 

£ 20 , 000 . 

Southtown Theatre Account, £3,266 16s. 2d., reducing it to 
£30,000. 

Seaville Theatre, Nil. 

It was decided that the £21,000 standing to the credit of the 
Premiums on Shares Account should be utilised in reduction of 
the above depreciations. 

It was also decided to write off the Debenture Discount and 
Expenses of Issue Account (£2,600) at the rate of one-tenth of the 
amount, per annum, i.e. one-twentieth in respect of the half-year 
to December 31, 1932 

Accounts for 1932.— The Trial Balance, Working and Profit 
and Loss Accounts and Balance Sheet embodying the foregoing 
figures and decisions were aa under : — 


THE REALISTIC PICTURE PALACES, LIMITED, 
TRIAL BALANCE, DECEMBER 31, 1932. 


Ordinary Share Capital Account 

Preference Share Capital Account 

Premiums on Shares . . . 

Prollt and Loss Account (Balance, January 1, 1982) 
5 % Debentures ... .... 

Discount nnd E-xpenses on Debenture issue . . . . 

Enstwcll Theatre 

Wosthorpe Theatre 

ICorthby Theatre (loss on sale) 

Southtown Theatre 

Seaville Theatre 

Sundry Creditors 

Sundry Debtors 

Takings at Theotres, etc 

Interurban Cinematographs, Btd , 28,000 £1 shares 

Sundry Income .... 

Salaries and Wages 

Oeneral Expenses, Advertising, etc 

Bent, Bates, Taxes, and Insurance 

Head Oflioe Expenses 

Eleotriolty and Gas . . ....... 

Interest on Debentures (half-year) 

Film hire, etc , and Cost of Entertainments . . . . 

Income Tax 

Bepairs and Maintenance of Theatres and Plant . . 
Directors’ Pees 

Cash in hand and at Bank on Current and Deposit 
Account 


Shareholders’ Committee. — ^The accounts were submitted to 
the annual meeting in January 1933. As the result of a stormy 
meeting, a Shareholders’ Committee was appointed to confer with 
the Board as to the Company’s future. 

Receiver Appointed. — ^In the meantime the holders of the 
Company’s 5 % Debentures took steps to enforce their security 






33 
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by the appointment of a receiver. This action was based upon 
the ground that the Company had not observed cei-tain restrictive 
covenants in the Trust Deed, and had thereby placed the debenture 
holders’ security in jeopardy, and that, owing to the Company’s 
default, the principal mone3ra scoured under the Trust Deed had 
become payable. Concurrently, certain large holders of the 
Company’s debentures, who had personally advanced money to 
Interurban Cinematographs, Ltd., obtained an order for the com- 
pulsory winding up of that Company on the ground that it was 
insolvent. In due course the Official Receiver reported a deficiency 
as regards the Interurban Company’s creditors, and hold out no 
hope of any return to the shareholders, including the Realistic 
Picture Palaces, Ltd., who held 28,000 shares. 

Reconstruction. — ^After negotiation between the Directors, 
the debenture holders, and the Shareholders’ Committee, a scheme 
for the reconstruction of the Realistic Company was arranged as 
under, that . — 

(а) The cost of the Interurban Cinematograph shares 
(£28,000) should be written off the books of the Reahstio Picture 
Palaces, Ltd. 

(б) The Company should dispose of its Southtown Theatre 
(which had lost money steadily) to its prmoipai Southtowm 
rival (the Southtown Amalgamated Cmeinas, Ltd.) at a price 
of £18,000, to be discharged as to £8,000 by the allotment to 
the Realistic Company of £8,000 of the Southtown Amalgamated 
Company’s 6^ % Debenture Stock, and as to £10,000 by the 
allotment of 10,000 of the Southtown Amalgamated Company’s 
£1 Ordinary Shares credited as fully paid. 

(c) The Realistic Picture Palaces, Ltd., should, with the 
consent of the High Court (which was duly obtained on 
April 11, 1933), reduce its 80,000 £1 fully paid oidinary shares 
to 80,000 2s. shares fully paid, in order to extinguish the 
losses shown by the revaluation of the theatres and the debit 
balance of the Profit and Loss Account, the sum available for 
these purposes under the reconstruction scheme being £72,000 
in all. 

{d) The debenture holders should agree to forgo their rights 
to convert their debentures into shares, and undertake to with- 
draw their proceedings against the Company. 

(e) The preference shareholders should agree to surrender 
their preferential rights, and that every preference share of £l 
should be split into ten ordinary shares of 2s. each, ranking 
equally with the reduced ordinary shares referred to in (c) above. 
The 40,000 unissued £1 Preference Shai-es were to bo similarly 
treated. 

(/) The 40,000 unissued £1 Ordinary Shares previously held 
in reserve to meet possible debenture conversions should (by 
resolutions of the Company sanctioned by resolutions passed at 
meetings of all interested holders of shares) bo given special 
preferential rights to a dividend of 10 % per annum. 

(g) The remaining 20,000 unissued £1 ordinary shares were 
subdivided into 200,000 &. Ordinary Shares. 
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Issue of SI Shares. — Of the above shares, 16,000 were oflered 
at par for private subscription among the debenture holders and 
shareholders, payable as to 10s. per share on application and 10s. 
per share on, allotment. 10,600 shares were applied for and fidly 
paid up in cash, the allotment taking place on April 20,® 1933. 
The remaining 4,400 shares were not applied for. The final assents 
to the reconstruotion scheme were accorded on April 11, 1933, 
and the transfer of the properties, the allotments, and the respective 
conversions directly arising out of the above scheme took place 
on April 13, 1933. 

The entries embodying these transactions were as given at 
pp. 601-3. 

Accounts for 1933. — ^The Balance Sheet submitted to the share- 
holders for the year 1933 was as stated at p. 504’. 

Directors’ Report. — In the Report issued by the Directors on 
March 27, 1934, it was esplained that the Southtown Amalgamated 
Cinemas, Ltd., had experienced certain reverses during 1933. 
The Company had been involved in litigation in connection ’with 
the sites occupied by its theatres, and had also experienced a great 
falling-off in theatre profits. The Directors explained that, in 
order to provide the Southtown Cinemas with further funds, the 
Reahstio Pictures Company had subscribed its fro rata proportion 
of the new 6 % Prior Lien Bonds issued by the former company. 

The Directors also reported that the loss of £11,121 9s 6d.__ 
disclosed by the Realistic Company’s trading operations for 1933 was 
due to a similar falling-off m the takings at the Company’s theatres. 

Oflfer of Balance of Preference Shares. — It was proposed to 
issue the balance of the 29,400 10 % Preference Shares of £1 each 
at par, in order to pay off the Bank overdraft and to provide 
the Company with further funds. Perms of application for these 
shares accompanied the Report. The Report further stated that 
the Board had entered into negotiations with certain rival cine- 
matograph theatres with a view to eliminating undue advertising 
Competition. 

l^ceiver Appointed, — ^As an immediate result of the issue of 
the Report and Accounts, the Company’s financial position became 
the subject of adverse criticism by the shareholders and the 
financial Press, and none of the new Preference Shares were applied 
for, The Company was unable to meet the local rates for the 
half-year on two of its theatres, and execution was levied, and 
the Bank requested the immediate repayment of its advance. 
As the Company failed to comply with this request, the Bank 
impounded the balance of the Company’s current account m part 
satisfaction The above facts were utilised by the debenture 
holders as the basis for an application to the Court for the appoint- 
ment of a Receiver. In due course a Receiver was appointed. 

Liquidation. — ^Lx view of the situation described above, the 
Board sent out notices convening an extraordinary general meeting 
for the purpose of submitting an extraordinary resolution to wind 
up the Company by means of a creditors’ voluntary winding up, 
on the ground that the Company was unable to continue its business 
by reason of its liabilities. Simultaneous notices were issued to 
the creditors calling a meeting for the same day, March 3, 1934; 
notices of the creditors’ meeting were also inserted in the Gazette 
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JOURNAL. 



OnDWAiiy Shake Oapitai. Accomra. 
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SouTHTOWN Amalgamated Cinemas, Ltd., Obdinaey Sbabbs. 



and two local newspapers. At the creditors’ meeting the requisite 
statement of the company’s affairs, a list of the creditors, and an 
estimated amount of their claims were duly submitted. 

The company passed the winding-up resolution by the requisite 
majority, and Mr. Abel Counter. FC.A., having been appointed 
Eeceiver and Manager by the Court, the Company and the creditors 
both decided to appoint him Liquidator in the voluntary winding up 
also. It was decided not to appoint a Committee of Inspection. The 
statement of affairs prepared by Mr. A. Counter and submitted to the 
Extraordinary General Meeting called to pass the winding-up resolu- 
tion and to the meeting of creditors is set out on pp. 605 and 606. 

Realisation of Assets. — ^After his appomtment was duly filed, 
the Liquidator acting as Receiver at once proceeded to realise the 
Company’s assets. The Company’s theatres were sold as under. — 
Eastwell Theatre, by public auction, for £6,500. 

Westhorpe Theatre, by public auction, for £23,600. 

Seaville Theatre, by private treaty (after failure to sell by 
auction), for £13,800. 

From the balance of £142 Is. Id. in the hands of the Company’s 
solicitors as on February 28, 1934, a further £2 Is. Id was deducted 
for outstanding costs, and the balance was handed to the Liquidator. 

The amounts due from Sundry Debtors realised £1,301. 

The Prior Lien Bonds of the Southtown Amalgamated Cinemas, 
Ltd,, were sold for £3,979 Is. 6d. net, after deducting brokerage. 

The Liquidator paid the Company’s bankers the £403 16s M 
which was due to them as on February 28, 1934, together with a 
further £6 4s. 6d. for accrued interest, whereupon the bankers 
released the 2,500 Southtown Amalgamated Cinemas, Ltd., 
Debenture Stock held by them as security. 
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After having been put up to public auction and withdrawn 
owing to the want of satisfactory offers, the Southtown Amalga- 
mated Cinemas, Ltd., Debenture Stock (£8,000 in all) and the 
10,000 Ordinary Shares of £1 each in the same Company were sold 
privately to a group of shareholders in that Company at a price 
of 76| for the debentures and 14s. per share for the shares. 

I The Liquidator realised sundry small assets for £81 2s. 9d. 

Liquidation Expenses. — ^The Liquidator paid the following 
expenses of liquidation : Travelling and sundry expenses, 
£102 9s. 6d. ; Wages of staff and caretakers, £342 ; Legal expenses, 
£604 Is. 2d, ; Auction charges, etc., £304 9a. 6d. ; Liquidator’s 

THE REALISTIC PICTURE PALACES, LIMITED. 

(IN LIQTHDATION.) 

APPROXIMATE STATEMENT OF AFFAIRS AS REGARDS SHARE- 
HOLDERS AS ON FEBRUARY 28. 1934 



Notes. — ^The values placed on the Company’s three theatres in the fore- 
going statements are considered by Mr. J. Rowe, ir.S.I., as being capable 
of realisation. The properties are all freehold, and are stated to possess 
considerable site values apart from the theatres standing upon them. The 
shares, debentures, and prior lien bonds of the Southtown Amalgamated 
Cinemas, Ltd., aro valued at the selling prices quoted in the financial Press 
on February 28, 1934. The estimated surplus as regards debenture holders 
and oroditoivs is naturally dependent upon realisation of the approximate 
values placed on the assets. 

Abbi. Coustbb, F.O.A., 

Western Chambers, London, B.O. 

February 28, 1934. 

remuneration (as fixed by the creditors), £500; Stamps, fees, and 
other incidental expenses, £311 2s. 6d. 

The Liquidator carried on two of the theatres for a short time, 
the receipts being £1,986 28. 4d. and the working expenses 
£1,990 9s. 2d. 

Distribution o£ Assets. — ^The Liquidator paid the preferential 
creditors, amounting to £209 2s. 2d. On July 1, 1934, he paid 
the First Mortgage Debentures, amounting to £40,000, together 
ipth six months’ accrued interest to date of repayment at 5 % 
per annum. After due exammation, he also paid the ordinary 
creditors, whose claims vfere agreed at £453 12s. 7d. 

> The Liquidator then repaid the preference share capital in fuU, 
hnd declared a first and final dividend of 4 8d. per share (equalhng 
4A in the pound) on the outstanding 380,000 fully paid 2s. ordinary 
shares. 




JMITED. (IN LIQUIDATION.) 


FINANCIAI 
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Liguidator’s Cash Statement.— -The statement set out on 
p. 507, embodying the results of the liquidation, was circulated 
among the shareholders with the notice convening the final 
winding-up meetings, which were held on March 5, 1935 

At the final meetings, the shareholders and the creditors 
approved the Liquidator’s accounts, and the creditors passed a 
resolution authorising him to destroy the Company’s papers and 
books in the customary course upon the dissolution of the Company. 

The Company was dissolved on June 6, 1935, i e. three months 
after the date of fifiing of the Liquidator’s report of the meeting of 
March 6, 1935. 


EXAMnSTATION QUESTIONS. 

1. The Eavary Manufacturing Company, Ltd., was registered in 19.. 
with a nominal capital of £75,000, divided mto 60,000 Ordinary Shares of £1 
each, and 25,000 0 % Preference Shares of £1 each. 

The following Tnal Balance was extracted from the books of the Company 
as on December 31, 19. . ; — 


TRIAL balance, £ £ 

Ordinary Shares Account (30,000 £1 Shares fully 

paid) 30,000 

6 % Preference Shares Account (20,000 £1 Shares 

fully paid) 20,000 

Ereehold Premises 14,600 

Plant and Maclnnery 10,200 

Motor Lorries 1,450 

Stock, January 1, 19 8,752 

Sundry Creditors 4,246 

Loan on Mortgage (6 %) 1,000 

Sundry Debtors 22,460 

Reserve for Bad Debts (January 1, 19 ) . . 1,000 

Patents Account COO 

Reserve Account 4,000 

Purchases 64,026 

Purchases Returns 084 

Sales 80,278 

Sales Returns 1,128 

Factory Wages 18,926 

Fuel and Oil 1,222 

Gas and Lighting (Factory, £300 j Office, £24) . . 324 

Carnage Inwards 1,721 

Carnage Outwards , . . . . . . . . . , . 984 

Bates, Taxes, aud tusuranoe 421 

Discoimt Account (Balance) . . 342 

Directors’ and Auditors’ Fees 662 

Cash at Bank 4,287 

Cash in hand 824 

Profit and Loss Account Balance (January 1, 19 . . ) 3,826 

Preference Dividend (half-year to June 30, 19. ) 600 

Bills Receivable 961 

Office Salaries and Expenses 2,866 

Advertising and Travellers’ Expanses . . . . 1,298 


£160,334 £160,334 


You are required to prepare Manufacturing and Profit and Loss 
Accounts for the year ended December 31st, and a Balance Sheet as on 
that date. 

When preparing these Accounts, the following adjustments are neces- 
sary : (1) The Stock on hand on December 31st was valued at £10,982 



EXAMINATION QUESTIONS 509 

(2) Depreciation is to be -written o£E as follows ! Machinery and Plant, 10 % ; 
Motor Lorries, 20 % ; Patents, 60 %. (3) The Reserve for Bad Debts i 
to be raised to an amount equal to 6 % on the Sundry Debtors. (4) A 
year’s interest at 6 % was due on the Loan on Mortgage, but had not been 
passed through the books. (6) £1,000 is to be transferred to Reserve Account 
{Royal Society Arts.) 

2, John Barley, an old-established brewer, agreed to take his manager, 
Augustus Hartman, into partnership as on January 1, 19... Hartman 
was to pay a premium of £2,000 in cash to Barley, who was to pay it into 
Ins Capital Account, increasing it to £25,000. Ln addition, Hartman was 
to pay £5,000 into the business as his own capital. Hartman was to be 
credited with a salary of £400 per annum, and 5 % of the net profits after 
providing for interest on capital and his salary. Bach partner was to be 
entitled to 5 % interest on his capital, and no interest was to be charged 
on drawings, which were fixed as follows : Barley, £100 por month, and 
Hartman (in addition to his salary), £50 per month. Profits and losses 
were to be shared — two-thirds to Barley and one-third to Hartman. All 
these transactions were duly carried out. 

Apart from the accounts necessary to record the above arrangement 
as at December 31, 19. , the Ledger balances on the same date were as 
follows : Simdry Creditors, £10,848 ; Preehold Brewery, £45,033 , Loans 
from Sundry Persons, £20,000 ; Interest on Loans Account (Dr. balance), 
£1,198, Bank Overdraft, £5,000 ; Purchases, £28.461 j Pui-chases Returns, 
£982 ; Sundry Debtors, £8,640 j Loans to Publicans, £1,500 j Sales, £59,874 j 
Sales Returns, £421 , Loan from Bankers, £10,000 ; Motor Lornes, £1,400 ; 
Improvements and Replacements, £4,660 ; Machinery, Plant, Barrels, etc., 
£4,600 , Fixtures and Fittings, £800 , Horses and Carts, £780 j Stock 
(January 1, 19..), £14,874; Travellers’ Salaries and Expenses, £2,041; 
Brewery Wages, £3,241 ; Fuel and Coal, £648 ; Rates, Taxes, and Insurance, 
£1,698 , Government Duty and Licences, £10,841 ; Carnage Aooo-unt 
(outwards, £962 ; inwards, £160), £1,102 ; Rents Account (Dr balance), 
£942 ; Bad Debts, £424 , Cash in hand, £106 ; Office Salaries and Expenses, 
£1,405 ; Bad Debt Reserve (January 1, 19. .), £500. 

You are required to prepare Trading and Profit and Loss Accounts for 
the year ended December 31, 19.., and a Balance Sheet as on that date, 

Before preparing these accounts the undermentioned adjustments are 
necessary : (1) Ono-third of tho cost of Improvements and Replacements 
is to be charged against Revenue (2) The following depreciations are to 
be -written off : Motor Lorries, 20 % , Machinery, Plant, etc., 10 % ; Fixtinea 
and Fittings, 16 %. (3) The Horses and Carts were valued, as on Decem- 
ber 31, 1017, at £670, and the Stock in hand at £18,721. (4) The Reserve 
for Bad Debts is to be increased to an amormt equal to 10 % on the Sundry 
Debtors. {Royal Society Arts.) 

3. From tho follo-wing particulars prepare the Trading and Profit and 
Loss Accounts of the Bankside Trading Company, Ltd., mcorporated on 
January 1, 19.., with a nommal capital of £30,000, divided into 3,000 
Ordinary Shares of £10 each for the year ended December 31, 19.., and 
Balance Sheet at that date . Ordinary Share Capital, £26,000 ; General 
Expenses, £360 ; Carriage Inwards, £400 , Carriage Outwards, £600 ; 
Returns Inwards, £600 ; Returns Outwards, £2,000 ; Machinery, £25,000 ; 
Advertising, £1,100; Debentures at 6%, issued July 1, 19 ., £8,000; 
Insurance, £170 , Simdry Creditors, £2,100 ; Rates, £500 , Bills Payable, 
£3,000 ; Salaries, £1,700 ; Purchases, £66,000 ; Sales, £82,000 ; Rent, £900 ; 
Cash at Bank, £4,270 ; Sundry Debtors, £19,180 ; Office Fu^turo, £500 ; 
Debenture Interest, £120 ; Preliininary Expenses, £1,800. 

Allowance must be made for the following adjusting entries : One 
quarter’s Rent is unpaid Proportion of Rates paid in advance, £100. 
Preliminary Expenses are to be extended over three years. Create Reserve 
for Debenture Interest due. Advertising to be spieod over two years. 
Create Reserve for Bad Debts at 5 % on Sundry Debtors. Depreciate 
Machinery at 74 % per annum. Stock at December 31, 19.., valued at 
£17,000. {Oentral Association Accountants.) 
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4 . Dicksons, Ltd , was formed in 19. . to acquire an established 
manufacturing business. The Company was registered with a nominal 
capital of 100,000 shares of £1 each. Of this capital, 50,000 shares were 
issued and fully called up. 

The understated Trial Balance was extracted from the books of the 
Company as on December 31, 19. .. 


TiAlAJLi JSAiiAJNtJJli, UJBlUJliMiSJliK Bl, iU.,, 
£ 

Goodwill 15,000 

Share Capital 

Calls in arrear 100 

Freehold Factory 27,000 

Plant and Machinery 6,400 

Interim Dividend, paid August 3, ID. . . . 1,260 

Sales 

Sales Returns 1,184 

Purchases 28,972 

Purchases Returns 

6 % Debentures 

Stock, January 1, 19 14,864 

Office Furniture 320 

Manufacturing Wages 19,964 

Factory Power 3,241 

Patents Accounts 2,000 

Sundry Debtors 4,838 

Sundry Creditors 

Cash in hand 60 

Cash at Bank .. 3,140 

Profit and Loss Account (Credit Balance, 
December 31 last) . 

Preliminary Expenses . . , . 620 

Discount Acooimt 94 

Carriage Inwards 978 

Carriage Outwards 1,271 

Rates, Taxes, and Insurance 142 

Office Salaries, Directors’ Fees, etc. . . , . 821 

Office Expenses 100 

Bad Debts Reserve (December 31, 19. ).. .. 

Transfer Fees 

Machinery Repairs . . . . 374 

Cost of Patterns . . 2,200 

Debenture Interest 760 


£ 

60,000 

63,812 

1,141 

16,000 


2,334 


600 

6 


£136,688 £135,688 


You are required to prepare Manufacturing and Profit and Loss Accounts 
for the year ended December 31, 19. . , and a Balance Sheet as on that date. 
Before preparing these accounts the following adjustments are necessary: 
(1) 50 % of the Patterns Account is to be charged against the cost of 
manufacture. (2) The stock on hand on December 31, 19. , was valued 
at £16,664. (3) 50 % of Prelimmary Expenses Account is to be written 

off. (4) IJnexpired insurances amounted to £39 as on December 31, 19. .. 
(6) 10 % depreciation is to be written oS the Machinery and Plant, 15 % 
ofl the Patents, and 10 % oft the Office Furniture. (6) The Bad Debts 
Reserve is to be mcreased to £1,000. {Ohariered Inshtute Secretanes.) 

S. The Marne Manufacturing Company, Ltd,, was registered with a 
nominal capital of 60,000 Ordinary Shares of £1 each, and 20,000 6 % 
Preference Shares of £1 each. The Company was formed to acquire an 
established business as on January 1, 19. ., £10,000 being paid for goodwill. 
The vendors undertook to pay the pr^minary expenses nob exceeding £1,000 
in all, and agreed to jrefund any loss arising from the oolleotiou of the book 
, idiots incurred prior tu January 1, 19. . . 

, ,ij;f,All the preference shares were issued and fully called and paid up; 
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40,000 of the Ordinary Shares were subscribed and fully paid up, with the 
exception of the final call of 6s. per shai-e due on 1,000 shares forfeited by 
resolution of the directors during the year. 

On June 30, 19. 100 5 % Debentures of £100 each were issued at 95, 


and fully subscribed and paid up. 

In addition to the transactions mentioned above, the following balances 
were extracted from the books of the Company as on December 31, 19. : 
Purchases, £21,948, Purchases Ketums, £521; Sales, £57,362; Sales 
Returns, £342; PreMmmary Expenses Account, £1,286; JPactory Wages, 
£14,962; Rates, Taxes, and Insurance, £1,322, Fuel, Power, and Lighting, 
£2,842; Leasehold Factory, £20,300, Plant and Machinery, £21,460; 
Royalties paid on patent process, £l,G25; Directors’ Fees, £600; Transfer 
Pees, £15; Carriage on Purchases, £1,596; Carnage on Sales, £984; Manu- 
facturing Charges, £1,442; Stock, December 31 last, £12,958; Haulage 
Earnings, £846, Discount (debit balance), £192; Salaries and Office 
Expenses, £1,825, Sundry Creditors, £2,021; Cash at Bank, £2,469, Bills 
Payable. £640, Sundry Debtors, £9,862, Bad Debts (of which £341 was 
in respect of debts incurred during the year ended December 31, 19. .), £927; 
Loose Tools, £1,824. 

You are reqmred to prepare Manufacturing and Profit and Loss Accounts 
for the year ended December 31, 19. , and a Balance Sheet as on that date. 


Before preparing these accounts the undermentioned adjustments are 
necessary (o) The inteiest due on the Debentures has not been provided 
for. (5) The waste on the Lease of the Factory must be provided for. The 
Lease dates from the date of acquisition of the business, and expires on the 
twentieth aiiniveisary (o) The fuel and hghting consumed in the offices 
was estimated at £59. (d) Unexpiied insurance on December 31, 19.., 

amounted to £74. (e) Provide for a war bonus of £300 to the office staff. 

(/) The Stock on December 31, 19. ., was valued at £12,831, and the Loose 
Tools at £1,200 (g) A provision of 6 % on the Sundry Debtors is to be 

created for Bad and Doubtful Debts, (h) 10 % depreciation is to be written 
off the Plant and Machinery Account. {Chartered Institute Secretaries.) 


6. The following Trial Balance is extracted from the books of Brown 
Bros , a firm carrying on business as piopnetois and publishers of periodicals. 
There are three partners — John, Joseph, and Henry. You are required to 
draft a Balance Sheet and Profit and Loss Account as at June 30th, 
making the adjustments as set out • — 


Capital Account (contributed equally) .. 21,000 

Drawing Accounts (drawn equally) 9,000 

Salaries and Wages (12 months) 2,380 

Editorial (12 months) 600 

Contributors (12 months) . . . . 450 

Engravings (12 months) 720 

Drawings (12 months) 418 

Printing Accounts (12 months) 4,880 

Paper used (12 months) 4,700 

Miscellaneous Expenses (12 months) 392 

Advertising Expenses (12 months) 890 

Advertisements Revenue 7,800 

Sales 24,700 

Sundry Creditors 2,600 

Bills Payable 1,470 

Sundry Debtors— 

Advertisers 3,220 

For Goods 2,800 

Amount received for Waste Stock 33 

Cash at Bank 1,330 

Cash in hand 7 

Joseph Brown — Loan Acoonnt 4,000 

Furmture and Fixtures . . . . 1,240 

Goodwill and Copyrights 20,676 


The Stock of Periodicals 


of no value. 
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The Loan Account of Joseph Brown is to be credited with his share of 
the profits, less his drawings. (Incorporated Accountants.) 

7. From the undermentioned particulars prepare the Profit and Loss 
Account and Balance Sheet of the Upton Trading Company, Ltd., as at 
September 30th : Bills Receivable, £610 ; Bills Payable, £460 ; Depre- 
ciation Account (property), £1,000 ; Midland Bank, £2,330 ; Cash, £130 ; 
Office Furniture, £480 ; Transfer Fees, £10 ; Beserve for Bad Debts, £1,270 , 
Directors’ Fees, £560 ; Stock, September 30th, £4,260 ; Law Costs, £26 ; 
Office Expenses, £1,667 , Bent, £300 ; Income Tax, £108 ; Salaries, £680 , 
Rent and Bates paid in advance, £35 ; Freehold Property, £4,000 ; Debtors, 
£7,867 ; Creditors, £4,718 ; Tradmg Account (profit), £6,475 ; Capital : 
6,000 6 % Preference Shares, 6,000 Ordina^ Shares, £10,000. 

Provide 6 % depreciation on Office Furniture and reserve a further 10 % 
for Bad and Doubtful Debts. (Incorporated Accountants.) 

8. The following is the Trial Balance of Barr and Long on December 31, 
19... They share profits in proportion to capital. Bo interest is charged 
on capital, but 6 % on Current Account balances. Each is entitled to £600 
a year, by way of salary, which they have drawn. 


TRIAD BALANCE. 


Barr, Capital Account 

Long, Capital Account 

Barr, Current Account (January 1st) . . 
Long, Current Account (January 1st) . . 

Stock on hand, January 1, 10 

Bills Receivable 

Debtors 

Creditors 

Purchases 

Sales 

Discounts on Sales 

Disoounts on Piuchases . . 

Rent, Bates, and Taxes 

Wages and Salaries 

Partner’s Salaries 

General Expenses 

Reserve for Bad and Doubtful Debts .. 


£ £ 
6,000 
3,000 
800 


300 

3,846 

260 

4,760 


1,130 

10,740 

168 

266 


Cash in hand 86 

Goodwill 1,000 

(Chartered Accountants.) 


9. The following ate the Ledger Balances of Messrs. Jonas, Smithson 
& Co., brewers and wine and spirit merchants, on June 30, 19. . 

Prepare Trading and Profit and Loss Account for the year to June 30, 
19. ., and Balance Sheet as on that date. 

The Stock on June 30, 19. , at cost, amounted to £3,000. 

Adjust the Accounts by deducting depreciation from the following assets 
thus : Plant and Maohmery, 74 % j Bottles, 33 % ; Cases and Sundries, 
6 % ; Horses, 10 % , Carts and Harness, 6 % j Motor Lorries, 20 % : 
Casks, 24 %. 

Ledger Balances, June 30, 19.. : A. Jones, Capital, £36,000; 

W. Smithson, Capital, £23,000, Freehold Brewery, £30,000; Plant and 
Maohmery, £3,000; Bottles, £1,350; Cases, £660; Horses, £560; Carts 
and Harness, £630 ; Sales : Beer, £64,960 ; Wines and Spirits, £6,600 , 
Sundry, £1,630; Purohasea, £28,000; Duty: Beer. £8,000; Wines and 
Spirits, £1,100 ; Wages, £2,600 , Salaries, £950 ; Sundry Creditors, £5,260 ,- 
Sundry Debtors, £21,000, Sundiy Expenses, £1,380; Bates, Taxes, and 
Licenses, £700; Freehold and Leasehold Houses, £38,000; Bank Loan 
£10,000; Depositors, £13,000; Travelhng, £900; Horse Keep, £280; 
Reserve Account, £6,705 ; Motor Expenses, £80 ; Motor Lorries, £900 ; 
Interest on Loans (Dr.), £1,360 ; Interest on Loans (Cr,), £676 j 
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Casks, £2,000 ; Stock, £6,690 ; Balance at Bank, £5,980 ; Rents Received, 
£1,250 ; Rents Paid, £1,600 ; Repairs to Brewery, £200 ; Repairs to Houses, 
£500. {Ghartered Accountants.) 

10. The Eldorado Cigarette Company, Ltd., was registered on April 1, 
19.., with a Nominal Capital of £30,000, divided into 26,000 Ordinary 
Shares of £1 each, and 600 Preference Shares of £10 each. 22,179 Ordinary 
Shares were allotted (upon apphcalion), called np and fully paid, with the 
exception of £32 (“Calls in arrear "), while the whole of the Preference 
Shares were allotted and paid up before March 31 following. 

On March 31, 19. ., m addition to the above transactions, the following 
were the Ledger Accounts’ Balances of the Company. You are required, 
after making the adjustments stated below, to prepare a Trading Account 
and a Profit and Loss Account for the year ended March 31, 19 ., and a 
Balance Sheet as on that date. The Stock in hand as on March 31, 19. ., 
was valued at £16,465 

Ledger Accounts' Balances : Cash in hand, £129 ; Rent, £620 ; Gas 
and Elcotiio Light, £182 ; Rates and Taxes, £203 ; Licence and Insurance, 
£209 , Trade Expenses, £506 ; Electric Power, £63 ; Interest and Discount 
(Debit Balance), £3.276 ; Sales : Tobacco, £26,693 ; Cigarettes, £61,460 ; 
Shoits and Sundries, £7,665 ; Sales Returns : Tobacco, £427 ; Cigarettes, 
£1,036 ; Shorts and Sundries, £193 ; Purchases : Tobacco, £74,029 j 
Sundries, £2,300 ; Boxes, £3,053 ; Puiohases Returns : Tobacco, £1,745 ; 
Sundries, £182 ; Boxes, £47 ; Bad Debts (written off), £247 j Wages 
(Manufacturing), £7,517 ; Salaries, £1,687 j Carriage, £896 ; Travellers’ 
Salaries, Commission, and Expenses, £1,479 ; Printing and Postage, £347 ; 
General Expenses, £93 ; Plant and Maohmery, £3,420 ; Fixtures and Fittings, 
£1,160 J Advertising and Samples, £904; Profit and Loss Account (Debit 
Balance), £479 ; Legal Expenses, £63 ; Audit Fee, £106 ; Stock, £17,532 ; 
Bad Debts Reserve, £642 , Sundry Creditors, £22,970 , Sundry Debtors, 
£24,360 ; Cash at Bankers, £927, 

Adjustments s Insurance paid in advance, £49 ; Rates paid in advance, 
£32 ; Owing for Salaries, £40 ; Owing for Electric Light, £34 j Owing for 
Electric Power, £18 ; Depreciation, Plant and Machinery, 10 % ; Depre- 
ciation, Fixtures and Fittings, 7j) % ; Reserve for Bad and Doubtful Debts, 
2i % on the amount of the Sundry Debtors. (Oltartered Accountants.) 
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Paetnebshtp 

The accounts of a partnership business, in so far as they relate 
to commercial transactions, are identical with those of a sole 
trader. But, apart from the purely trading transactions, partner- 
ship presents aspects and entails accounting methods which are 
peculiar to the relations existing between partners, such, e g , as 
the ownership of the capital, the division 'of profits, the admission 
of new partners, the dissolution of the firm, and the particular 
records necessitated by the varied rights of the partners inter se. 

Partnebshib Law. 

A loiowledge of partnership law is required from candidates 
for the professional exammations, but not from candidates pre- 
senting themselves for the commercial examinations. But without 
some knowledge of partnership law, the prejparation of intelligible 
and accurate accounts dealing with the affairs of a partnership 
is impossible. 

The Partnership Acts. — The statutes dealing with partnership 
matters, with which the student is chiefly concerned, are (a) The 
Partnership Act, 1890, which came into operation on January 1, 
1891. This Act codified, and to some extent amended, partnership 
law as it then existed, and dealt with partnership generally ; 
(6) The Limited Partnership Act, 1907, which, under certain con- 
ditions, extends the principle of limited liability to partnerships, 
and deals with the rights and obligations of limited as opposed 
to general partners. The latter Act is dealt with at pp. 666-60. 

The student must clearly understand at the outset that the 
Act of 1890 governs all partnership relations, except in so far as 
its regulations may have been varied by agreement between the 
members of a partnership, either in writing, or verbally, or inferred 
from the practice of the firm. Eurther, the Act of 1890 expressly 
declares that the rules of equity and common law applicable to 
partnership shall continue m force unless they are inconsistent 
with the provisions of the Act. 

Definition of Partnership. — ^The Act of 1890 defines partnersfiip 
as “ the relation which subsists between persons carrying on a 
business in common with a view of profit” (S. 1, ss. 1). With 
the object of emphasising the two basic prmciples of partnership 
relations, viz. agency and mutual agreement. Sir Frederick Pollock, 
the learned authority who drafted the Act of 1890, extends the 

BU 
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above definition as follows . “ Partnership is the relation which 
subsists between persona who have agreed to share the profits of 
a business carried on by all or any of them on behalf of all of 
them.” Neither of these definitions is free from criticism, but 
probably a comprehensive definition is out of reach. 

What Constitutes Partnership. — ^Wide as the statutory definition 
of partnership quoted above may appear to be, it is sometimes 
difficult to decide whether, in a given set of circumstances, partner- 
ship relations actually exist. There bemg no statutory definition 
of the term “ partner,” certam tests must be applied to determme 
whether a person is or is not a partner. It would seem that three 
conditions are necessary in order to establish the fact of partner- 
ship There must be (a) an actual business carried on with a 
view of profit , (b) mutual agreement between the persons carrying 
on the business ; (c) agency relationslup between such persons 
In other words, there must have been created, from the point of 
view of outsiders, mutual agreement to carry on a business with 
a view of profit, and agency relations between the persons carrying 
it on. If these conditions obtam, a contract, actual or constructive, 
must exist between them. The contract may be for a definite or 
an indefinite period. It may be verbal {Parole Agreement), or 
under hand {Partnership Articles), or mider deed {Partnership 
Deed), or it may be partly in one form and partly m another, or 
there may be no other evidence of its existence than can be inferred 
from the conduct of the piarties. With regard to partnership agree- 
ments for more than a year, the Statute of Frauds (29 Car. 2, o. 3), 
S. 4, provides that they cannot be enforced unless either {a) they 
are in writing, or (6) there has been part performance. 

Perhaps, after all, the crucial test of partnersliip is supplied 
by the answer to the question what was the real intention of the 
parties {Gox v. Eiohman, 8 H.L.C. 268). 

The joint ownership) or tenancy in common of property does 
not of itself create a partnership, whether the owners or tenants 
do or do not share any profits made by the use thereof. The 
sharing of gross returns does not of itself create a partnership, 
whether the persons so sharing have or have not a joint or common 
right or interest in the property whence the returns are derived. 
The receipt of a share of the profits of a business is prima facie 
evidence that the person so sharing is a partner in the business ; 
but receiving such a share, or a payment contingent on or varying 
with the profits of the business, does not of itself make him a 
partner. Thus, the receipt by mstalments of the amount of a 
liquidated debt, i.e. a debt the amount of which has been ascer- 
tained and agreed, out of the future profits of a business does not 
of itself make the receiver a partner. Neither of itself docs receipt 
of a share of the profits of a busmess by a servant or agent in 
whole or part payment for services rendered , or the receipt of a 
share of the profits by the widow or child of a deceased partner 
in lieu of an annuity ; or the receipt by a lender at a rate of interest 
varying with the profits, or of a share in the profits in lieu of interest 
(provided there be a contract in writing signed by or on behalf 
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of the parties thereto) ; or the receipt of a share of the profits 
of a business by a person in consideration of the sale by him of the 
goodwill of the business But where money is lent, or goodwill 
is sold as above, the claims of the lender or seller are deferred, 
should the borrower or buyer become bankrupt, until the ordmary 
creditors have been satisfied (SS 2 and 3). 

The Krm Name. — ^Persons who have entered into partnership 
relations are collectively known as a Firm. The name they trade 
under is known as the Firm name (S. 4). The partners may sue 
and be sued in the firm name, but the firm has not in England 
(as it has in Scotland) a legal existence as a corporate body distinct 
from the individuals who compose it. The firm name need not, 
and frequently does not, contain the name of any actual member 
of the &m. Partners may sue in the name of the firm, but on 
demand by the defendant must state the names and addresses 
of the partners. An order can also be obtained in an action 
requiring the defendant firm to disclose the names and addresses 
of its members. But these provisions are not of much importance 
since the passing of the Registration of Business Names Act, 1916. 
Writs may be served on any one of the partners of a firm, or, at 
the principal place of business within the jurisdiction, upon any 
person having control or management of the businss there. 

Registration of Business Names Act, 1916. — Under this Act, 
every firm having a place of business in the United Kingdom 
and carrying on business vmder a name which does not consist 
of the true surnames of all partners who are individuals, and the 
corporate names of all partners who are corporations, without 
any addition other than the true Christian name of individual 
partners or initials of such Christian names ; and every individual 
having a place of business in the United Kingdom and carrying 
on business under a business name which does not consist of his 
true surname without any addition other than his true Christian 
names or the initials thereof ; and every individual or firm having 
a place of business in the United Kingdom who, or a member of 
which, has either before or after the passing of this Act changed 
his name, except m the case of a woman in consequence of marriage, 
shall be registered in the manner directed by this Act. Registration 
is to be effected with the Registrar of Business Names in London 
or Edinburgh, as the case may require. 

Particulars to be Registered. — ^The particulars to be registered 
are the business name, the nature and place of the business, the 
Christian name and surname, and any former Christian name or 
surname, nationality (and, where there has been a change of 
nationality, the nationality of origin), the residence and occupation 
of each partner. It is thoughtfully provided that the “ Christian ” 
name is to include any forename. The penalties in default are 
very serious. Not only is there a liability to fine, but there is 
the tremendous penalty of being unable to enforce contracts. 
“ The rights of that defaulter under or arising out of any contract 
made or entered into by or on behalf of such defaulter in relation 
to the business . . . after he is in default shall not be enforceable 
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by action or other legal proceeding,” There is power for the Court 
to relieve the defaulter from the consequences of default, but 
failing such relief (upon granting which the Court may impose 
any conditions it thinks fit) the firm cannot recover upon any 
contract, i.e. they cannot obtain the price of goods sold, or payment 
for work done, or commission earned 

In addition to registration, the firm must, in all trade cata- 
logues, trade circulars, show-cards, and business letters, mention 
in legible characters the present Christian name or initials and 
present surname, and any former Christian name or surname of 
each partner, and his nationality if not British, and if there has 
been a change of nationality, then the nationality of origin. The 
penalty in this case, however, is merely a fine. 

Partnership Contrasted with Company. — By Section 358 of 
The Gompanies Act, 1929, no partnership consisting of more than 
ten persons shall be formed for the purpose of carrymg on the 
business of banking, and by S. 367 no partnership consisting of more 
than twenty persons shall be formed for the purpose of carrying 
on any other business that has for its object the acquisition of 
gain unless it be registered as a company. Section (1), ss. (2) of 
The Partnership Act, 1890, expressly excludes from the Act all 
companies or associations whether registered under the Companies 
Acts, or incorporated by Special Acts, Letters Patent, or Eoyal 
Charter, or subject to the jurisdiction of the Stannaries. Con- 
sideration of the essential difference between the constitution 
and character of a company and that of a private partnership will 
suggest sufficient reason for the legal distinction A company is 
controlled and directed by a few directors as representing the 
members, who, for the most part, are strangers to one another ; 
whereas it is the essence of a partnership that good faith and 
mutual confidence and trust should exist between the members. 
If the student will bear this difference in mind, he will more readily 
appreciate the wide powers and responsibilities attached by the 
statute to the partners in a private firm as compared with those 
appertaining to the members of a company. The student will 
also be wise to keep continually in mind the fact that the rela- 
tionship of partners is one of contract, based upon mutual con- 
fidence and trust, and that, consequently, any particular customs 
which may be set up by a firm may become binding upon the 
partners, although such customs may not be in harmony with 
the regulations of the Partnership Act (S. 19). Indeed, partners 
may, by agreement amongst themselves, expressly vary or exclude 
the provisions of the Partnership Act. But they cannot, of course, 
deprive third parties of their statutory rights. Broadly speaking, 
the Partnership Act only apphes in the absence of a partnership 
agreement, or where the agreement is silent 

Other Partnership Restrictions. — Apart from the exceptions 
mentioned above, there are few hmitations imposed upon persons 
desirous of entering into partnership relations. A married woman 
may be a partner, and the income from her separate estate, even 
though it be restrained from anticipation, may, by order of the 
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Court on tlie application of the Trustee in Bankruptcy, be partially 
or wholly set aside for the benefit of the creditors of the firm. 
An infant may be a partner, but his liability as a partner is con- 
ditioned by the fact that he cannot bind himself by contract 
except for personal necessaries. If ho continues a partner after 
he attains twenty-one he becomes equally liable with his co- 
partners, except for debts contracted during his infancy. A 
convict is incapable of entering into a contract. So also is a 
lunatic, except in a proved lucid interval. 

Status and Powers of Partners.’— Under the Partnership Act, 
every partner is an agent of the firm (S. 6). In fact, every partner 
fills the dual r61e of both agent and prmeipal. As agent, a partner’s 
acts are binding upon his co-partners, and as principal his co- 
partner’s acts are binding upon him, provided that the acts com- 
mitted be either withm the ordinary scope of the firm’s business, 
or committed with the authority of all the other partners. Thus 
a partner in a drapery firm who buys linen without the authority 
of his co-partners nevertheless binds the firm, since to buy linen 
is within the ordinary scope of a draper’s business. But if, without 
the authority of his co-partners, he were to buy a railway engine 
in the firm’s name, he would not bind the firm, since the buying 
of railway engines is without the ordinary scope of a draper’s 
business. He would, however, bind the fom if his co-partners 
had authorised the buying of the railway engine. Purther, if the 
third party did not know or believe the person with whom he is 
dealing to be a partner then in no case would the firm be bound 
(S. 6). But the personal liability of a partner acting without 
authority, or outside the ordinary scope of the business, remains 
unaffected by these considerations (S. 7). 

“ Ordinary Scope of the Business .” — ^It is not easy in all cases 
to define what is within the ordinary scope of the business. But, 
speaking generally, a partner in a tradmg firm may (a) sell the 
goods and chattels of the firm ; (6) purchase goods appertaining 
to the usual busmess of the firm ; (c) collect the debts of the firm 
and give receipts; and (d) engage servants necessary for the 
conduct of the business. In a trading partnership a partner may 
(c) draw, endorse, and discount bills of exchange and other negotiable 
instruments ; {/) borrow money on the firm’s credit ; (g) pledge 
the goods of the firm ; and (h) mortgage the property of the 
firm. A partner may not, however, unless specially authorised 
by the other partners, pledge the credit of the firm for his 
private purposes, or for a purpose not connected with the firm’s 
ordinary course of business (S. 7). A partner has no implied 
authority to bind the firm by deed, or give a guarantee in the 
name of the firm, or bind the firm by a submission to arbitration. 
A trading partnership is one which mvolves the purchase and 
sale of goods. A firm of auctioneers is not such a partnership, 
neither is a firm of solicitors. Hence a partner in such firms does 
not bind the firm if, without the authority of his co-partners, ho 
accepts a bill of exchange in the firm name. If partners agree 
between themselves that the powers of one or more of them shall 
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be restricted in any direction, notice of the fact must be given 
if outside creditors are to be bound by the agreement. No act 
done by a partner so restricted in contravention of the agreement 
is binding on the firm in the case of any person who has notace 
of the agreement (S. 8). 

LiabiMy of Partners. — A partner’s fiability is joint with that 
of his co-partners for all debts and obligations of the firm incurred 
while he is a partner. (In Scotland a partner is both jointly and 
severally liable.) In addition, the estate of a deceased partner 
is severally liable for the debts*and obligations of the firm incurred 
while he was a partner, but subject in England and Ireland to the 
prior payment of his private debts (S. 9). A joint liability is not 
individual but collective ; it is the liability of all the partners 
together. Each partner is liable for all the debts contracted by 
the firm from the moment when he became a partner and all the 
time he continues to be a partner. The proper course for an 
unpaid creditor is to sue the firm. Judgment against the firm 
gives the creditor power to enforce the judgment not only against 
the partnership property, but also against the private estates of 
the partners. Every partner is liable to his last penny for the 
debts of the firm. But if a creditor sues some, but not all, of 
the partners, and obtains judgment against them, those not gued 
are discharged from liability, oven though the judgment remains 
unsatisfied {Kendall v. Hamilton, [1897] 4 App. Gas. 504). 

Every partner is jointly and severally liable for the torts, i.e. 
wrongful acts, of his oo-partners (SS. 10 and 11). But in order 
to render the firm liable the wrongful act must have been com- 
mitted by a partner while he was acting with the apparent authority 
of his oo-partners, or within the ordinary scope of the business. 
Thus, in Haml/yn v. Houston, [1903] 1 K.B. 81, a firm was held liable 
in damages for the act of a partner who used the firm’s money 
to bribe the clerk of a rival firm to disclose valuable information, 
and thus secured in a wrongful way what it was within the ordinary 
course of the firm’s business to obtain lawfully. 

A partner who receives and misapplies the money or property 
of third parties renders his co-partners jointly and severally liable 
for the tort, if he was acting within the scope of his apparent 
authority ; and if a firm in the course of its busmess receives the 
money or property of a third party, and it is misapplied by one 
or more of the partners while it is in the custody of the firm, all 
the partners are jointly and severally hable (S. 11). 

A partner, being a trustee, who improperly employs trust 
money in the partnership business, does not thereby render his 
oo-partners liable to the beneficiaries of the trust, but only such 
of them as can be shown to have had notice of the breach of trust, 
i.e. such of them as were actually aware of the fact, or, but for 
wilful abstention from inquiry or gross negligence, would have 
become aware of the fact. But such misapplied trust moneys may 
be followed and recovered from the firm (S 13), 

It is not essential that a partner should be an active 'partner 
in order to incur partnership liabilities. A sleeping, sileni, or dormant 
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partner is equally liable. But a limited partner, as is explained 
later (see p. 657), incurs no liability beyond the amount of the 
capital he has contributed or agreed to contribute to the partner- 
ship funds. Broadly speaking, the general partner can bind the 
firm in any dealings with the outside world, if such dealings are 
within the ordinary scope of the partnership busmess, or within 
the authority committed to him ; but a limited partner has no 
power to bind his co-partners or to take any part in the manage- 
ment of the business. If he does ^interfere in the management, 
he thereby makes himself liable as a general partner so long as 
the interference continues. 

Holding Out. — person may become liable as a partner in a 
firm by holding himself out as such, i.e. by representing himself, 
or suffering himself to be represented, either by words or by 
conduct, as a partner. Such quasi-partners are estopped, i.e. 
precluded by law, from denying liability to those who have given 
the firm credit on the strength of such holding-out and in the 
genuine belief that the ostensible partner was in fact a partner. 
The holding-out must be conscious and intentional. The use of 
a man’s name without his knowledge does not, of course, make 
him liable, and the continuance of a deceased partner’s name as 
part of the firm’s name does not of itself render his executors 
liable for the debts of the firm contracted after his death (S 14). 
A retiring partner may render himself liable for the debts of the 
firm contracted subsequent to his rethement, unless ho has by 
advertisement in the London Gazette, and by specific notice to the 
usual creditors of the firm, given notice of his retirement. But in 
the case of a dormant partner, i.e. one unknown to those giving 
credit to the firm, notice of retirement would not appear to be 
necessary to relieve him of liability for subsequent debts (S. 36). 

Novation. — A partner newly admitted to an existing firm does 
not thereby become liable to the creditors of the firm for debts 
contracted before he was admitted a partner. Neither does a 
retiring partner cease to be liable for debts contracted by the 
firm prior to his retirement (S. 17, ss. 1, 2). In order to release 
a retiring partner from liability for debts incurred prior to his 
retirement, and thus to fix the incoming partner with liability 
for those debts, there must be an agreement to that effect between 
the retiring partner, the firm as newly constituted, and the creditors. 
Such an agreement may be express, or it may bo inferred as a fact 
from the course of dealing between the creditors and the firm as 
newly constituted. This substitution of liability is termed novation, 
and is not confined to partnership affairs. It is sometimes difficult 
to decide in a particular case whether novation has been established. 
The creditors’ assent to the substitution of one debtor for another 
is essential. No mere agreement between the old partners and 
the incoming partner that the outgoing partner shall be released 
has any validity so far as creditors are concerned without their 
assent. If that were so, a debtor could always avoid liability by 
assigning the burden of his debt to a pauper and so defraud his 
creditor. A firm is competent to make it a condition of trade 
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that creditors shall look only to the members of the firm for the 
time being. It is competent to do so, but it might be diflicull. 
for the firm to obtain credit on such terms. 

Revocation of Continuing Guarantee.-— A continuing guaranty 
given either to a firm or to a thii’d person in respect of the trans- 
actions of a firm is, in the absence of agreement to the contrary, 
revoked as to future transactions by any change in the constitution 
of the firm to which, or of the fii-m in respect of the transactions 
of which, the guaranty was given (S. 18) Thus, e g. where a 
continuing guarantee is given by a third party to a firm’s bankers 
to secure repayment of the final balance of an overdraft granted 
to the firm, and one or more of the partners die or retire, or 
one or more new partners are admitted to the firm, the guarantee 
comes to an end. In any of the events enumerated the bankers 
would rule off the current account of the firm, and obtain a renewal 
of the guarantee in respect of the newly constituted firm, or, 
failing renewal, would press the guarantor for the final balance. 
In the event of the fli'm’s bankruptcy, immediate recourse would 
be had to the guarantor. Similarly, a continuing guarantee 
given by, instead of on behalf of, a firm would come to an end 
in the event of any change in the firm’s constitution. 

Power to Vary Partnership Terms. — ^Partners may vary the 
terms of partnership at any time by mutual consent, whether 
the terms are laid down by agreement between them or by the 
Partnership Act, and such consent may be either express or inferred 
from a course of dealing (S. 19). Thus, where over a term of years 
the partnership property is periodically valued and the partnership 
accounts are made up consistently with the practice of the firm, 
that practice becomes binding upon the partners, even though it 
may conflict with the Articles of Partnership or with the Act. 

The practice of debiting bad debts as and when they are 
ascertamed to be bad to the current Profit and Loss Account 
protects a retiring, or the executors of a deceased partner from 
the reopening of past accounts for the purpose of adjusting debts 
discovered to be bad after the partner’s retirement or death. 

Partnership Property. — ^All partnership property, whether 
originally brought into the partnership stock, or subsequently 
acquired by purchase or otherwise on account of the firm, or for 
the purposes and in the course of the partnership business, must 
be held and applied by the partners exclusively for the purposes 
of the partnership and in accordance with the partnership agree- 
ment (8. 20). Unless the contrary intention appears, property 
bought with money belonging to the firm is deemed to have been 
bought on account of the firm (S 21). 

fiiterests and Duties of Partners.— Unless there be an agreement 
either express or implied to the contrary, then (S. 24) provides 
that ; — 

(1) All the partners are entitled to share equally in' the capital and 
profits of the business, and must contribute equally towards the losses, 
■whether of capital or otherwise, sustained by the firm. 

(2) The firm must indemnify every partner in respect of payments 
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made and personal liabilities incurred by him (a) in the ordinary and 
proper condnct of the business of the firm ; (6) in or about anything 
necessarily done for the preservation of the business or property of the 
firm. 

(3) A partner is entitled to interest at S % per annum on any actual 
payment or advance he may moke beyond the amount of capital which 
he has agreed to subscribe as from the date of the payment or advance. 

(4) A partner is not entitled, before the ascertainment of profits, to 
interest on capital subscribod by him. 

(6) Every partner may take part in the management of tjie partnership 
business. 

(6) No partner shall be entitled to remuneration for acting in the 
partnership business. 

(7) No person may be introduced as a partner without the consent 
of all existing partners. 

(8) Any difference arising as to ordinary matters connected with the 
partnership may be decided by a majority of the partners, but no change 
may be made m the natmie of the partnership business without the consent 
of all existing partners 

(9) The partnership books are to be kept at the place of business of 
the partnership (or the pnnoipal place, if there is more than one), and 
every partner may, when he thinks fit, have access to and inspect and copy 
any of them. 

The fact that the above are statutory regulations which apply 
whero there is no partnership agreement, or, if there be a partner- 
ship agreement, where the agreement does not expressly vary 
or exclude them, shows how necessary a carefully drawn partner- 
ship agreement usually is. Clearly, the law can lay doAvn only 
general rules in these matters, and leave it to the parties to meet 
particular circumstances by special contract. Some of the above 
provisions find a place in most partnership agreements, for they 
are obviously right and proper, and conduce to that personal 
confidence between partners which is the foundation stone of 
partnership. And it is conceivable that there are circumstances 
when the application of the regulations as a whole would be 
perfectly equitable. It is probable, however, that few partnerships 
exist where the partners’ capitals are equal in amount and the 
division of profits and losses is exactly equal As a general rule, 
the relative shares of the partners in a firm are expressly settled 
in the partnership agreement. 

Subsection (4), which deprives partners of any interest on 
capital, is unjust in cases where the capital of the partners is 
unequal in amount and the degree of skill which they bring or 
the time which they devote to the business is the same. So, too, 
is ss. (6), that no partner is entitled to remuneration for acting 
in the partnership business in cases where the degree of skill 
possessed by the partner, or his power to bring busmess, or the 
time which he devotes to the partnership affairs greatly exceeds 
that of the other partners, and those others have not redressed 
the inequality by larger contributions to the partnership funds. 
The regulation, ss (5), that all the partners are entitled to take 
part in the mapagement, might conceivably spell disaster in cases 
where a partner contributes capital only and has no knowledge 
of the business and no aptitude for acquirmg it. 

A partner has no power to delegate his right to take part in 
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the management. A partner’s right to be indemnified by the 
firm for his partnership acts and expenditure [ss. (2)] is an extension 
of the ordinary principles of the law of agency. A^en differences 
arise in ordinary partnership matters [ss. (8)], all the partners must 
be consulted, although a majority of them may decide. The 
majority must exorcise their power in good faith and for the benefit 
of the firm as a whole. A majority of partners cannot expel one 
of their number, unless by express agreement they have power 
so to do (S. 25) With regard to ss. (9), a partner may employ 
an agent to examine the books on his behalf, provided the other 
partners have no reasonable ground for objecting to the particular 
person employed. But the agent must not use the information 
so obtained for any other purpose than that of confidentially 
advising his prmeipal {Sevan v. Webb, [1901] 2 Ch. 59). Thus 
the members of a trade union may employ an accountant to 
inspect the books and accounts of the society, the accountant 
undertakmg that the information shall be used only to inform his 
clients of the result of the inspection {Norey v. Keep, [1909] 

1 Ch. 561). 

In addition to the fact that partners are entitled to 6 % interest 
on moneys contributed by way of loan (ss. 3), it should be remem- 
bered that they are entitled to repayment of such loans in 
priority to ordinary capital, provided that all the outside liabilities 
of the firm have been met (S. 44). No partner can introduce 
another in substitution for himself unless there is agreement to 
that effect. Such an agreement is sometimes found in order to 
secure the succession of a son or brother. A partner may assign 
or mortgage his interest in the partnership, but the assignee can 
take no active part in the business of the firm, his right being 
confined to receiving the share of profits to which the assignor 
is entitled, or, on the dissolution of the firm, the share of the 
partnership assets (S. 31). Where one partner assigns his interest 
in the partnership to the extent that he deprives himself of all 
substantial interest in the firm, that may be ground entitliug the 
other partners to a dissolution of the partnerslup. 

Partnership at Will. — ^Where no fixed term has been agreed 
upon for the duration of the partnership, any partner may deter- 
mine the partnership at any time on giving notice of his intention 
so to do to all the other partners. Where the partnership was 
originally constituted by deed, a notice in writing signed by the 
partner giving it is sufficient for this purpose [i.e. it is not necessary 
to give notice by deed] (S. 26). 

Where a partnership entered into for a fixed term is continued 
after the term has expired and without any express new agreement, 
the rights and duties of the partners remain the same as they 
were at the expiration of the term, so far as is consistent with 
the incidents of a partnership at will (S. 27). 

Undisclosed Profits. — Partners are bound to render true accounts 
and full information of all things affecting the partnership to any 
partner or his legal representatives. Every partner must account 
to the firm for any benefit derived by him without the consent 
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of the other partners from any transaction concerning the part- 
nership, or from any use by him of the partnership property, 
name, or business connection If a partner, without the consent 
of the other partners, carries on any business of the same nature 
as and competing wifi that of the firm, he must account for and 
pay over to the firm all profits made by him in that business 
(SS. 28-30). 

Dissolution of Partnership. — Sections 32-35 enact that subject 
to any agreement between the partners, a partnership is dissolved : — 

(а) If entered into for a fixed term, by the expiration of that 
term (effluxion of time). 

[We have already seen that when a partnersliip is entered into for a 
fixed term, and continued without a fresh agreement after the expiration 
of the term, it becomes a “ partnership at will.”] 

(б) If entered into for a single adventure or undertaking, 
by the termmation of that adventure or undertaking. 

(c) If entered into for an undefined time, by any partner 
giving notice to the other or others of his intention to dissolve 
the partnership. In this case the dissolution dates from the 
day mentioned in the notice, or, if no day is mentioned, from 
the date of the communication of the notice 

(d) By the death or bankruptcy of any partner. 

(e) If a partner suffers his share of the partnership property 
to be charged under this Act for his separate debt, the part- 
nership may be dissolved at the option of the other partners. 

[By S. 23, no writ of execution will issue against partnership property 
except on a judgment against the firm. A creditor who has obtained 
judgment against a partner for his separate debt may apply to the High 
Court, or the Chancery Court of the County Palatine of Lancaster, or a 
County Court for an order charging the partner’s interest in the partner- 
ship property and profits, and the Court may by the same or a subsequent 
order appoint a receiver of the partner’s share. When such an event takes 
place, the other partners, by (e) above, may at their option dissolve the 
partnership. 

This was one of the chief alterations in the law effected by the Partnership 
Act, 1800.] 

(/) By the happening oi any event which makes it unlawful 
for the busmess to be carried on, or for the members of the firm 
to carry it on m partnership. 

[Thus a partnership consisting of more than twenty persons (or, in 
banking, of ten) is illegal. A solicitor may not enter into partnership with 
an unqualified person. The profession of barrister may not be exercised 
in partnership. On the outbreak of war, partnership with an alien enemy, 
or with a person residing or trading in an enemy country, becomes illegal, 
and such a partnership is dissolved. A partnership may not be earned 
on for a omniual or illegal purpose, such, e.g., as smuggling or the conduct 
of a lottery.] 

On application by a partner, the Court may decree a dissolution 
of the partnership in any of the followmg cases . — 

(gr) When a partner is found lunatic by inquisition [i.e after 
an inquiry directed by the Judge in lunacy as to whether a 
person is of unsound mind and incapable of managing his own 
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affairs], or is shown to be of permanently unsound mind. The 
lunatic himself, through his committee, or next friend, may 
apply to the Court for a dissolution. 

(A) When a partner, other than the partner suing, becomes 
in any other way permanently incapable of performing his part 
of the partnership contract. 

(i) Wien a partner, other than the one suing, has been guilty 
of such conduct as, in the opinion of the Court, is calculated 
prejudicially to afiect the carrying on of the business. 

(j) When a partner, other than the one suing, wilfully or 
persistently commits a breach of the partnership agreement, 
or conducts himself in such a way that it is not reasonably 
practicable for the other partner or partners to carry on the 
business in partnership with him. 

[Mere rudeness or petty quarrels afford no ground for an application 
for dissolution, but continued quarrels resulting in such a state of animosity 
as precludes all hope of reoonoihation would entitle an application to be 
made.] 

(/(!) When the business can only be carried on at a loss. 

(1) Whenever circumstances have arisen which in the opinion 
of the Court render it just and equitable that the partnership 
should be dissolved. 

On the dissolution of a partnership, or retirement of a partner, 
any partner may publicly notify the same (S. 37) After the 
dissolution, the authority, rights, and 'obligations of the partners 
continue, but only so far as is necessary to wind up the business 
of the firm. In no case, however, is the firm bound by the acts 
of a partner who has become bankrupt (R. 38). When a partner- 
ship is dissolved, every partner is entitled to have the partnership 
property applied m payment of the debts of the firm, and to have 
the surplus assets applied in payment of the amounts due to the 
partners, and any partner, or his representatives, may ajiply to 
the Court for an order to that effect on the termmation of the 
partnership (S. 39). 

If a partner has been admitted to partnership for a fixed term 
upon the payment of a premium, and the partnership is dissolved 
before the expiration of the term, otherwise than by the death 
"or misconduct of the partner paymg the premium, the Court may 
order the repayment of such portion of the premium as it may 
deem just in the circumstances (S. 40). The repayment will, as 
a general rule, be based upon the proportion which the unexpired 
term of the partnership bears to the full term fixed by the agree- 
ment {Atwood V. Maude (1868), LR. 3 Oh. 369). 

Groodwill, — ^No special mention is made in the Act with regard 
to the disposal of goodwill in the event of dissolution. The case 
law rules, however, would appear to decide that, in the absence 
of an agreement to the contrary, a partner has the right to insist 
upon the sale of the goodwill for the benefit of all the partners {In 
re David and Matthews, [1899] 1 Ch 378). When the goodwill of 
a partnership is sold, the former partners are not thereby debarred 
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from carrying on a siimlar business, unless there is an agreement 
between the purchasers and the vendors to the contrary A 
partner must not, however, use the old partnership name, which 
is the property of the purchaser of the goodwill, nor may he hold 
himself out as a successor to the firm or canvass the old customers, 
even though it appears the old customers may have voluntarily 
resorted to him. The value of the goodwill is divisible amongst 
the partners upon the same basis as they share profits and losses. 

Sharing Profits after Dissolution. — ^Where any member of a 
firm has died or otherwise ceased to be a partner, and the business 
is continued by the remaining partners without a final settlement 
of accounts between the firm and the outgoing partner, or his 
estafe, the outgoing partner or his estate is entitled to claim at 
the ojition of himself or his representatives either such share of 
any profits made since the dissolution by the use of the capital 
of the outgoing or deceased partner, as the Court may determine, 
or interest at 5 % per annum upon such capital (8 42). Wliere 
there is a formal partnership agreement, there is usually a provision 
entitling, and sometimes requiring, the continuing partners to 
purchase the share of an outgoing or deceased partner on specified 
terms. The agreement may, e.g , specify that the aoconnts are to 
be prepared upon June 30th or December 31st next following a 
partner’s death or retirement, and the capital and share of profits 
due to such partner as shown by the accounts are to be paid out in 
a given number of equal quarterly or half-yearly instalments. In 
other oases, the partner’s share of profits for the broken period are 
based, by agreement, on the average of the past three years. Or 
again, it may be agreed that the amount to be paid out is to consist 
of the balance standing to the credit of the partner’s capital account 
at the date of the last accounts, plus interest at an agreed rate 
to the date of death or retirement. A speoifio agreement on this 
point avoids the trouble and inconvenienee of taking stock and 
preparing accounts for a broken period. 

As the student is aware, the Balance Sheet of a firm should 
show the amoimt due by the firm to each of the partners. The 
amount so shown is a simple contract debt, which, apart from 
special agreement, accrues due at the death or retirement of a 
partner, or upon the dissolution of a firm, and is subject to the 
Statute of Limitations. 

Eules for Dissolution Accounts. — Section 44 enacts that, when 
accounts are being settled between partners upon a dissolution, 
the following rules are to be observed : — 

(a) Losses, including losses of capibnl, are to be payable first out of 
profits, next out of capital, and finally, if necessary, by the partners 
individually m the same proportions in which they are ontitlad to share 
profits. 

(b) The assets of the firm, including any sums contributed as per 
Clause (a), are to be applied : — 

(1) In paying the outside liabilities of the firm. 

(2) In repayment to each partner rateably of advances as distln- 
guished from capital. 
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(3) In repayment to each partner rateably of capital due to him 
from tho firm. 

(4) Tho residue, if any, is to be divided in tho proportion in which 
profits aro shared. 

With the exception of (1) above, which deals with the rights 
of third parties, these rules may be modified by the Articles of 
Partni'rship. In the event of a deficiency of funds to meet liabilities 
for partnership loans or capital, the partners must abate rateably. 

In the event of the bankruptcy of a partnership, the assets of 
the firm are applied as joint estate in discharge of the partnership 
debts, and the separate assets of each partner aro applied as 
separate estate in discharge of his private debts The separate 
creditors of a partner cannot prove in competition with the creditors 
of the firm. If there is a surplus of the sejiarate estates, it is 
treated as part of the joint estate. If there is a surplus of the 
joint estate, it is treated as jiart of tho respective separate estates 
in proportion to the right and interest of each partner m the joint 
estate {Bankruptcy Act, 1914, S. 3.S, ss. 6). But there are some 
exceptions to this general ride 

Partnership Agi’eements. — As we have seen, it is not imperative 
that partners should enter into a formal agreement, but it is 
exceptional in those days for a partnership btismess to be carriod 
on without the existence of a partnerslup deed The contents of 
those agreements naturally vary in accordance with the circum- 
stances and requirements of each particular case. The following 
matters are usually enumerated in such deeds : — 

(1) Tho names and addresses of the partners and the style of tho firm. 

(2) A statement of tho duration of tho partnership. A statement 
that the death or banlcruptcy of individual partners does not dissolve 
tho partnership as between the remainder. 

(3) The conditions upon which tho partneiship may be terminated. 
The length of notice to bo given, otc. 

(4) The nature of tho business and tho locality in which it is to be 
carried on. 

(6) The extent to which tho various partneis are to apply their time 
to tho partnerehip atfaiis. Permission for paitners to engage in other 
affana, such as tho aooeptanoo of direetoisliips m limited oompames, etc. 
The salaiies, if any, to be paid to pailuailar partners. 

(0) Tho banlcing arrangements of tho firm. The powers of the various 
partners as to signing cheques, accoptmg bills, etc. 

(7) Tho capital of the firm, fixed ov otherwise, tho propoiiions in 
which it IS to be provided, and the inteiest to bo allowed thereon. The 
drawings of the partners, how they are to be limited, tho interest (if any) 
to be charged theieon, and how they are to bo treated in the books, i.o. as 
separate Capital and Current Accounts, and whether mtorcst is to be 
allowed on tho balances of ourient accoimls. A statement that every 
partner is to refund any sums he may overdraw. Whether any drawings 
m advance of profits aro to be allowed, and, if so, a statomont of the 
amounts of such drawings. 

(8) The proportion m which profits or losses — including capital piofits 
or losses — are to be shnied. 

(9) A etatemont that proper books and aeeouiils aie to bo kept. Tho 
dates upon which accmiuts are to be piopaied. Whore the books are 
to bo kept. Tho power of all partners to inspect and copy them, t'ro- 
vision for the audit of the accounts A statomont tliat the partners shall 
be bound by the accounts when signed, Mutli power to rectify any manifest 
errors subsequently discovered within a leasonable time. 
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(10) Provision, for the preparation of a statement upon the death of 
a partner, and the terros upon which the surviving partners are to pay 
out or purchase his share. The period allowed for such payment out 
or purchase The method of assessing the value of the goodwill when 
arriving at a partner’s shore in the event of his retirement or decease. 
The method of treating the proceeds of, and the premiums upon, survivor- 
ship policies (if any) 

The share of a deceased partner m the goodwill is not infrequently 
based upon the share of profits which would have fallen to him in a 
given period had he lived. In other cases it takes the form of a fixed 
annuity to his representatives for a given term of years, or the amount 
payable to them is based upon the deceased partner’s share of the 
average profits of a given period. Sometimes an agreed figure is named 
in the deed, or, again, the matter is left to arbitration 

(11) The terms upon which partners may retiro before the expiration 
of the agreement. A provision that if they so retire they are not to 
compete m tho same trade with the firm within a certain radius 

(12) A statement, if considoied advisable, as to the limitations to bo 
placed upon tho powers of any, or all, of the partners, such os lending 
the film’s money, entenng into bonds, accepting directorships of limited 
companies, assigning interest in the partnership, entering into contracts 
in excess of a stipmated sum, and so on. 

(13) Provision for dissolution in certain events, such as the insolvency 
of a partner. Special regulations, if any are desired, as to the application 
of the partnership funds and assets in the event of a dissolution. 

(14) The power of all partners to advertise tho due notice of dissolution 
of the firm. 

(16) Power to expel members in certain events. Such power must be 
express and not implied. In the absence of special powers in the Articles, 
a partner cannot be expelled, though he can be got rid of by means of a 
dissolution 

(16) Disputes to be referred to arbitration, 
n the arbitration clause takes the form of a general submission 
of all matiera in dispute, the powers of the arbitrator would cover such 
questions as the dissolution of the partnership, the apportionment of 
the assets, the limitation of the powers of certain partners in carrying 
on a similar business, and other important matters of a like nature. 

Audit. — ^Partnership firms are not under any statutory obligation 
to have their acooimts audited. This is a matter which is regulated 
by the partnership deed or by mutual agreement among the 
partners. It is unnecessary to add that audit is always advisable. 
The Income Tax Authorities frequently call for properly certified 
accounts. 

Pabtnbbship Aocotfhts. 

First Steps in Preparing Accounts.— In oases where a properly 
prepared agreement is in existence, the first essential is to give 
careful consideration to those clauses which have reference to the 
accounts. The information which such clauses might be expected 
to afford will be : — 

(1) The basis upon which accounts are to be prepared and 
the periods they are to cover. 

(2) The capital which is to be jirovided by the various partners. 

(3) The regulations as to partners’ salaries, withdrawals, 
interest on capital and drawings, etc. 

(4) The proportion m which profits or losses are to be shared. 
(6) Any financial arrangements which come into force upon 

the death or retirement of partners, or the dissolution of the firm. 
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(6) Provisions for arriving at the amount of goodwill in case 
of need. 

(7) Any financial limitations which may attach to one or all 
of the partners. 

If the partnership agreement is silent upon these or similar 
matters affecting the aocoimts, it must be presumed that the 
provisions of the Partnership Act, 1890, apply. We have already 
seen (SS. 28, 29, and 30) that partners are bound to render true 
accounts and full information of all matters affecting the part- 
nership, and that the accounts should embrace all transactions 
connected with, or arising out of, the business of the Sim, since 
no partner is entitled to make personal profits without disclosing 
them, unless express agreement to the contrary exists. 

The period covered by the accounts is of course subject to 
agreement by the partners, and may be varied at any time by 
consent Probably annual accounts are prepared in the great 
majority of oases No special books or systems of book-keeping 
are prescribed by partnership law. These are matters entirely 
Within the discretion of the partners. 

The student will also remember that, in the absence of an 
agreement, (a) partners must share profits and losses equally , 
{!)) they are not entitled to interest on capital or to a partnership 
salary ; and (c) they are entitled to 5 % interest on loans to the 
firm. 

Capital and Current Aocoimts.— It is an advantage in most 
cases to Iceep two distinct accounts for each partner, the one for 
capital and the other for drawings and other current items. The 
general assumption of the Partnership Act is that the capital 
contributed by partners is a fixed amount — variable only as may 
be mutually agreed — and that it should therefore be recorded 
apart from current account transactions. In many cases the 
amount of each partner’s capital is fixed by the agreement. The 
practice of opening fixed capital accounts, and recording all other 
transactions relating to partners in separate current accounts, is 
now ividely adopted and is growing in favour. It is suggested 
that the importance of separating these accounts has been 
emphasised by the ruling in Gamer v. Murray. The Drawings 
Account, or Current Account, should be credited with : (1) The 
partner’s share of profits ; (2) the interest upon his capital ; 
(3) the partnership salary (if any) due to him ; (4) the. interost 
on his loan (if any). The partner’s Current Account should be 
debited with (6) his share of losses ; (6) his withdrawals ; and 
(7) the interest thereon If any charges for goods, petty expenses, 
or similar items accrue against a partner, it is better to open an 
account in his name in the Sales Ledger, and to transfer the 
balance at the close of the year to his current account. 

An example of a partner’s current account in a case where 
interest at the rate of 5 % is charged upon drawings and allowed 
upon capital is given at p. 530. 

Any credit balance shown by the current account represents 
undrawn income, and if, and until, it is withdrawn should bear 
35 
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interest at an agreed rate in order that the rights of the partners 
may be equitably adjusted. Sometimes the rate of interest 
allowed in this respect is lower than that allowed upon the capital 
account. It is probable that, in the absence of agreement, 
partners are not strictly entitled to interest on undrawn profits. 
As a matter of equity, however, the treatment suggested above 
is clearly correct. By agreement, transfers can always be made 
from the current to the capital account of a partner in cases where 
it is desired to increase or decrease the amount of his “ fixed ” 
capital. 

Loan Accounts. — In cases where loans are advanced by partners 
to the firm, it is essential that separate loan accounts should be 
opened. The student will remember that, under the Act of 1890, 
such loans have priority over capital in case of dissolution It is 
customary, however, to credit the interest which has accrued due 
upon loans to the partner’s current account. 

Interest on Capital. — The usual rate of interest charged upon 
drawings and allowed in respect of capital is 6 %. It will be 
obvious to the student that it is necessary to make allowance for 
interest on capital prior to the division of profits m oases where the 
capital contributed by the partners is unequal in amount or 
the profits are shared unequally. In the absence of such allowance, 
the rights of the partners inter se will not be equitably adjusted, 
Even in cases where the capital contributed is fixed in amount, 
and profits are shared pro raia, it is advisable to provide for interest 
in order to ascertain the profit made by the business over and 
above the income which mere investment of the capital might 
produce, although, of course, the ultimate income of each partner 
is not affected by the provision. If a private Journal is kept, 
the interest accrued due at the close of the financial year will be 
journalised. More commonly, however, the necessary entries are 
made by means of direct transfers from the debit of the interest 
on capital account to the credit of the current accounts of the 
various partners. 

The necessity for charging interest upon drawings is particularly 
emphasised in cases where the drawings take place, as they fre- 
quently do, at irregular intervals In cases where drawings of an 
agreed amount are made at fixed periods, there is no particular 
advantage in charging interest. A reference to the specimen 
Current Account given at p. 630 will show that the mtercst charged 
runs from the date of the drawing to the close of the period. 

Partnership Salaries. — ^The payment of a partnership salary 
usually indicates that the salaried partner devotes more time to 
the business of the firm than his co-partners, or brings superior 
technical knowledge to its service. Such salaries are, of course, 
a charge against profits prior to division, and should be credited 
to the current account of the partner entitled thereto, and debited 
to the Profit and Loss Account, preferably as the first item in the 
Appropriation Section 

Losses. — ^In cases where losses occur, they should be debited 
in the agreed proportions to the partners’ current accounts and 
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for the time being the balances of their accounts, if they remain 
in debit, will appear on the asset side of the Balance Sheet of 
the firm. In the absence of direct stipulation to the contrary, the 
partners are under no obligation to make good the shrinkage in 
the capital contributed by them as represented by these losses, except, 
as will be illustrated later on, in cases where such contribution 
is necessary in order to adjust the rights of the partners upon a 
dissolution. Equitably, however, if the current account of any 
partner shows a debit balance, the amount should either bo repaid 
to the firm, or be debited to the relative capital account, or, if 
the overdrawn account is allowed to remain as a debit in the books 
of the firm, interest should be charged upon it at the current rate 
agreed upon. 

In illustration of the various transactions mentioned above 
the Profit and Loss Account and Balance Sheet of a partnership 
are given at pp. 533-4. 

If the capital of the partners in a firm is not fixed in amount, 
the capital account of each partner would appear in the Balance 
Sheet as follows : — 


Capital • — 

Qoorge Roberts : £ £ 

As per last Balance Sheet 3,000 

Share of Profits for the year . ... 062 

Interest on Capital .... 160 

Interest on Loan 100 

4,212 

Leas Drawings £1,000 

Interest thereon 82 

1,032 

3,180 


Goodwill and New Paetnbes. 

The genera! aspect of this asset has been considered atpp. 60 to 67. 
In this place we are only concerned with the proper record of 
goodwill as and when it may occur in partnership accounts. The 
majority of private firms make no attempt to assess the value of 
any goodwill which may attach to their businesses except when 
compelled to do so by the dissolution of the firm, the death of a 
partner, or the admission of a new partner. The basis upon which 
the asset is to be valued in such events has, in most cases, already 
been determmed by the partnership agreement 

The student apparently sometimes finds it difficult to grasp 
the necessity for introducing the element of goodwill into part- 
nership accounts. The difficulty would be removed if it is clearly 
recognised that such events as the death or retirement of an old 
partner, or the admission of a new one, have the effect of creating 
a new firm. It is then necessary to brmg the value of the goodwill 
of the business into account in order that the rights of the old 
and new partners may be equitably adjusted inter se. If A, B, 
and 0 have built up a successful business, and A dies, it would 
obviously be inequitable that B and G should succeed to the whole 
of the goodwill to the exclusion of the representatives of A 'Or 
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assuming that A, B, and 0 decide to admit D into partnership, 
they would naturally demand from the latter some recompense 
for his being admitted to a share in the goodwOl, to which as a 
member of the firm he would be entitled. 

In the majority of cases where goodwill figures in the Balance 
Sheet of a private firm it has originated from the introduction 
of a new partner, or from the reconstruction of the firm upon a new 
basis. 

Jllustraiion. — A B, who owns an established business, admits 0 D into 
partneiship. Profits are to be shared equally. A B’s Balance Sheet is as 
follows. 


The original terms proposed by A B were that £S00 was to be paid 
by the new partner as a premium for admission to the firm, and that a 
further £1,000 in cash was to be provided by him by way of capital The 
resources of C B amounted to £1,000 only. This sum he paid in as capital, 
the premium being satisfied by creating a goodwill account’’' for £1,000 and 
crediting a hke sum to A B’s Capital Account after the admission of 0 D. 
The result of this is that A B receives an immediate benefit at the expense of 
0 D by way of interest on capital, and it wdl be seen that on a dissolution the 
position of each partner would bo the same as if the premium of £500 had 
been paid in cash. The Balance Sheet of the new firm would appear as 
follows 


BALANCE SHEET, 



In cases where a firm consisting of more than one partner 
admits a new partner in oircumstanoes similar to those detailed 
in the above illustration, the amount of the agreed goodwill must 
be credited to the original partners in the same proportion as that 
in which they share profits and losses. 

If, in the above illustration, G D had been in a position to 
pay the premium of £500 in cash, there would have been no 
occasion to open a goodwill account, nor would any record of this 
part of the transaction appear in the books of tho firm. ’ In such 
circumstances the purchase of a share in the business would become 
a private matter between A B and C D, and would not affect the 
books of the firm. ' When the incoming partner has paid the agreed 
premium he has no further concern in, or control of, the amount 
so paid. Premiums of this nature may be said to represent 
compensation paid to the existmg partner for the share of future 
profits surrendered by him to the newcomer. 
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Examination questions, ■when dealing ■with the admission of a 
new partner, not infrequently assume circumstances which include 
the payment by the newcomer of a certain amount into the business 
by way of capital, and the further payment of a given sum in cash 
by way of purchase price for a “share of the goodwill.” The 
employment of these or similar words appears to prove a pitfall 
to many candidates, who proceed to open a goodwill account 
which they debit ■with the amount of the agreed premium. Por 
this reason, and at the risk of labouring the point, it seems ad-visable 
to point out again that the cash paid by way of premium simply 
requires division amongst the existing partners and does not 
necessitate the creation of a goodwill account, nor does it affect 
the books of the firm, unless it is desired to record the dmsion 
of the premium between the old partners on the books of the firm, 
though there is no need to do this as the transaction is a private 
one and calls for ns recognition in the books of the firm. 


Illustration — Robert Rheid and Abel Chatenay, who are equal 
partnera, agree to admit W. A. Richardson into partnership. Richardson 
IS to provide £3,000 as his capital m the business, and is to pay £1,600 
by way of purchase price of a share in the goodwill of the firm. The only 
entiies which need appear are : — 


CASH BOOK. 

(Debit Sidb.) 

To W. a. Richardson Capital £3,000 

LEDGER. 

(Credit Sms.) 

■VV A. Riouaiidson’s CahxaIi Aocotot. 

By Cash £3,000 

The £1,600 paid by way of premium to Rheid and Chatenay would 
be divided by them equally, and need not appear in the bnolcs at all. But 
if it was desired to record the receipt of tlie premium in the books of the 
firm, the Cash Book entry would be : — 


CASH BOOK. ^ 





£ 

s. ( 



£ 

s a, 


Prommni — 


1,000 

0 

0 

„ k Chatenay (half 

750 

0 Q 


It. Hheiil (half) £750| 
A Chatemiy (liiiM)7oO 


1,800 

0 


■■ ■■ 

750 

0 a 


1 

J 

4,500 

z 



1 



The £3,000 would, of course, be posted to the crocht of Richardson’s 
Capital Account, and the £1,600, in equal shares, to the credit of tho 
Capital or Current Accounts of Rheid and Chatenay. The cash payment 
of £750 to each partner would be treated as an ordinary drawing and 
posted accordingly. It the premium money was allowod to remain in 
the business, the entries would be precisely the same, except that the 
cash payment of £750 each to Rheid and Chatenay would not appear. 
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If they so desire, the original partners may, of course, leave 
the premium received from the incoming partner in the business 
by way of further capital In this event the receipt of the cash 
is debited in the Gash Book, from whence it is posted to the credit 
of the capital accounts of the old partners in the proportion in which 
they share profits. 

In some oases the incoming partner stipulates that the amount 
he pays by way of premium shall be left in the business in order 
to increase the available working capital. 

It is important that the student should realise that a new 
firm comes into existence upon the admission of a new partner. 
The old name, books, and business may be continued as before, 
but a new firm has come into being, one of the members of which 
is the new partner, who henceforth possesses equal rights with 
the old partners subject to the partnership agreement and to the 
proportion in which the capital has been contributed. He also 
possesses an equal right to his share in the goodwill, although he 
may have taken no part in its creation. 

Goodwill on Death ob Retieejoint op a Pabtnbe. 

The only remainmg events which call for the establishment 
of a goodwill account in partnership books are the death or 
retirement of a partner. Paced with events of this kind, there is 
no scope for the expression of personal views as to the wisdom 
of introducing the element of goodwill into the partnership 
accounts. The plaui fact must be recognised that a goodwill 
attaches to the business, and that it is an asset which must be 
fairly valued and brought into account upon a dissolution. If the 
continuing partners so desire, they can eliminate the item Goodwill 
after the dissolution by transfer to their capital accounts. But 
that is another mattter. It has already been stated that the 
basis upon which the share of a deceased or retiring partner in 
the goodwill of the fii’m is to be ascertained is usually fixed by 
the partnership deed Upon the happening of the events under 
consideration, it is sometimes the practice to ascertain the goodwill 
of the business on the agreed basis, and to open a goodwill account 
in the books, crediting each partner, including the deceased or 
retiring partner, with his share. The total sum due to the latter, 
including his share of the goodwill, is thus ascertained, and should 
then be paid out to him or his representatives upon the terms 
laid down by the partnership deed. There is no need, however, 
in such circumstances, to open a gOodwiU account. 

Let us assume that A, B, and 0 are in partnership as equal 
partners. B dies. B’s share of the goodwill, based upon three 
years’ average of past profits as provided by the partnership 
agreement, amounts to £1,500. A and C, upon the death of B, 
become sole owners of the whole of the goodwill, including the 
share formerly possessed by B. The simplest plan, therefore, is 
to credit B’s capital account and debit the remaining partners as 
follows : — • 
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JOURNAL. 


To A (Capital Account) 

760 

0 

0 

£ 


,, G (Capital Acconnt) 

Dr. 

„ B (Capital Account) 

Being share ol gooawill due to the representative.^ 
of B, as per terms of the partnership agreement 

750 

0 

0 

1,600 

1 

0 


Upon B’s death, his share of the goodwill is apportionahle „ 
between A and C in the same proportion in which they share profits. 
The transaction takes the form of a purchase of B’s share in the 
goodwill of the business, which will presumably produce cor- 
respondmg benefits. 

SURVIVOKSHIP AsStnEUTOE POMOIES. 


It is a growing practice for partners to take out a joint policy 
of assurance for an agreed sum in order that funds may be available 
when the need arises to pay out a deceased partner’s interest 
without unduly draining the firm of working capital. In such 
oases the annual premiums become a charge against Profit and Loss. 
Upon the death of a partner occurring, the money received from 
the Assurance Company takes the form of an accumulation of 
undivided profits, and must be credited to the partners, including 
the deceased partner, in the same proportion m which profits 
were shared. 


llliisi/ralion . — The firm of Jatnain, Cflark 


follows : — 

Partner. Capital. 

Paul Jamain £10,000 

Stewart Clark £6,000 

Rene Andre £6,000 


& Oo. is constituted 

Share ol Profits. 
One-half, 

One- quarter. 
One-quarter. 


The partnership deed provides 

(o) That interest at 6 % is to be allowed on partners’ capital, and 
that no interest is to be charged upon drawings. 

(6) That, upon the death of a partner, the goodwill is to be valued 
at an amount equal to one year’s purchase of the average of the net 
profits — after charging all proper outgoings, including the assurance 
premiums — ^for three years immediately preceding the date of the death 
of the pai-tner. 

(c) That a policy for £10,000 la to be taken out on the joint lives 
of the partners. 

The partnership books are closed on December Slst in each year. 
The annual premium on the assurance policy amounts to £600, and is 
debited to the Profit and Loss Account annually. 

Paul Jamam died on January 3, 19. .. His drawings for the previous 
year amounted to £4,000. The trading results of the last three years 
were as follows : Profit. £6,960 ; Loss, £1,160 ; Profit, £4,620. 

Prepare an account showing the amount payable to the representatives 
of Paid Jamain as on the date of death. (See p, 639.) 


Share of Late Partner Continued as Loan.— No new book 
keeping features are presented in oases where the amount due to 
a deceased partner is left in the business as a loan repayable by 
agreed instalments with mterest at a fixed rate upon the out- 
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standing balances. The balance standing to the credit of the late 
partner is increased each year by the accrued interest, and decreased 
by the annual repayment until the account is closed. 

Absolute Sale oe Business, hstcludino Goodwill. 

In cases where an absolute sale of a partnership business to a 
limited company or other purchaser takes place, the purchase 
price usually includes a sum, based upon past profits, which 
represents goodwill. So far as the old partners in the firm are 
concerned, the amount included under this head represents an 
addition to the profit on the sale, and would be so treated in the 
final accounts of the firm upon the transfer of the business. No 
entries arise in this connection which need special mention ; 
indeed, it is probable that no entries relatmg to goodwill would 
appear in the books of the partnership, as the books would almost 
certainly be handed over to the purchasers of the business for 
readjustment on the basis of the new company. The whole of 
the profit arising from the sale, including the sum obtained for the 
goodwill, would be apportioned between the partners upon the 
same basis as that on which profits were shared. 

New Pabtnees and Revaluation oe Assets. 

The introduction of a new partner is sometimes utilised as a 
suitable occasion for the revision of the book values of some of 
the assets of the business. Such a readjustment may be made 
part of the contract by the new partner Bor instance, the 
amounts owing by Sundry Debtors may be revalued. The values 
placed upon Land and Buildings, Plant, Patents, Trade Marks, 
Stock, Motors, Horses, Carts, etc., may be reduced or enhanced 
All these, and similar adjustments, wfil be treated in the aggregate 
as a partnership loss or profit, as the case may be, and apportioned 
as between the old partners of the firm when the settlement of the 
Balance Sheet of the new firm is under consideration, Such 
transactions do not present any new problems m book-keeping. 
It suffices to collect the various depreciations or appreciations 
in a special account, to which any existing reserves which are 
available for the purpose would also be transferred. The resulting 
balance of this account would then be apportioned between the 
old partners on the basis on which they share profits or losses. 

In oases where the new partner contributes assets in kind, 
such as Book Debts, Stock, etc., a Journal entry would be drafted 
debiting the appropriate asset accounts, and crediting the capital 
account of the new partner with the agreed value of the assets 
brought in. 

It sometimes occurs that an incoming partner may stipulate 
that the book debts taken credit for in the Balance Sheet of the 
firm shall be guaranteed by the old partners. In such event care 
must be taken that due note is made of any bad debts or losses 
which may occur in connection with these debts, in order that 
they may be separately recorded and debited, in proper propor- 
tions, to the old partners. Other assets or liabilities may also be 



REVALUATION OF ASSETS 541 

the subject of guarantee, in which case duo note must be taken 
of any loss incurred m connection with such assets, or any addi- 
tional payment that may become necessary in respect of the 
underestimated liability, and appropriate entries in connection 
therewith must be made in the capital or current accounts of the 
guaranteeing partners Similar adjustments become necessary in 
cases where the profits accruing from specified contracts or 
purchases, made prior to the new partnership, are reserved for 
the benefit of the old partners. 

Illustration . — ^Methuon and Audry, who are equal partners, agree to 
admit Waud into partnership. It is agreed between the parties that 
£2,000 IS to be added to the book value of the froohold buildings, and that 
the values of certain assets, os appearing in the last Balance Sheet of 
Methuen and Audry, are to be reduced as follows : Stock, £630 ; Furni- 
ture, £120 ; Patents, £.500 ; Machinery, £600 ; Sundry Book Debts 
amounting to £780 are to be written oH. By means of Joiimal entries, 
the above appreciations and depreciations wo-^d bo adjusted m the Asset 
Accounts, and a Revaluation Account would be opened as under : — 


REVALUATION ACCOUNT. 



Annuities and Goodwill. 

As has already been stated, partnership agreements sometimes 
provide that, in lieu of the payment of a lump sum by way of a 
share of goodwill, an agreed annuity is to be paid to the repre- 
sentatives of a deceased partner for a fixed term, or during the life 
of his widow or other relative. It is the author’s experience that 
in such cases the surviving partners usually prefer to charge the 
annuity payable to the Profit and Loss Account as an annual 
expense. It would he legitimate, however, to debit each annual 
payment when made to a goodwill account, care bemg taken that 
the aggregate amount so charged was reasonable in view of the 
circumstances. 

Dissolution. 

The dissolution of a partnership may result from one or more 
of several causes. The expiration of the agreed term, the termina- 
tion of the enterprise to carry out which it was formed, the death 
or bankruptcy of a partner, the inability of the partners to w-ork 
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in harmony, and bo forth. The financial process and the book- 
keeping entries necessary in order to adjust the claims of the 
various parties are somewhat similar in character to those entailed 
by the liquidation of a company. 

We have already seen that, upon the dissolution of the firm, 
the assets, when realised, are applicable (1) in discharge of the 
debts due to outside creditors ; (2) in repayment of loans from 
partners ; (3) in repayment of the partners’ capital ; and (4) that 
the surplus, if any, is to be distributed amongst the partners in 
the same proportion in which profits are divided If the amount 
realised by the assets is insufficient to meet the outside debts 
and the partners’ loans and capital, it will be clear that a loss 
has been sustained which must be apportioned in order that the 
partners’ rights inter se may be equitably adjusted. The student 
is again reminded that, under S. 44 of the Act of 1890, losses, 
including deficiencies of capital, are payable (a) out of profits ; 
(6) out of capital; and, if necessary, (c) by the partners indi- 
vidually in the proportion in which they were entitled to share 
profits. 

In order to show the result of the dissolution, a Reahsation 
Account must bo opened, in which all the profi.ts or losses arising 
out of the disposal of the assets are marshalled, together witfi 
any expenses which have been incurred. The balance of tins 
account is dealt with by transfer to the capital accounts of the 
partners in the same mamier and proportion as that in which profits 
or losses were divided This procedure results in the equitable 
adjustment of the final figures as between the partners. The 
balance of cash available will then exactly suffice to repay all 
the partners the amounts standing to the credit of their respective 
capital accounts. Should the account of any partner show a 
debit balance, it will be evident that, upon the basis of the actual 
realisation figures, he has overdrawn his account, and must pay 
in the amount necessary to discharge his liability. When he has 
done this, the total cash available will be the amount which is 
required to discharge the credit balances of the remainmg partners. 

The author’s experience is that some examination candidates 
treat the balance of cash, shown to be available on the completion 
of the realisation, as a profit, and proceed to divide the amount 
amongst the partners in the agreed proportions in which profits 
are shared. But the student must, clearly grasp the fact that 
it is the profit or loss which must be apportioned, and not the cash 
realised by the sale of the assets. It should not be necessary to 
point out that, if the accounts have been properly prepared, the 
amounts due to the partners are already shown in their capital 
accounts, the balance of which will be exactly discharged by the 
cash shown as available by the Gash Book. 

RETinma Paetner. REVAnuATioisr oe Assets. 

If the dissolution involves the retirement of one only of several 
partners, the dissolution accounts will probably, in most cases, 
be based upon the strict revaluation of all the assets, no aotuaJ 
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Illustration. — X, Y, and Z are equal partners. X desires to retire, 
and gives notice to this effect under the terms of the partnership deed. 
Y and Z decide to continue the business. The Balance Sheet of the firm 
at the date of dissolution is as follows : — 


BALANCE SHEET. 



For the purposes of dissolution the following revaluations are agreed 
upon • Freehold Property, £6,800 ; Plant and Machinery, £1,400 ; Sundry 
Debtors, £3,100 ; Stock, £1,800 ; Patents, ml. The Goodwill of tho 
business was agreed at £1,600. 

A Dissolution Account should be opened in the books, and the following 
entries would be made ! — 

JOUBNAL. 
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realiaation and distribution being involved. In this manner the 
amount due to or from a retiring partner wiU be ascertained, and 
will become a liability due from the continuing members of the 
firm or from the late partner, as the ease may be. An account 
prepared for this purpose, and upon this basis, practically becomes 
a statement of affairs. The resulting surplus or deficiency shown 
by the account is apportioned as between the partners. See 
illustration on p. 543. 

Death oe Pabtneb. VaijHAtion oe Goodwill. 

If the dissolution arises from the death of one of the partners, 
it may become necessary, either equitably or in pursuance of the 
partnership agreement, to prepare a revaluation account upon 
the above lines. In such case the goodwill must be valued upon 
the basis determined by the partnership agreement, the remaining 
adjustments being dependent upon the circumstances. 

Adopting the Slustration on p. 643 again, and assuming that X 
was the deceased partner, the resulting surplus or deficiency would 
be apportioned between the partners as illustrated above, and 
the amount due to the deceased partner (X) thus ascertained. 
If the continuing partners (Y and Z) desire to revert to the old 
book values, they could do so by reversing the entries appearing 
in the Dissolution Account. This procedure would of course make 
it necessary to write back the profit of £1,200 credited to the three 
partners As X is no longer a partner, the £1,200 would be debited 
in equal shares to the capital or current accounts of Y and Z. Some- 
times the Dissolution (or Revaluation) Account is not entered in the 
books at all, but prepared as a memorandum only m order to ascer- 
tain a deceased partner’s share of the revaluation. The deceased 
partner’s share is then credited to him and debited to the continuing 
partners in the proportion in which they share profits, or to goodwill. 

Cessation oe Business Sale oe Assets. 

Reference must also be made to those cases where, owing to 
the sale of the business, disagreement, death, or other causes of 
dissolution, the winding up of the firm and the realisation of the 
assets becomes necessary. 

In all such oases a Realisation Account must be opened and. 
employed as a medium for combining the results of the dissolution 
and adjusting the final figures as between the partners. 

The amount properly ascertained as due to the representatives 
of a deceased partner is not a partnership debt, but a liability 
to be borne proportionately by each member of the firm indi- 
vidually (S, 43). It IS thus a simple contract debt, which accrues 
at the date of the deceased partner’s death and is barred after 
six years by the Statute of Limitations. This may well operate 
unfairly in some circumstances, but it can be nullified by including 
proper provisions in the partnership agreement. In this connection 
the professional student will find it profitable to study the case of 
Elliott V. Elliott (46 Accountant Law Reports, 47). See Higher 
Boplc-heeping and Accounts, p. •215. 

Probably the simplest aspect of dissolution, from the book- 
keeper’s standpoint, is the sale of a business by the partners to a 
limited company or other purchaser, for an agreed inclusive price. 




Apart from aay expanses which may have boon inourrad m oonneution 
with the transfer, the Bealisation Account would appear as under upon 
the completion of the purchase : — 


REALISATION ACCOUNT. 



Assunaing that, in the above example, the purchase price had been 
payable as to £30,000 in Ordinary Shares of £I each and as to the balance 
(£30,000) in cash (the shares to be divided between the partners in 
proportion to their capital), the following accounts would appear in the 

LEDGER. 


Baibb aud Blanche, Ltd 
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OBMNAay Shakes Aoootot. 



Dr. 0^ 



To Jlrainaty Shares . . 


£ 

16,866 

15.833 

13 

6 

4 

8 


By Balance 
„ ReaUsation Account 


£ 

25,000 

7,600 

0 

0 

^0 




£32,500 

0 

0 




£32,500 

0 


L. Van Souiue, Caphai, Acoount. 

DR. 


Or 



To^Ortoary Shares . . 


£ 

13,333 

14,106 

13 

d 


By Balanoe 
„ Realisation. Account 


£ 

20,000 

7,600 

0 

^0 




£27,500 


0 




£27, boo' 



Dr 

CASH BOOK 



to 



To Bater & Blanche, 
Ltd 


i 

30,000 

0 

0 


ByL Ricard . 

„ L. Van Houtte . , 


£ 

16,888 

14,166 

he 

8 




£30.000 

0 

0 




£30,000 

1 

*0 


Noie. — In actual prootice shares cannot, of course, be subdivided, and the 
partners would arrange for one of them to take the marginal share, e.g. one 
taking 16,607 shares and the other 13,333 shares, the entries and cash pay- 
ment being modified accordingly. 

Had the partners decided to divide the shares in proportion to thoir final 
balances, Kicard would take JJJths of the shares, i e. 10,230 shares, and Van 
Houtte f JJths, i.e. 13,750 shares, the entries and cash payment being modified 
accordingly. 

Pbout or Loss on EiEAMsatton. 

Where dissolutions are effected by actual sale of the assets and 
discharge of the liabilities, either (a) a profit, or (6) a loss may 
occur. 

(a) Where a Profit is Made.- — ^The Eealisation Account in these 
cases partakes of the nature of a Profit and Loss Account, although, 
of course, it deals -with the sale of assets and the discharge of 
liabilities. If the asset aocounts are numerous, it is the practice 
to credit each account with the proceeds and to transfer the 
balance only to the Realisation Account. For text-book and 
examination purposes it is more convenient to transfer all the 
asset accounts, by means of a Journal entry, to the debit of the 
Realisation Account, and to credit the proceeds of the various 
sales to the same account, showing the final balance to be divided 
between the partners. 
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Procedure for Dealing mlh a Dissolution Problem. 

(1) Open Ledger accounts for each asset and for the Sundry 
Creditors and any other liabilities. \_Nole — In examination 
work, if the assets are numerous, it will save time to debit the 
Eealisation Account with the total of Sundry Assets, crediting 
the same account with the total sum realised ] 

(2) Close all the asset accounts, except the cash, by transfer 
to Realisation Account. 

(3) Debit the Cash with the proceeds of all assets when 
realised, and credit Reahsation Account. 

(4) Credit Cash with the liabilities when discharged and 
debit the liability accounts. 

(6) Credit Cash with the expenses of reahsation and debit 
Realisation Account. 

(0) Debit the partners’ Capital Accounts with any assets 
taken over by them at an agreed price, and credit Realisation 
Account. 

(7) Credit or debit the partners’ capital accounts with their 
proportion of the profit or loss upon realisation as the case 
may be. 

(8) The cash balance available should then exactly equal 
the aggregate balances shown by the capital accounts of the 
partners. 

Illustration — ^David McKee and Edward Mawley decide to wind up 
their buBineas and retire Profits and losses are shared as to two-thirds 
to McKee and one-third to Mawley. Their Balance Sheet, as on Decem- 
ber 31, 19 , was as follows — 


BALANCE SHEET, DECEMBER 31, 19. . 



The amounts realised were as follows : Freehold Works, £7,500 j 
Plant and Ma< hi lory, £2,980 ; Stmdry Debtors, £5,982 , Stock, £3,000. 
The expensea of re ilisation amounted to £100. McKee took over a motor- 
car (included in tho Plant in the Balance Sheet) at a valuation of £100. 
Prepare the necessary accounts. 

David McKbh, Capioiai, Aocouns. 
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Edwabd Mawlky, Capitai. Account. ^ 





B 
















6,00C 

C 


down 


5,244 


0 


„ Bealiaation Account 


244 





£5,244 


0 




£3,244 

0 


To Cash 


6,211 

0 

0 


By Balance brought 



"^1 











5,244 

ol 

0 


Dn 


Rbalisation Account. 
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(6) Where a Loss is Made. — ^By way of further illustration 
another case, resulting in a loss upon realisation, may be useful. 

Illustration . — C Worth and B. d’Arblay are equal partners. They 
decide to dispose of their assets and lotire from business. Their Balance 
Sheet as on December 31, 19. ., was as follows : — 

BALANCE SHEET, DECEMBER 31, 19. . 



The result of the realisation of the assets was as follows : Leasehold 
Premises, £2,800 ; Plant, £1,960 ; Stock, £1,240 ; Sundry Debtors, £3,986, 
The goodwill of the business realised £600. The expenses amounted to 
£160 Prepare the necessary accounts. 

There is no need to show all the individual Ledger aooounts, since 
they are similar to those given in the preceding illustration. The more 
important accounts would appear as follows — 


REALISATION ACCOUNT. 
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CASH AT BAm. 



(c) Loss upon Realisation. One partner’s Capital Account in 
Debit. — As previously explained, if the Capital Account of any 
partner discloses a debit balance as a result of the realisation of 
the assets of the firm upon a dissolution, such partner must pay 
in a sum sufScient to discharge his liability in order that the 
remaining partners may receive the amounts standing to the 
credit of their capital accoimts. It will not he necessary to repeat 
full illustrative detail again, but the more important accounts are 
given in the following . — 

Illustration. — L. Poncet, M Margotten and M. Soupert. share profits 
as to one-half, one-third, and one-sixth respectively/ . They dissolve 
partnership and realise the assets. The cash at the Bank amounted to 
£1,000. After paying the expenses of the realisation, the remaining 
assets realised £4,200 net. The net loss upon realisation amounted to 
£1,800 

At the date of the dissolution the capital of the partners was as 
follows ; L. Poncet, £3,000 , M. Margotten, £1,000 ; and M. Soupert, £200. 
The amount owing to Sundry Creditors was £2,800. 
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CASH AT BANK. 



. It is possible, of course, for the loss upon realisation to be so 
serious that each partner has to bring in cash m order that the 
outside creditors may be paid in full. In such event the loss on 
realisation, when debited to the partners’ capital accounts, will 
disclose the amount payable by each partner. When those 
amounts have been received, and duly debited in the Cash Book, 
a balance of cash exactly sufficient to meet the liabilities will be 
available. 

{d) Loss on Realisation. One or more Partners Insolvent. — 

The fact that special treatment is necessary in the above circum- 
stances arises from the decision given by Mr. Justice Joyce in 
1903 in the case of Garner v. Murray, [1904] 1 Ch. 67, This 
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much-disoussed decision has reached such a degree of importance 
— ^in examination work at any rate — ^that a brief rfeume of the case 
is advisable. 

Garner, Murray, and Wilkins were in partnership under a parol 
agreement. The capital of the firm was to be contributed in 
certain unequal proportions, but profits or losses were to be shared 
equally. The partnership was dissolved by an Order as on 
June 30, 1900. At that date the following amounts were due to 
the partners : — 


Capitol. Loan. 

£ s. d, £ s. d. 

Garner 2,600 0 0 260 16 10 

Murray 314 3 4 147 9 8 


After discharging all the liabilities of the firm, including loans 
from partners, the available assets were insufiScient to meet the 
partners’ capital, the deficiency, including the amount due from 
Wilkins, being £897 3s. 8d. The partner Wilkins was indebted to 
the firm to the extent of £263. He was insolvent, and was unable 
to contribute anything. The question before the Court was the 
proper division of the available funds. 

The student would say that, left to his own devices, the 
accountant (guided by S. 44 of the 1890 Act) would have added 
Wilkins’s share of the deficiency (£263) to the film’s deficiency 
(£636), and would then have divided the aggregate loss (£898) 
between the solvent partners in the same proportion in which 
they shared profits. Erom the accountant’s standpoint it is 
submitted that tnis is the logical treatment. 

Counsel quoted S. 24, ss. 1 of the Act, which says that “ all 
partners must contribute equally towards the losses, whether of 
capital or otherwise,” and S. 44 (a) : “ Losses, including losses 
and deficiency of capital shall be paid ... by the partners 
individually in the proportion in which they were entitled to 
share profits.” Lindley on Partnership was also quoted to the 
efiect that “ a deficiency of capital must be treated like any other 
loss.” 

Mr Justice Joyce ruled that, after fulfilling all obligations to 
outside creditors, losses sustamed by some of the partners owing 
to the default of another member of the firm must not be treated 
as a partnership loss to be borne in the ratio in which profits or 
losses were shared, but as a loss to be borne by the individual 
solvent partners rateably according to the amount of capital 
standing to their credit in the books of the firm, after taking into 
account the contributions made by them towards any deficiency 
of capital. The effect of this ruhng was that the firm’s deficiency 
(£636) was held to be divisible amongst all the partners m the 
same ratio in which profits or losses were shared — ^i.e. equally — 
whereas Wilkins’s deficiency (£263) was to be borne by the two 
solvent partners in proportion to the credit balances of their 
capital accounts. The learned Judge said that he “ found nothing 
in Section 44 to make a solvent partner liable to contribute for 
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an insolvent partner who fails to pay his share,” and that “ when 
the Act says losses are to be borne equally it means losses sustained 
by the firm ; it cannot mean that the individual loss sustained 
by each partner is to be equal in amount,” and finally that “ the 
assets must be applied in paying to each partner rateably what 
is due from the firm to him in respect of Capital Account, due 
account being taken of the equal contributions to be made by 
him towards the deficiency of capital.” 

It is difificult for an accountant to follow this distinction 
between inside and outside losses, and the decision has given rise 
to much discussion in the profession. It is not considered profitable 
to follow here all the ground covered by the arguments which 
have been urged. Some accountants hold that the solvent partners 
should actually bring in cash to meet their proportionate share 
of the loss, others contend that it is suflicient to bring their con- 
tributions into account merely. In the author’s opinion the former 
method is the more deserving of commendation. 

Briefly, it may be stated that the rulmg appears to be : — • 

That in cases whore there is an insolvent partner who is 
unable to make good his share of the deficiency arising from a 
dissolution, the liability of each solvent partner is limited to 
making good his share of the deficiency m the ordinary way. 
The further loss arising from the insolvency of the defaulting 
partner must be borne by the solvent partners in proportion 
to their cajDital, and is not divisible as an ordinary firm loss. 

Procedure in Gamer v. Murray. — ^In order to arrive at the result 
required by the above ruling, the procedure is as follows : 
Prepare a Realisation Account in the ordmary way. Divide the 
deficiency between the partners in the proportions in which profits 
or losses were shared. Open a Capital Account for each partner, 
crediting him with his capital and debiting him with his share 
of the firm’s deficiency as shown hy the Realisation Account. Rule 
off the insolvent partner’s Capital Accoimt, and bring down the 
(debit) balance, which represents the deficiency of the msolvent 
partner. Such deficiency constitutes for the solvent partners a 
further loss which must then be apportioned between them in 
proportion to their respective Capital Accounts. The Capital 
Account balances to be used as the basis for dividing up the 
insolvent partner’s deficiency among the solvent partners arc : 
(a) the original capitals of the solvent partners — ^if these have 
remained unaltered at a fixed sum down to the dissolution ; or 
{b) if the original capitals have been varied from time to time by 
agreement or periodical accounting between the partners, then 
the capitals as they stood after the last such variation before the 
dissolution. 

Example — A, B, and C are equal partners. Dissolution takes 
place 0 is bankrupt. A Realisation Accoimt is prepared, and 
the deficiency is debited in equal shares to the three partners, whose 
Capital Accounts, original and final, stood as follows : — 
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I 


Original Capital. 


A Credit Balance 

B Credit Balance . . 

C Credit Balance 


Capital Account Balance after 
debiting share of loss on Dissolution 
Eealisation. 


4.000 I Credit Balance 

2.000 I Credit Balance 


Debit Balance 


£ 

3.000 

1.000 
400 


The deficiency shomi by C’s account (£400) must be divided 
as to £266 13s. 4d (two-thirds) to A, and as to £133 6s. 8d. (one- 
third) to B. The balance of cash in hand will then exactly suffice 
to pay out to the two solvent partners, and, when posted, will 
close the books. 

Illustratton.~y. Verdier, M. Neil, and W. A. Richardson were in 
partnership, and shared profits as to one-half to Verdier, ono-third to 
Neil, and one-sixth to Richardson. They decided to dissolve partnership 
as on December 31, 10. .. During the rcaUaaiion of the assets Richardson 
was adjndiootecl a bonlrrupt. His estate proved insufficient to meot the 
preferential debts, no contribution from him towards his share of the 
firm’s defioienoy was therefore possible. 

The Balance Sheet of the firm as on December 31, 10 ., was as under. 
The Capital Accounts of the partners were originally : V. Verdier, 
£10,000 ; M. Neil, £8,000 ; and W. A. Richardson, £1,000 ; but by 
subsequent yearly adjustments made by agreement between the partners 
at the annual aoooimting_ periods, the Capital Account balances had been 
reduced to those shown in the Balance Sheet subjoined i — 



The assets, other than Cosh, realised the following amounts : Lease- 
hold, £2,460 ; Plant and Machinery, £2,000 , Patents, ml ; Fixtures, 
£100 ; Stock, £2,000 ; Book Debts, £3,720. A contingent habihty. 
amounting to £200, not provided for in the above Balance Sheet, materialised 
during the realisation. The expenses of realisation amounted to £62. 
Close the books of the firm in accordance with the ruling in Qamer v. 
Murray. 

REALISATION ACCOUNT. 






GARNER w. MURRAY 

CASH BOOK. 


To Bainnco biouglit 


By Sundry Creditors . . 
„ Eealisation Account • 
Expenses . £62 
Contingent 
habiUty .. ..200 

Balance carried down 


V. Vbbdiee, CAirrAJ. Aocoxnro. 


j Account 

(share of loss) 

„ Balance earned ao^vn 


To Share of Loss o 
W. A. Elohaidson 
Account (liSoStlis) . 
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Bahketjptoy 03? Paetnbes. 

The general outlines of bankruptcy procedure as regards both 
individuals and partners are dealt with in Chapter X. It has 
already been stated that, subject to agreement to the contrary, 
the bankruptcy of a partner ^solves the partnership as regards 
all partners (S. 33). The contmgency of insolvency may have 
been provided for in the articles, and arrangements made for the 
continuance of the firm, but the interest of the bankrupt partner 
vesta in his trustee, and must be duly accounted for. Of course, 
if all the partners are insolvent, the ordinary bankruptcy pro- 
ceedings, as described in Chapter X, may be taken against the 
firm as a whole. 

The separate estate of each partner is primarily liable for the 
relative private debts, the joint estate bemg liable in the first 
instance for the debts of the firm. Any surplus from the separate 
estates of partners is dealt with as part of the joint estate, and 
vice versa (Bankruptcy Act, 1914, SS. 33 (6) and Bankruptcy 
Buies 120, 292-6). As a general rule the proceedings are con- 
solidated, and joint meetings of all the creditors are called. 

The student must clearly understand that the bankruptcy of 
a partner, in respect of his private affaii-s, does not necessarily 
involve the bankruptcy of the fii'm, nor does such a bankruptcy 
automatically dissolve the partnership if the jiartuership agree- 
ment provides to the contrary. 

If there is no joint estate and all the partners are insolvent, 
the joint creditors will rank pari passu with the separate creditors 
for dividend purposes. 

Limited Partnebshlps. 

Under Bovill’s Act, 1865 (afterwards repealed and ro-enaoted 
in 8S. 2 and 3 of the Partnership Act, 1890), it became possible 
to lend money in return for a share of profits without incurring 
liability for partnership risks. Such loans could, however, only 
be made to individuals, and not to firms. It was also necessary, 
in order to escape liability to outside creditors, to avoid any act 
which might be construed as legal “ interference ” with the 
management of the busmess. Moreover, such loans were deferred, 
in the event of insolvency, until all the other creditors had been 
satisfied. These provisions are not afiected by the Limited 
Partnership Act and still hold good, but such advances do not 
constitute the lender a partner, but a deferred creditor. 

Since the Limited Partnership Act, 1907, came into operation, 
it has been possible to make loans to a partnership firm in return 
for a share in the profits of a business. Limited Partnership Buies, 
1907, have also been issued by the Beard of Trade under the 
power contained in S 17 of the Act. 

Limited Use of the Act. — It is the author’s experience that 
very little use has been made of this Act. The advantages offered 
by the registration of private compames have proved so attractive 
that the Act has been largely neglected. Bor these reasons it is 



LIMITED PARTNERSHIPS 557 

not proposed to devote any further space to the Act than is 
required briefly to enumerate its chief essentials. 

Registration. — Registration of limited partnerships with the 
Registrar of Joint Stock Companies is compulsory, and is effected 
by sending to the Registrar a statement, signed by the partners, 
giving : (a) The firm name ; (6) the general nature of the 

business ; (a) the principal place of business ; (d) the full name 
of each of the partners ; (e) the term of the partnership and the 
date of its commencement ; (f) a statement that the partnership 
is limited ; (g) the sum contributed by each limited partner, and 
whether paid in cash or how otherwise. 

Notification of any change which may take place in the above 
particulars must be filed with the Registrar withm seven days. 

A registration fee of £2 is payable, coupled with stamp duty 
of £1 for every £100, or fraction of £100, of the capital contributed 
by limited partners. A fee of 5s. is payable upon the registration 
of any change in the original particulars. The register of limited 
partnerships is kept by the Registrar of Joint Stock Companies, 
and may be inspected upon payment of a fee of Is. 

General and Limited Partners. — ^A limited partnership may 
consist of one or more “ general partners,” whose liability for the 
debts and obligations of the firm is unlimited, and one or more 
“ limited partners,” whose liability is limited to the sums which 
they have agreed to contribute as capital. There must be at 
least one partner of each class in the partnership. No limited 
partnership may consist of more than twenty members, or, in the 
case of a Bank, of more than ten members. 

Rights of Limited Partners. — ^A limited partner may increase 
his holding in the firm, but no partnership rights attach to the 
investment beyond the privilege, granted by S. 6, ss. 1, to “inspect 
the books of the firm, exarnme into the state and prospects of the 
business,” and advise the partners thereon With this exception, 
a limited partner is not entitled to take part in the management 
of the firm’s business. “ Interference ” in the conduct of the 
business renders a limited partner liable, during the term of such 
interference, to the same risks and obligations that attach to the 
general partners. 

j Withdrawal of Capital. — ^If a limited partner withdraws any 
of the capital he has agreed to contribute he becomes liable for 
the debts and obligations of the firm up to the amount so with- 
drawn, as well as to the extent of the balance of his capital in the 
business. In cases whore sums are withdrawn by the partners 
at regular intervals, in anticipation of profits, and the accounts 
at the close of the year show a loss, or insufficient profits to cover 
the withdrawals, it will be clear that the limited partner has 
committed a technical breach of the regulation of S. 4 (3), inas- 
much as he has withdrawn a portion of the capital he agreed to 
contribute. In such event, steps should be taken to replace the 
capital inadvertently withdrawn. 

With the consent of the general partners, any limited partner 
can assign his share in the partnership (S. 6, ss 5). 
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Conduct oJ Business. — ^Tte student should note that the limited 
partner has no power to bind the firm, and that the conduct of 
a limited partnership is in the hands of the general partners, who 
also have control of the winding-up proceedings in the event of 
dissolution, unless the Court orders otherwise 

Dissolution. — In contrast with an ordinary partnership, a 
limited partnership is not necessarily dissolved by the death, 
lunacy, or bankruptcy of a limited partner ; nor, in the absence 
of express agreement, can the other partners dissolve partnership 
if the limited partner suffers his share to be charged for his separate 
debt [S. 6, ss 5 (c)]. In the absence of speeifio agreement to the 
contrary, new partners may be introduced without the consent 
of the limited partners, and a partnership cannot be dissolved by 
means of a notice from a limited partner. 

Section 7 of the Act provides that the Partnership Act, 1890, 
and the Buies of Equity and Common Law (except in so far as 
they may be inconsistent) are to apply to limited partnerships. 

The exammation candidate occasionally confuses the term 
“ limited ” partner with sleeping or dormant partner. It should 
hardly he necessary to point out that the terms are quite distinct. 
In oases where a full partner in a firm takes no active part in the 
management, but remains liable for all the obligations and entitled 
to all the rights of a full partner, he is referred to as a sleeping 
or dormant partner ; but no distinction exists in law between 
such a partner and an active partner as regards liability to third 
parties. 

Accounts. — ^In general matters the accounts of limited part- 
nerships embrace similar material and entail similar treatment to 
that already dealt with in connection with ordinary partnerships. 
The most obvious outstanding difference is probably in reference 
to the treatment of losses, should they occur. The limited partner 
is liable only to the extent of the capital he contributes, and as a 
return for his contribution he is entitled to the agreed share of the 
profits. Assuming that profits have been made, the accounts 
would be treated as follows : — 

Illustraticm . — Jones and Brown aro partners. Jones, whose capital is 
£5,000, is a general partner, and is entitled to four-fifths of the profits 
Brown is a himted partner, and has contributed £3,000 as capital, and is 
entitled to one-fifth of the profits. 


PBOFIX ANX) LOSS ACCOUNT. 
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BALANCE SHEET. 

Dr. Ok. 


Capital— 

Jones £5,000 

Drawing Accounts — 

Jones . . . . £2,000 

Broivn . . .... 500 

Sundry Creditors 

8,000 

2,500 

1,000 

0 

0 

0 

0 

0 

0 

Sundry Assets 

£ 

11,600 

0 

d. 


£11,600 

”o 



£11,500 


0 


PROFIT AND LOSS ACCOUNT. 
(Last Seotion.) 


:o Balanoo brought 
down, being net 
loss for tho year .. 


By^ Jones, four-fifths of 
„ Brown, one-fifth of 


BALANCE SHEET. 


Capital— 

Jones, as per last 
Balance Sheet £3,000 

Lm loss for tho year . . 2,000 


ISundty Assets 

Drawing Account as per 


Unless the firm recovers its prosperity. Brown’s Drawing Account 
cannot come into credit again, because, as the Partnership Act, 1890, 
applies, he cannot draw his share of any profits which may he made imtil 
the debt has been wiped out If, on the other hand, the losses continue, 
Jones must make good the shrinkage in his Capital Account if the busi- 
ness IS to endure. Brown, however, is under no hablhty to contribute 
further, and cannot be called upon to make good the debit balance of his 
Drawings Account. If circumstances continue adverse, Jones, whose 
hnbility is unlimited, may find himself responsible for making good all 
outside liabilities out of his own resources, as Brown’s capital contribution 
has been lost and no further liability attaches to him. 

Dissolution of the partnership would also involve the loss of the amount 
standing to the debit of Brown, as this can only be made good out of 
profits if and when they occur. 

Loans. — limited partner may make advances to the firm and 
can claim repayment of suck loans irrespective of the fact that 
his current account may be in debit. The general partners cannot 
claim the right to set off such advances against any sums which 
may be in debit on his capital or current accounts. 
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Garner V. Murray. — The rule in Garner v. Murray, already 
explained in connection with ordinary partnerships, applies also 
in limited partnerships in the event of the failure of one or more 
of the partners, the remaining solvent partners being liable to 
meet the loss pro rata to their capital. 

A limited partner can, of course, claim repayment of advances 
made by him, irrespective of the state of his current account. In 
this respect he enjoys an advantage as compared with a general 
partner, but he cannot withdraw profits until the debit balance 
of his current account has been made good. Losses incurred in 
the shape of debit balances due from hmited partners are apportion- 
able amongst the general partners according to their capital under 
the rule m Qarner v. Murray. 

Winding Up of Limited Partnerships. — The Act directs (S. 6, 
ss. 4) that limited partnerships may be wound up by the 
Court upon petition under the Companies Acts. This was repealed 
by the Bankruptcy Act, 1913, and the provisions of the Bankruptcy 
Acts, 1914 (which incorporates the Act of 1913) and 1926 are now 
applicable to the winding up of such partnerships in the same manner 
as ordinary partnerships; and on all the general partners being 
adjudged bankrapt, the assets of the limited partnership vests in 
the trustee in bankraptcy {Bmhuptcy Act, 1914, S. 127). 


EXAMINATION QUESTIONS. 

1 . Give the definition of partnership as set out in S. 1 of the Partnership 
Act, 18 SO, and state what relations are expressly daolarod in that section 
not to be partnerships. Two executors carried on their testator’s business, 
being so authorised by the will, under the same name as that in which he 
had carried it on. A receiving order was made against them in the firm 
name. State, giving reasons, whether or not you think the executors were 
liable to be ad;udicated banlixupt as partners. {Incorporated Accountants,) 

3. What are the chief elomants in a partnership ? (Royal Society Arts.) 

3. Summanse the rules laid down by the Partnership Act, 1800, for 
determining whether in a particular case a partnership does or does not 
exist. (Incorporated Accountants.) 

4 . State in what particular features an ordinary partnership difiers from 
a private company, and the latter from a public company. (Chartered 
Accountants.) 

5. A receives a share of tho profits in the business of Brown & Go. 
What IS the effect of this under the Partnership Act, 1890 ? What would 
be the efleot if A received a share of the gross returns ? Explain the reason 
for the difference. (Gential Association Accountants.) 

6. State -whether a partnership exists in the following oases, giving your 
reasons : (a) Siiulh and Brown are joint owners of a landed estate, which 
they lease to tenants. (6) A lends B £300 for the purposes of B’s business, 
in consideration of a share in the profits by way of interest, (c) White and 
Green were partners m a grocery business. On White’s death, his widow 
agrees to leave his share of capital m the business in consideration of an 
annuity. (Central Assomcaion Accountants.) 

' 7, Under what cirouinatanoes may a share of the profits of a business 

be paid to a person without constituting that person a partner ? (Chartered 
Accountants.) 
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8. Briefly explain the extent to which a oonuneroial firm may be bomd 
by the acts of the members of the partnership Ennraerate a few financial 
transactions in the carrying out of which a partner has the implied authority 
to bind his co-partners. {Ohartered Accountants ) 

9. In respect of what matters, and how, may the orduiary authority 
and liability of a partner be modified or restricted as regards persons having 
dealings with the firm ? 

A, B, and C are partners in trade. 0 obtains for his sole benefit a renewal 
of the lease of the premises m which the partnei-slup business is carried on. 
What are the rights of A and B m respect of the renewed lease f 

Give reasons. {Incorporated AccouiUants.) 

10. A. M. Khan & Co isisue a notice that they will not be bound by the 
acts of Lewis, who is one of the partners. Consider the effect of this notice 
es between the firm and persons dealing with it. [Central Association 
Accountants.) 

11. Does the advance of money to a person engaged in business, by way 
of loan, at interest varying with the profits, make the lender a partner, and 
what is the lender’s position if the borrower becomes insolvent ? In what 
way has the Bankruptcy and Deeds of Arrangement Act, 1914, affected 
the law upon either of these points ? (Incoiporated Accountants.) 

12. In what respects does an ordinary partnership differ from (a) oo- 
ownership j (J) a limited company ? [Incorporated Accountants.) 

18. How far does the English law regard a firm as having a separate 
existence apart from the partners who compose it ? Can a firm sue or be 
sued in its own name ? (Central Association Accountants.) 

14 . Discuss the following as a defimtion of partnership in English law : 
“ A contract whereby two or more persons agree to combine their property, 
or property and labour, with the object of sharing among themselves the 
gam." 

A, wishing to benefit B, entered into a verbal agreement with him, whereby 
A and B should carry on a certain business together. B to take all the 
profits and be liable for two-thirds of the loss. ‘Vl’liat would be the effect 
of such agreement 7 [Incorporated Accountants ) 

15. A and B are partners Upon the death of A, his widow receives 
one-third of the profits by way of annuity. How far is this evidence that 
she is a partner in the business 7 [Central Association Accountants.) 

16. Summarise the acts by which a partner may bind his firm, and state 
to what extent, if at all, the partnership is liable for the torts of one of the 
partners. [Incorporated Aceountante.) 

17. “ A partner, like a trustee, must not make a private gain by reason 
of his partnership in the firm.” Illustrate this statement. On what general 
principle of law does it rest 7 (Incorporated Accountants.) 

18. How may a new partner be admitted into a firm 7 [Royal Society 
Arts.) 

19. What IS the extent of the interest of a partner in the property of 
the firm 7 [Royal Society Arts.) 

20. What powers has a partner of [a) engaging and (6) dismissing em- 
ployees 7 [Royal Society Arts.) 

21. What is the test, and the extent, of the general liability of partners 
for the debts of the firm, and how may it be limited in the case of (a) incoming 
partners and (6) retiring partners 7 [Royal Society Arts ) 

22. A and B are partners A retires, and B takes 0 mto partnership. 
B and 0, continuing the old firm name, incur liabilities to D. Against 
whom has D a right of action, and how may such right be varied 7 [Incor- 
porated Accountants.) 


37 
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88. What are the rights and duties of partners, as amongst themselves, 
with reference to signing cheques, rendering aoeounts, assigning a share of 
the partnership, carrying on another business, expelling a member of the 
partnership ? {Inaorporated Accountants.) 

24. A and B, who, together with C, are carrying on business as agents for 
the sale of motor-cars and accessories, have discovered that 0 made a secret 
profit when selling a oar in the name of the firm. Advise A and B as to 
their rights. (Incorporated Accountants.) 

25. Explain the difference, if any, between the rights of partners in a 
trading concern to borrow money for business purposes as compared with 
the borrowing powers of the directors of a limited liability company. (Gkar- 
tered Accountants ) 

86. It 13 an implied term of every partnership agreement that each 
partner must observe the utmost good faith and fairness towards his fellow 
partners. Explain and illustrate Siis statement, and set out the provisions 
of the Partnership Act, 1890, which appear to you to be framed with the 
object of enforcing such implied terms. {Incorporated Accountants.) 

2?. What is meant by the statement that a partner stands m a fiduciary 
relation to bis oo-partner ? {Incorporated Accountants.) 

88. A and B are partners. How far is A liable to O in respect of con- 
tracts made with C by B, or of torts committed against C by B f {Royal 
Society Arts.) 

29. What is meant by the term “ holding out ” in relation to a part- 
nership 1 How far is a person who holds himself out as a partner liable 
{a) for the debts owing by the firm ; (6) for money misappropriated by a 
member of the firm ? {Incorporated Accountants.) 

80 . What do you understand in partnership law by the doctrine of 
“ holding out " ? Does the doctrine extend to bind (o) a retired partner ; 
(6) a deceased partner’s estate where the business is continued in the old 
name 7 {Incorporated Accountants.) 

31. What do you understand by the term ‘‘ novation ” as applied to 
partnerships 7 Explain fully what is necessary to constitute “ novation.” 
{Ohartered Accountants.) 

32. Explain fully the liability of a partner for the debts and obligations 
of the firm contracted while he is a partner. (Chartered Accountants.) 

33. What is a partnership at will 7 How may such a partnership, and 
other partnerships, be determined 7 (Incorporated Accountants.) 

34. What is the goodwill of a partnership business 7 Where the goodwill 
is sold, what are the consequent rights and duties of the seller and buyer 7 
(Incoiporated Accountants.) 


38. Define goodwill, and say how it is to be dealt with on a dissolution 
of a firm. To what extent is the assignor of the goodwill bound not to enter 
into competition with the successors to the old firm 7 (Incorporated Ac- 
countants.) 

86. What is meant by a “ syndicate ” and a ” private company " 
respectively 7 What elements have either of them in common with a 
partnership 7 {Incorporated Accountants.) 

37. What are the respective liabilities of (a) a partner, (&) a limited 
partner, (a) a dormant partner, (d) a retired partner for the debts incurred 
by the firm 7 (Incorporated Accountants.) 


38. What obhgalions are imposed on firmi 
Names Act, 1916 ? Does the law generally in 
the name under which a firm may carry on 
Accountants.) 


IS by the Registration of Business 
mpose any restrictions as regards 
business 7 {Central AssoaiaHon 


39. What authority is charged with carrying out the provisions of the 
Registration of Business Names Act, 1910, and how is it to deal with (a) mis- 
leading business names ; (6) the removal of names from the register , (c) an 
alteration to be made in the parhcnlars as to any firm, or person, registered 
tmder the Act ? {Incorporated Accountants.) 
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40. Define a “ firm " under the Begistration of Business Names Aot, 
1910, and state in what manner registration thereof is to be effooted, and 
what particulars are to be furnished for registration. {Incorporated Ac- 
countants, ) 

41. Under the provisions of the Partnership Acts, 1890 and 1007, what 

meanings are assigned to the foUowmg words and expressions if and when 
they are used in such Acta : “ Pirm,” “ firm name,” “ business,” “ part- 

nership,” “ general partner,” “ limited partner ” ? {Incorporated Ac- 
countants.) 

42. Black and While are equal partners in a firm of solicitors. Black has, 

without the knowledge of White, employed a trust fund of £6,000 (for which 
he is trustee) in the business. Of this sum £2,500 is lost by the firm in 
speculations. What are the liabilities (if any) to the beneficiaries of the 
trust fund • (<i) Of the firm ; (6) of the inchvidual partners in the firm ? 

{Chartered Accountants.) 

43. The old partners of an ordinary partnership agree with an incoming 
partner that the incoming partner shall be liable for the debts of certain 
existing creditors whose names are set out in a schedule to the partnership 
agreement. Discuss the effect of this agreement. {Incorporated Accountants. ) 

44. What are the rights of the partners in a trading concern : (ei) As 
to borrowing money for the purposes of the business; (6) as to interest 
upon capital ? {Chartered Accountants.) 

45. What power has a partner to assign his share in the partnership 
business ? Can the assignee {a) share m the management of the business ; 
(6) demand accounts of profits ? {Central Association Accountants ) 

46. What effect have the following upon the constitution of the firm • 
{a) Death of a partner ; (6) bankruptcy of a partner ; (c) assignment by a 
partner of his share ? {Central Association Accountants.) 

47. How far does a partner bind his co-partners by his acts in oormeotion. 
with the business ? 

A and B carry on business in partnership as jewellers, {a) A accepts a 
bill of exchange on behalf of the firm ; (6) A pledges some diamonds in the 
name of the firm , (o) A gives a guarantee in the firm name. Ts B bound 
by any or all of these acts ? {Central Association Accountants.) 

48. What ought to be done to protect the interests of all parties 
(including creditors) i (a) When a new partner is odmitted ! (6) when 
the firm is dissolved ? 

Can anyone be held to be a partner in law without intending to be one ? 
{Chartered Institute Secretaries.) 

49. In what, circumstances is a partnership dissolved (a) without having 
recourse to the Court ; (6) by judicial proceedings ? {Incorporated Ac- 
countants ) 

50. What is the efiect of dissolution of partnership upon an individual 
partner’s right to share in the partnership assets ? To what e.xtent can 
the partnership be said to continue after dissolution ? {Central Association 
Accountants.) 

51. State the various grounds on which the Court will decree the dis- 
solution of a partnership. What becomes of the goodwill of the firm on 
such dissolution ? {Incorporated Accountants.) 

52. In settling the accounts between the partners after a dissolution 
of the partnership, what course must be adopted in distributing the assets 
of the firm ? {Chartered Accountants.) 

53. Following upon a dissolution, how aro the assets of a partnership 
to be applied, and what are included in such assets ? {Incorporated Ac- 
countants.) 

54. Brown has been in the habit of dealing with Smith, Williams, and 
Green, who carry on business as Green & Co. Green retired from the firm 
in April, and the firm ordered goods from Brown in May. Brown claims 
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to bo entitled to treat Green as being still a partner. Green’s retire- 
ment was duly advertised, but Brown’s attention was not called to the 
advertisement. Advise Brown. (Central Association Accountants.) 

55. You are to bo appointed auditor under a partnership deed. The 
Draft Articles of Partnership are sent to you for your opinion and approval 
of clauses affecting the accounts. What matters of account would you 
expect to bo mentioned in the draft Articles, and state shortly the objects 
of the clauses. (Chartered Accountants.) 

56. Mention four clauses which you would expect to find in a deed of 
partnership, and state m each case the effect, if the deed is silent on that 
particular matter. (Chartered Accountants.) 

6?. A, B, and O were partners. 0 retired, and took no steps to free 
himself from partnership liabilities. His capital on retirement was £10,000 
He received half in cash, and left the other half as a loan at a minimum 
rate of interest of 6 %, a higher late on a sliding scale to bo paid dependent 
on profits. The firm failed. The creditors whose claims existed when 0 
retired amounted to £10,000, and there are claims subsequently contracted 
of £6,000. Do you consider C is liable for either or both classes of creditors ? 
Give reasons for your answer. (Chartered Accountants.) 

68. Smith and Jones are proposing to enter into partnership as manu- 
facturers. Smith IS to provide £10,000 as capital and Jones £2,600. Jones 
IS to manage the business and to devote the whole of his time to it. Smith 
is to devote to the business only so much of his time as he thinks fit. 

You are requested to suggest such provisions, for inclusion in the part- 
nership deed, with reference to the accounts and financial matters of the 
firm as, under the oiroumatances, you consider fair and right m the interests 
of both partners. (Chartered Accountants.) 

69. In what oases has an outgoing partner the right to share profits 
made after a di.ssolution, and what are the rules for the distribution of assets 
on the final settlement of aoooimts ’ (Incorporated Accountants ) 

60. Specify some of the oiroumstanoes which would enable the Court 
to decree the dissolution of a partnership upon the ground that it is “ just 
and equitable ” To what remedies is the defrauded partner entitled when 
he has been led into a partnership by misrepresentations t (Incorporated 
Accountants ) 

61. How far can a partner’s share and interest in a partnership be 
transferred (a) where he is a general partner ; (b) where he is a limited 
partner ? What is the transferee’s position with regard to (a) the other 
partners; (&) the creditors of the firm ? (Incorporated Acoounianis.) 

6S. What are the provisions of the Partnership Act, 1390, as to the firm’s 
right (a) to expel a partner ; (6) to admit a new partner ? (Central Asso- 
ciation Accountants.) 

63. MTiat do you understand by the term " goodwill ” as applied to a 
partnership ? 

A firm of grocers dissolved partnership, and sold the goodwill of their 
business to X, Y, and Z, who are now carrying on the same business at the 
same address. Subsequently A, B, and 0 agam entered into partnership 
as grocers, set up a competing bnsmess next door to X, Y, and Z, and have 
solicited customers of their old firm. Advise X, Y, and Z. (Incorporated 
Accountants.) 

64. In the relations of partners to one another, summarise the rules of 
the Partnership Act, 1890, as to the interests and duties of partners, subject 
to special agreement. Can one partner be expelled by the majority ? 
(Incorporated Accountants.) 

65. Prepare draft headings for a deed of partnership between X, Y, 
and Z, who are about to commence practice as associated accountants. 
(Central Association Accountants.) 

66. Ohatenay and Biohardson are in partnership, but no partnership 
deed has been entered into, and no agreement has been arrived at as to 
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interest on partnership capital and loans, or as to the proportion m 'whiA 
profits are to be shared. Chatenay contributed all the capital (£3,000) 
and also advanced a further £1,000 to the firm as a loan. Prior to charging 
any interest which may be due to Chatenay, the profits of the partnership 
for the year 19 . amounted to £840. Show the division of the profit as 
between the two partners. (Royal Soarnty Arts.) 

67. Under partnership arrangements partners were to be charged with 
interest on their drawings, which were made at various dates in the year 
and for various amounts. This involved somewhat lengthy interest calcu- 
lations, which it was desired to avoid. You are asked to advise what method 
could be adopted to avoid these calculations. (Chartered Accountants.) 

68. E H B. and H. V. B. are partners, and share profits as follows : 
E. H B. seven-tenths and H. V. B three-tenths. Interest on Capital 
Account only is allowed at 5 % per annum. H V. B. is entitled to a salary 
of £500 a year before the division of profits. 

Prepare from the following particulars a statement showing the position 
of the Capital and of the Drawing Accounts of both partners as at Jime 30, 

19. . : January 1, 19. ., E. H. B., Capital Account, Cr £6,000 ; January 1, 

19.. , H. V. B., Capital Account, Cr. £2,000; January 1, 19.., E. H. B., 
Drawing Account, Cr. £642 ; January 1, 19. ., H. V. B., Drawing Account 
Cr. £248. 

On April 1st E. H. B. introduces a further £5,000 as capital. 

The profit for the period, after interest charges and salary were adjusted, 
was £3,300. 

E. H. B. drew £1,600 on February 1st, and a similar sum on March 3Ist. 
H. V. B. drew £1,300 on the latter date, and his salary each month. (Inoor- 

' ) 


69 . Jones and Robinson have been carrying on business in partnership 
during the year ended December 31st. No partnership deed was, however, 
executed. 

Capital was introduced into the business as follows Jones, £6,000 ; 
Robinson, £1,000 Jones, in addition, advanced £1,000 to the firm as a 
loan, but no agreement was come to between the partners as to the payment 
of interest upon this loan. 

The profits for the year ended December 31st, amounted to £3,000, 
prior to provision for interest, if any, either upon Capital or Loan Accounts. 

The partners cannot agree, either as to the proportion in which the 
profits are to be divided, or upon the question of interest. They refer tlie 
matter to you, and agree to abide by the accounts prepared by you. 

How would you divide the profits for the year f (Chattered Aocowntants.) 

70. A, B, and C are in partnership, sharing profits equally, but subjeot 
to receiving salaries of £1,000, £600, and £400 per annum respectively. For 
the year 19.,, before charging salanes, the profits amounted to £10,000. 
A, having been elected a member of Parhament, and consequently unable 
to devote hia whole time to the business, agrees to forgo his salaiy to the 
extent of £700 

This concession was made by A after the books had been closed for the 
year. Show the Appropriation Account, as originally wntten up and as 
amended. (Chartered Accountants.) 

71. On December 31, 19 ., three partners had the following amounts 
at the credit of their Capital Accounts : A, £6,000 ; B, £3,000 , C, £2,000. 

On January 1st previous, they had to the credit of their Drawing Accounts : 
A, £750 ; B, £600 ; C, £400. 

Profits are divided in the same proportion as the capital, up to £2,000. 
Above that amount, A gets 26 %, B 36 %, and 0 40 % 

A drew during the year 19. . , £500 ; B drew during the year 19. . , £400 j 
C drew during the year 19. , £300 

The profits for 19.. amounted to £3,000, before charging iiitorest on 
capital (to which all are entitled) at 4 %. 

Give the Drawing Account of each partner on December 31, 10. . , interest 
on drawings to be ignored. (Chartered Accountants.) 
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72. A, B, and 0, in partnership, haviag capitals of £5,000, £2,000, and 
£1,000, agree that 6 % interest on capitals shall be charged to Profit and 
Loss Aocoimt ; that each shall have a salary of £600 ; and that profits and 
losses shall be shared m proportion to capitals. The first year’s trading 
results in a profit of £1,100, before charging interest on capital and salaries. 
Show how rtmch each is entitled to draw (including amounts already drawn), 
so as to leave their Capital Accounts intact, (flhartered Accountants.) 

73. On January 1st X and Y purohased the business and freehold 
premises of Smith & Co. for £25,000. Of this amount X found £10,000 
and Y £6,000. The balance of £10,000 was left by the vendor upon mortgage 
of the freehold premises at 4, % per annum. 

X was to devote only such time as he thought fit to the business, but 
Y was to devote the whole of his time, for which services he was to receive 
a salary of £300 per annum prior to ihe division of profits. 

Each partner was to be credited with interest upon his capital at 6 % 
per annum, and debited with the same rate of interest upon all sums drawn 
from the business. Profits and losses were to be divided equally. 

The profits of the business for the year ended December Slst, prior 
to any of the above adjustments, amount^ to £3,826. 

During the year X drew £620 in equal amounts on January Ist, April let, 
November 1st, and Deoember 1st. 

Apart from the management salary to which he was entitled, Y drew 
£420 in equal amounts on April 1st, November 1st, and Deoember 1st. 

Show how the Capital Accounts of the two partners would appear in the 
firm’s Balance Sheet at Deoember Slat. {Chartered Accountants,) 

74. A, B, and 0 were partners, dividmg profits in the proportions of 
one-half, ono-third, and one-sixth respectively. Their capitals were : 

A, £10,000 ! B, £8,000 ; and O, £3,000. They arrange to take into the 
firm D, who is to pay m £6,600, of which £8,000 is to be his capital, and 
the remaimng £1,600 is to be paid for goodwill, and is to be credited to A, 

B, and 0 m Qie proportions in which they share profits. 

In the new partnership D is to have one-fifth of the net profits, and the 
remaining four-fifths is to be divided between A, B, and 0 m the proportions 
above named. 

Show the Capital Accounts of the four partners, and state m what 
proportions they will share profits. (OAortered Accountanta.) 

76. Dickson and Bell, having capitals of £2,000 and £1,600 respectively, 
admit Peters into partnership on terms that he shall contribute £1,000 as 
capital, and pay them £1,400 for his share of the goodwill. Interest on 
capital to be 6 % per annum (charged to Profit and Loss Account), and 
profits to bo shared in the proportion of 4, 3, and 2. Peters has only £1,000, 
which he pays in as capital ; and, in an attempt to meet the position, the 
partners raise a “ Goodwill Accoimt ” for £1,400, which is credited, £800 
to Diokson’s capital and £600 to BeU’s You are called in at the end of the 
year, and find tiiey have closed off the Profit and Loss Account as follows 

To Interest on Capital — By Profit 2,600 

Dickson 140 

Bell 105 

Peters 60 

295 

To Profits divided — 

Dickson . . . 980 

Bell 736 

Peters 490 

2,205 

£2,500 £2,600 

Correct the error made by the partners, and the effect thereof, by Journal 
entries, which should be fully explanatory. Show the true position of the 
partners’ accounts. {Chartered Acoountania,) 
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76. A, B, and C are partners at Decembor 31, 19. ..with capital of £4,000, 
£2,000, and £5,000 respectively B draws a management salary of £600 
per annum, and it is provided by the partneiship deed that after providing 
B’s management salary and 6 % interest on capital, and befoie the division 
of profits, A shall be entitled to 5 % and C to 10 % of all profits in excess 
of £760 per annum. Assuming (a) that profits are divisible rateably with 
capital as at previous balancing; (6) that each partner draws £300 per 
annum in anticipation of profits, upon which no interest is to be charged; 
and (fi) that the following are the profits for three years, you are required 
to prepare a Profit and Loss Distribution Account and a Capital Account 
with each partner 1st year, £1,750; 2iid year, £1,980; 3rd year, £2,300 
{Incorporated Accountants ) 

77. Smith and Jones united in a venture to purchase at par and issue 
to the public £200,000 Debentures of a company, and agreed to share profits 
and losses equally They issued the debentures, which were fully subscribed, 
at 5 % premium. Smith, on his own accoimt. subscribed for and was allotted 
£20,000, which he subsequently sold at 10 % premium ; while Jones sub- 
scribed for and was allotted £3,000, which he sold at 9 % premium. The 
cost of the issue was £6,000. Create an account showing how much each 
gained by the transaction, disregarding interest and tax. {Chartered 
Aaooimtants ) 

78. The articles of partnership of Williams & Watson include a clause 
that either partner may retire from the firm on the undermentioned terms 
by giving six months’ notice : (1) That the retiring partner shall be repaid 
his capital ; also (2) his shore of profits to date of dissolution ; (3) half the 
value of the goodwill of the business. 

The profits (which are shared equally) are to bo taken on the basis of 
the average profit of the firm for the three completed preceding years. The 
goodwill is to be valued at three times the average profit of the three com- 
pleted preceding years. The profits were as follows • Year ended June 30, 
1912, £2,500 ; year ended June 30, 1913, £2,100 ; year ended June 30, 1914, 
£3,050. 

Williams gave notice to retire at December 31, 1914, his capital then 
being £4,500, 

What amount is due to him for goodwdi, capital, and profits ? (Jneor- 
porated Aocoimianta,) 

79. A, B, and 0 are in partnership sharing profits equally. 

On December 31, 1911, A decided to retiro, and their Balance Sheet on 
that date was as follows : — 

Liabimtibs. £ 

Creditors . . . . . . 2,500 

Capital — 

A 5,000 

B . . . 4,000 

C 3,000 

£14,500 

Under their Articles of Partnership A was to receive, for the year suc- 
ceeding hiS retirement, one-half of the share of profits which he was receiving 
when he retired, he leaving his capital in the business as a loan. 

On January 1, 1912, D was admitted a partner, and paid into the firm 
£3,000, of which £1,000 was for goodwill, to be divided equally between 
B and C, and placed to the credit of their capital accounts. 

D was to receive one-fourth share of the net profits after charging them 
wi bh A’s proportion as stated above, while B and 0 were to divide the remainder 
in the same relative proportions as previously. The profits for 1912 amounted 
to £3,160, out of wliioh interest at 6 % per annum was to be credited to A 
on his loan, and to the partners on their Capital Accounts at the same rate 
(both free of Income Tax). 

Prepare statements showing the division of profits for 1912 ; the partners’ 
Capital Accounts at December 31, 1912. 


Assbts. £ 

Freehold Premises , . . . 3,000 

Stock . . 8,000 

Debtors 3,000 

Cash . . . ... 500 


£14,500 
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Also state the respective sharee of B, C, and D in the profits for the year 
1913. {Ghartemd Accountants.) 

80. On January 1, 1909, A took B into partnership. A’s books were 
kept by single entry, and the following statement as on the above date 
showed his position ae folloivs : — 


LlABIMTrES. £ 

Sundry Greditom . . . 1,600 

A’s Capital 2,600 


Assets. £ 

Sundry Debtors 2,500 

Stook-in-Trade 1,000 

Ifixtnres and Fittings . . 500 

Cash at Bank and in hand 200 


£4,200 


£4,200 


It was agreed that B should not draw on account of profits more than 
£250 per annum until he had paid to A a premium of £400 out of his share 
of profits m excess of £250. A’s capital was to be £2,600, as shown above, 
the new firm talang over the assets and discharging the liabilities. B was 
to bring in £600, which he did on January 1, 1909 The partners were to 
receive 6 % interest on their capitals, and the profits or losses were to be 
divided A two-thirds and B one-third. A’s drawings were : 1909, £000 ; 
1910, £540 ; 1911, £580 B drew £260 each year. 

The position (apart from capital) on December 31, 1909, 1910, and 1911 
was as follows : — 


Assets 

Xiiabilities 


1909. 1010. 1011. 

6,000 4,050 6,700 

1,760 1,600 1,600 


Amounts due from B to A in respect of premium wore to be transferred 
from his capital to A’s Capital Aeooimt. 

Make out a statement showing the profit or loss for each year, and write 
up the partner’s Capital Accounts. 

Also show the position between A and B as regards the premium. (Char- 
tered Accountants.) 


81 , Scarlett and Lake join in partnership on January 1st, without any 
formal deed between them. The capital introduced was as follows : 
Scarlett, £3,000 ; Lake, £2,000. On April 1st Lake advanced £500 to the 
firm as a loan without any agreement ns to interest. The net profit for 
the half-year to June SOth, is £2,600. The partners cannot agree on 
the following points : Interest on capital, interest on loan, division of 
profits. Prepare accounts on the lines that you would adopt, giving reasons 
for your action. (Central Association Accountants.) 

83. Draft from the following figures and particulars, taken from the 
boolis and accounts of P, B., and M, builders and contractors, a Balance 
Sheet and Profit and Loss Aocoimt as at December 31st. P and M are 
the continuing partners, B having become bankrupt and left the country, 
owing his late partners £635. P and M divide equally. 

Their capital is £3,000. They own properties valued at £3,600, on which 
mortgages exist for £2,700. They owe to Trade Creditors £780, and P and 
M have drawn dunng the year £500 each Plant is valued at £390 ; Horses 
and Vans valued at £125 ; One Horse died during the year worth £36 ; the 
Debtors for Sales and Work amounted to £2.037 ; the Debtors for Bents, 
£146 ; Bank Balance, £847 ; Sales and Work done during the year, £11,415 ; 
Kent received during the year, £1,084 ; Purchases during the year, £3,472 ; 
Wages during the year, £5,691 ; General Expenses paid, £269 ; Ground 
Bent paid, £372 ; Interest on Mortgages paid, £189 ; Law Charges paid, £14 ; 
Sui'veyor’s Fees paid, £116 (Incorporated, Accountants.) 

83. You are required to deal with the following points arising in part- 
nership accounts In each case state clearly the reasons for the method you 
adopt and, where necessary, illustrate it by accounts. 

X and Y had been m partnership for a considerable time, and by way 
if providing for bad debts and other risks of trading had each year written 
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oft to a Reserve Fund 1 % on their turnover. At December 31, 1910, the 
account so built up amounted to £7,000. On January 1, 1911, Z is admitted 
into the business on the basis of receiving one-fourth share of the profits, 
the accounts being continued in the same way os hitherto. On January 1, 
1914, it IS agreed to discontinue the Reserve Ftmd, it being no longer needed. 
Under whaf eiroumstanoos can Z make good his claim to a quarter share 
of the whole account ? (Incoiporated Accountants.) 

H. B joined A in partnership on January 1st, and is to have a half 
share of the profits. The partners’ capitals are to be equal, and their total 
caiiital is to be a sufficient amount to convert the Bank Credit (overdraft) 
of £6,000 into a Debit Balance of £1,000. B pays A two years’ purchase 
for his half share of tho profits. The necessary transactions were earned 
through by the Ann on January 1st. Show what entries would be made 
in the firm’s books to record the transactions. (Chattered Accountants.) 

85. A was in business os a manufacturer, and on January 1, 19.., he 
admitted his manager B as a salaried partner on the following conditions : 
(a) A Goodivill Account was to be opened in tho books of the new firm, and 
debited with £S,000, and this amount was to be credited to the partners’ 
Capital Accounts in the proportions of three-quarters to A and one-quarter 
to B. The share of goodwill credited to A was equal in amount to one-third 
of the balance standing to the credit of his Capital Account before the 
admission of B as a partner. (6) The partners’ Capital Accounts were to 
be credited with interest at 5 % per annum (out of profits), (o) B was to 
receive (out of profits) a salary of £500 per annum, payable monthly, and he 
was also to be credited with 10 % of the profits shown by the Profit and Loss 
Account before charging his salary or any interest on capital. The remainder 
of the profits (if any) were to belong to A. (d) B was entitled to draw (with 
the consent of A) during the year sums on account of his percentage of 
profits, (e) No interest was to be charged on the drawings of either partner. 

The entries required by clause (a) of the agreement were duly made on 
January 1, 19. . ; and during the year ended December 31, 19.., B drew 
his agreed salary, and also £60 on account of his percentage of profits. In 
addition to the amount standing to the credit of A’s Capital Account, before 
the admission of B as a partner, and the balances represented by the above- 
mentioned transactions, the following balances appeared in the books of 
the firm as on December 31, 19 .. 

You are required to prepare a Trading Account and Profit and Loss 
Account for the year ended December 31, 19. ., and a Balance Sheet as on 
that dale, after taking into consideration the following adjustments : 
(i) 10 % depreciation to be written oil Plant and Machinery as on Decem- 
ber 31st last, and 6 % off the additions made during the year; and £27 
o-ft Fixtures and Fittings, (ii) One quarter’s Bent, amoimting to £76, was 
owing on December 31, 19. . (in) The Bates and Insurance unexpired, 
and paid m advance, wore, on December 31, 19. ., respectively £12 6s 2d. 
and £10. (iv) The Stock on hand as on December 31, 19.., was valued 
and agreed at £4,9-t6 15a. 8d. 

Balances, December 31, 19. . Cash at Bank, £490 12s. 4d. ; Cash in 
hand, £14 7s. 3d. ; Fixtures and Fittings, £327 ; Plant and Machinery 
(including additions during the year of £97), £4,624 12a. 6d ; Purchases, 
£17,420 14s. 4d. ; Sales, £31,921 10s 6d. ; Caniage Inwards, £114 11s. lid. ; 
Carnage Outwards, £246 14s. 6d ; A, Drawings Account, £1,275 ; Manu- 
facturing Wages, £5,428 10s. ; Office Salaries, £641 16s. 8d. ; Sundry Debtors, 
£8,942 14s, lOd. ; Simdry Creditors, £2,337 15s. Od. ; Discount Account 
(Credit Balance), £8 Os. 3d. ; Postage and Stationery, £51 12s. 9d. ; Office 
Expenses, £197 14s. 7d ; Manufacturing Expenses, £439 2s. Id ; ?tock 
(December 31st last), £6,064 4s. 8d. ; Bad Debts, £271 16s . ; Kent, *225 ; 
Bills Payable, £1,324 10s ; Bates, Taxes, and Insurance, £127 2s. lOd. ; 
Fuel and Power, £102 4s. 7d. ; Lighting and Heating, £49 Os. 4d. ; Purchases 
Beturus, £987 143. Id. ; Sales Keturns, £1,326 12s. 6d. (Jiot/al Society Arts.) 

86. On December 31, 1914, Jones, Brown, and Smith are in partnership. 
No goodwill is included in their accounts, but by agreement the business 
is divided into 100 “ shares," of which Jones is entitled to 60, Brown 30, 
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and Smith 20, the goodwill value of a share being £200. The capital is £4,000, 
contributed in the above proportions and represented by tanmble assets. 
There aro no liabilities. 

They admit into partnership their managing clerk, Williams, as from 
January 1, 1915. Jones is to sell to Wilhams 1.5 shares and to Smith 
6 shares, and Brown is to sell to Williams 6 shares, the capital to be con- 
tributed ill the new proportions. Williams pays in cash £2,400, being one- 
half of the total sum he had to pay, and Smith pays for his new shares in full. 
Out of the amounts so paid in, Jones and Brown draw the proportions to 
which they were entitled. 

Each partner has a separate fixed Capital Account and a Current Account, 
and the above transactions are all shown, as on January 1, 1916, in the books 
of the firm. 

No interest is charged on capital or drawings, but 6 % per annum is 
charged to Williams and credited to the partners entitled thereto, on the 
amount unpaid by him. They draw during the year £60 in respect of each 
share held. The profit for 1915 was £9,000 

Show the partners’ Capital and Current Accounts for the year 1916 ; 
and the final position, when Jones, Brown, and Smith have drawn the balances 
to their credit on Current Account, which leaves the assets, other than the 
amount due from Williams, at £4,000. {OhaHered Accountants.) 

S'?. Two solicitors carried on practioe for several years without any partner- 
shij) agreement. Their books and accounts showed that they had equal 
capital in the bn&iness and divided profits equally 

A Profit and Loss Account and Balance Sheet had been prepared and 
audited annually, but onl^ such costs as had bean made out and debited 
to clients had been taken into aeooimt, and no estimate had been made of 
costs in respect of matters which wore incomplete or for which bills had not 
been delivered. 

On the death of one of the partners the survivor continued to carry on the 
business, with the consent of the deceased partner’s executor, and subj eet to his 
keeping proper accounts for ascertaimng the share of the deceased partner. 

What would you recommend as to the accounts to be kept, and how 
would you ascertain the deceased partner’s share ? {Oha/rtcred Acooimtants ) 

88. On December 31, 19.., three partners had the following amounts 
at the credit of their Capital Accounts : A, £6,000 j B, £3,000 i 0, £2,000. 

On January 1, 19 ., they had to the credit of their Drawing Acooimts : 
A, £760 i B. £600 ,* 0, £400. 

Profits are divided in the same proportion as the capital, up to £2,000. 
Above that amount A gels 26 %, B 36 %, and C 40 %. A drew during 
the year 19,., £600. B drew during the year 19.., £400. 0 drew during 
the year 19. ., £800. 

^6 profits for 19. . amounted to £3,000, before charging interest on 
capital (to which all are entitled) at 4 %. 

Give the Drawing Acoount of each partner on December 31, 19. ., interest 
On drawings to be ignored. {Chartered Accountants.) 

89 . J. Pipe, practising as a solicitor, takes P. Trigg into partnership 

on January 1, 1914. The capital is to be contributed as to £2,000 by Pipe 
and £1,000 by Trigg. Any deficiency, or surplus, on a partner’s capital 
is to bo transferred to his Loon Account, on vhioh interest at 6 % per annum 
is to he calculated ; but the Capital Accounts and drawings are not to bear 
interest. Tngg is to have one-fourth of the “ earned ” profits of 1914, and 
thereafter one-third of the “ earned ” profits ; and to be credited on account 
of his share with the first £400 of profits of each year. Only “ cash ” profits 
are to be brought into accoimt, however, and individual years are to be 
credited with 6 % as the agreed fee for collection of outstanding costa of 
previous years. You are called in to adjust the accounts for the two years 
ended December 31, 1915, and yon find the following particulars from an 
analysis of the Cash Book: Pipe has diawn £800 and Trigg £400 each 
year. 1914: January let. Cash brought in, Pipe, £2,000; Tngg, £800. 
December Slst, Cash received, 1913 Coats Acoount, £380 ; Cash received, 
1914 Costs Account, £976 ; Office Bent, Salaries and Expenses for year, 
£632 1916 : December Slst, Cash received, 1913 Costs Account, £107 ; 
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Cash received, 1914 Costs Aoeormt, £1,016; Cash received, 1916 Costs 
Account, £1,246 ; Office Rent, Salaries, and Expenses for year, £679. 

Draw the necessary accounts for each year ; prepare Balance Sheet as 
on December 31, 1916. {Ghartered AcomrOanta.) 

90. Herbert Smith and Ernest Jones are in ;partnership sharing profits 
equally and having each a capital of £6,000. It is provided m the Articles 
of Partnership that a partner may retire upon giving certain notice to the 
other, and that in the event of a partner retinng he shall be repaid 
his capital, proportionate share of profits to the date of dissolution, less his 
drawings, these profits to be tahen on the basis of the average profits of the 
last three completed years, as stated in the Balance Sheet Book signed by 
both partners, and, in addition, he shall be paid his share of the goodwill, 
viz. half tho goodwill of the business. The goodwill to bo considered equal 
to three times the average profits of the last throe completed years. 

The amount payable to Herbert Smith for capital, profits, less drawings 
and goodwill, is to be satisfied by giving six bills of equal amounts carrying 
interest at the rate of 6 % per aimum from October 1, 1910. 

The yearly accounts are made up to December Slat, and Herbert Smith 
retires on September 30, 1910 

The signed Balance Sheets show the followjng profits : Year to Decem- 
ber 31, 1907, £10,000 ; year to December 31, 1908, £3,000 ; year to Decem- 
ber 31, 1909, £2,300. 

Show what amount is due to Herbert Simth for capital, goodwill, and 
profits, he having aheady drawn £600 on account of profits and the amount 
of each bill with the interest thereon added to it. {Ghartered Accountants.) 


91. A and B are partners in A and B’s coal stores, and they share profits 
and losses equally. On December 31st, they had capital in the business •. 
A, £3,100, and B, £2,600. The assets and liabilities of the firm, as on that 
date, stood at the following figures in the books : Office Furniture and 
Fittings, £320 ; Coal Trucks, £930 ; Trade Creditors, £848 ; Cash at Bank, 
£1,166 ; Carts, Plant, and Horses, £476 , Bills Payable, £662 ; Sunchy 
Debtors, £3,720 ; Cash in hand, £18 ; and Stock of Coal, etc., £570 

They agreed to take into partnership 0, a coal agent, as from January 1st 
next, on the following terms : — ^Profits and losses to be shared : A, two- 
fifths ; B, two-fifths ; and C, one-fifth. 0 was to bring into tho partnership 
“ Book Debts ” amounting to £660 (less a reserve for Bad Debts of 6 %), 
and the goodwill of his connection, valued at £310 ; while his capital in the 
new firm was to be £1,000, the balance of which he was to pay in cash 
on signing the Articles of Partnership on January Ist. It was further 
agreed between A, B, and 0 that the following adjustments should be made 
in the figures as shown on A and B’s Balance Sheet on December 81st : 
Tho Coal Trucks were to be taken at £1,000, and the Carts, Plant, and Horses 
as at £660, the result of an independent valuation ; a Bad Debt reseive 
of 7(t % was to be deducted from outstanding debtors ; the goodwill of 
the old firm (A and B) was to be taken at £486 ; and A was to be paid out 
from the Bank Balance such a sum as would make .his capital equal to B’s. 
The agreement was carried out. 

You are required (a) to make the Journal entries necessary to complete 
the above adjustments, and (6) to draw up a Balance Sheet showing the 
position of the new firm as on January 1st. {Boyal Society Arts.) 

92. A, B, and C were in partnership with a capital of £3,000, contributed 
in the proportions of one-half, one-third, and one-sixth respectively ; and 
sharing profits and losses in the same proportions. The partnership was 
dissolved on March 31st, the position being : — 


Liabilities. £ 

A, Capital Account . . . . 2,000 

B, Capital Account . . . . 1,000 

0, Capital Account . . . . 200 

Creditors 3,000 


As, SETS. £ 

Cash 400 

Debtors 4,200 

Stock . . . . 1,600 


£6,200 
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April . . 
May . 
June , 
July . 
August 


The Stobk having been completely disposed, of, it was agreed that C 
should take over the remaining debts at £60. Set out the acemmts, show- 
ing how the cash realised was distributed month by month (CJiartered 
Accountants.) 

93. The following is the Balance Sheet on March 31st, of Mr. 0. B. 
prepared for his own use and m the accustomed way : — 


IiIABIUmES. f 

Creditors 3,000 

O P, Capital 13,600 


Cash 600 

Debtors 4,000 

Stock 6,000 

Fixtures and Fittings . . 760 

Freehold Premises . . . . 6,000 

Investment 250 


£16,600 


£16,600 


He decides to admit a partner, and it is arranged that the partner shall 
join on the basis of the above Balance Sheet, subject to the following 
modifications : 6 % to come off the Debtors j Stock to be taken at £4,600 j 
Fixtures and Fittings to be taken at £600 ; Freehold Premises to be taken 
at £7,000 ; Cash and Investment not to be token over by tho partnership. 

Make the necessary Journal entries, and show the Balance Sheet giving 
effect to the above modifications. {Ohartered Accountants,) 

94. A, B, and C were partners. Their partnership deed provided that 
they were to share profits thus : A, 26 % ; B, 34 % ; and 0, 40 % ; and 
that if a partner died his capital should remain in the business, for a stated 
period, at a fixed rate of interest, but that deceased partner’s share should 
be credited with an amount for goodwill based upon one and a half year’s 
average profit for the five years prior to his death, but be subject to a 
deduction of 6 % from the book debts. 0 died, and the profits of the firm 
for the five years were agreed at £1600, £2,800, £2,400, £3,600, and £2,000 
respectively, and the book debts at £12,000. 

Prepare a statement showing the amount of goodwill to bo credited to 
C’s account, and give the Journal entries m the firm’s books necessary to 
carry out the transaction. {Chartered Accountants.) 

95. The goodwill of a business is valued at £6,000, and belongs to A. 
He takes B into partnership, and it is agreed that the value of the goodwill 
shall be credited to A in the books of the new firm, but that it shall gradually 
become the property of the partnership, the term of which is to be twelve 
years. Profits are to bo shared equally. 

Show by what entries in the books this is to be effected. {Incorporated 
Accountants.) 

96. A and B are in partnership. The Balance Sheet of December 31st, 
shows A’s capital at £5,260, and B’s at £2,100. Goodwill does not 
appear on the Balance Sheet. Profit is divided as to two-thirds to A and 
one-third to B. As a matter outside of the partnership, B owes A £600. 
This does not appear in the firm’s books. Disagreements arising, the 

g artners agree to dissolve as from December 3lBt, on the basis of the 
alanoe Sheet above referred to. A offers B £3,000 to go out, this payment 
to recompense B for his interest in the business, including goodwill, and also 
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to settle the private debt of B to A. B, however, would rather pay A out 
on the like terms, and offers A a sum to settle A’s interest in the business 
and his (B’s) debt to A. 

Prepare a statement, to be rendered by B to A, showing tho amount 
B offers and how it is made up, assuming that B values the goodwill at the 
amount which is implied as its value in A’s ofler to B. {Chartered Accountants. ) 

97. X, with an old-established business, proposes to admit Y into 
partnership, and by the partnership deed it is provided that the goodwill 
of the business, valued at £6,000, shall at the outset belong and be credited 
to X, but that during the twelve years of the partnership it shall gradually 
become partnership property. 

By what entries in the books would you effect this, and how would 
Goodwill Account stand at the end of the fourth year ? (Incorporated 
Accountants.) 

98. The Balance Sheet of Maurice Bemardin, as on December 31st, 
was as follows . — 


BALANCE SHEET, DECEMBER 31st. 

Liabilities. £ Assets. £ 

To Capital 6,000 By Plant and Machinery . . 3,000 

„ Sundry Creditors . . 2,400 „ Simdry Debtors . . . . 1,680 

„ Stock-in-hand .. .. 1,720 

„ Cash at Bank . . . 1,000 

£7,400 £7,400 


On January 1st, next, Bemardin admitted Paul Lode into partnerehip. 
Lede paid £1,000 into the business as his capital, and, as he had no further 
funds, it was agreed that a goodwill account for £1,600 was to be opened 
and credited to Bemardin. Show the Balance Sheet of the new firm upon 
the completion of these transactions. (Chartered Institute Searetai les ) 

99. A and B are equal partners, and they agree to take 0 into partner- 
ship on introduction of the sum of £3,000 as capital. 

The Balance Sheet of the old firm was as follows 
Liabilities 

Creditors 

Capital — 

B !! !! !! !! 

£10,600 j £10,600 

It is agreed to amend the above Balance Sheet by maldng a reserve of 
£600 for Bad Debts, to depreciate the Eixturos by £100, and to write 10 % 
off the Stock. 

It is also agreed to croate a goodwill of £1,600, which is to be so appor- 
tioned as to show all tho three partners with equal capital. 

Prepare an amended Balance Sheet embodying the above proposals. 
(Incorporated Accountants . ) 

100. Blanlc found himself in the position disclosed in the following state- 
ment on December 31st ; — 

Liabilities. £ I Assets. £ 


Sundry Creditors . . . 3,030 Sundry Debtors . . . . 2,082 

Preferential Creditors . . 185 Bills Receivable 120 

Bank Overdraft . . 250 Stock 942 

Abel Ohatenay (loan) . . 800 Machinery . . ... 1,000 

Cash in hand . . . . 16 

Defleienoy . . . . . , 706 


£ Assets. £ 

3,000 Debtors 6,000 

Fixtures and Fittings . . 600 

3,760 Cash in hand and Bank . 600 

3,760 Stock 4,600 


£4,865 


£4,866 
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The following arrangements were entered into with the parties oonoerned. 

The preferential creditors and the bankers were to be paid in full. The 
trade cieditors were to accept 15a. in the £ in full settlement, Abel Chatenay 
was to join Blank as a partner, introducing £2,000 into the business, and the 
loan of £800' was to be transferred to hia capital account. The Sundry 
Debtors were valued at £1,740. The Stock was written down to £700, and the 
Machinery to £800. Any profit or loss arising out of the above settlement 
was to be carried to Blank’s Capital Account. 

Prepare a statement showing the position of the new firm upon the 
completion of the above settlement. {London Chamber Commerce.) 

101. The following figures are taken from the books of Messrs. A, B, C, 
and i>, general outfitters, lor the years ended December 31, 1911, 1912, and 
1913. 

1911. 1912. 1913. 

Interest on Capital 786 849 879 

Interest on Loan 428 365 316 

Bent 666 665 666 

Salaries of Principals . . . . 1,000 1,000 1,000 

Net Profit 2,062 1,181 1,440 

£4,930 £4,060 £4,800’“' 


The Balance Sheet, dated December 31, 1913, showed that the capitals 
of the partners at that date were • A, £6,800 ; B, £6,800 , 0, £2,600 ; 

D, £3,400 respectively, and that the loan from E stood at £6,600, ali bearing 
interest at 6 % The four principals share salary and net profits equally. 
At the same date the business premises of the firm came into the market, 
and the owner was willing to sell for £14,000, and to take the whole in 
debentures at 4J % if the firm were turned into a private limited company. 
The firm instruct you to make suggestions : (a) As to the capital of the 
company and its division into 6 % Preference and Ordinary shares ; and 
(2) as to Its allocation between the partners. They instruct you to create 
a Goodwill of £4,000, to be divided equally between A, B, 0, and D, and to 
provide for the issue of £14,000 debentures at 4J %. The loan creditor, 

E, is willing to take over his loan in 6 % Preference shares. A desires to 
bring in his son, P, and to transfer to him £1,000 of his capital. The original 
partners are to receive a salary as managing directors of £260 each, and P 
IS to receive £160 as salary. Prepare a sAeme for the appropriation of 
preference or ordinary shares between A, B, C, D, E, and P in such a way 
that, subject to the extra charge of £160 paid to the new partner F, the 
principle of equal division of net profits between the original partners is 
maintained. (Incorporated AccourUants.) 

108. Two firms, Johnsons and Wilsons, who have been closely associated 
(Johnsons having taken a large proportion of Wilsons’ output), agree to 
amalgamate, and to convert the u.uted businesses into a limited company 
under the name of Johnson & Wilson, Ltd. The assets of both firms, 
exclusive of goodwill, are to be transferred at book values, and ameunt to 
£76,406, namely, Johnsons, £67,258, and Wilsons, £19,148. 

The goodwill is to be taken at a sum equal to three years’ purchase of 
the combined profits of the two firms, calculated on the average profit of the 
preceding five years of each firm. 

The amount of goodwill so ascertained is to be taken throe-fourths by 
Johnsons and one-fowth by Wilsons. 

The totals of the five years’ profits were : Johnsons, £24,460 ; Wilsons, 
£0,840 

The purchase money is payable as follows : Fully paid ordinary shares 
of £1 each for the amount of goodwill. Fully paid ordinary and fully paid 
preference shares of £1 each in equal proportions for the other assets, less 
ii510,000 m cash to Johnsons and £2,600 m cash to Wilsons. 

• State the amounts to be received by Johnsons and Wilsons respectively 
ffl ordinary shares, preference shares, and cash, {Chartered AccountemiB.) 
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103. A and B were partners, and arranged each to brmg a son ilito the 
0rm on January 1st. The capital on that date was £16,000. 


A’a Capital 9,000 

B’a Capital 7,000 


£16,000 


A agreed to credit his son O with £2,000, part of his (A’s) capital. B 
agreed to introduce £2,000 m cash as his son D’a capital. The salaries wore 
fixed at £800 each to A and B, and £200 each to 0 and B. The salaries 
and interest at 6 % per annum on the respective amounts of capital were 
to be charged before arriving at not divisible profits, which were to be divided 
as follows : Three-eighths each to A and B, one-oighth each to C and D. 

The profit on Dooember Slst, before ohargmg salaries and interest, 
was £3,300. 

A had drawn cash on account of Salary and Interest, £650 ; B, £480 ; 
C, £200 ; D, £180. No interest was to be charged on withdrawals. 

Make the closing entries as on December 31st, of the Profit and Loss 
Account, and show the partners’ Capital and Current Accounts. (Chartered 
Accountants.) 


104. A and 0, trading in partnership, and sharing profits and lo 
tho proportions of two -thirds and one-third respectively, sold their bi 
to J. S. & Co. Their Balance Sheet showed os follows : — 


Liabilities. 

Creditors . . 3,760 

A’s Capital 6,000 

O’s Capital 4,000 


Assets. 

Plant 

Fixtures and Fui'niture 

Stock 

Book Debts 
Bills Receivable 
Cash at Bank 


£13,760 


£13,760 


The purchasers agreed to give £2,000 for goodwill, but would only take 
over the Stock at £7,000, and the Plant at £1,700. Make up the Capital 
Accounts of A and 0, carrying out the terms of sale. (Chartered Accountants.) 
105. Jones and Smith decided to convert their business into a hmited 


company as from January 1, 19. .. 
as follows : — 

Liabilities. £ 

Sundry Creditors . . . 16,000 

Loan on Mortgage of Land 
and Buildings (contra) 7,600 

Capital — 

Jones . . . . . . 17,000 

Smith 10,000 


Their Balance Sheet on that date was 


Assets. £ 

Land and Bmldings.. .. 10,000 

Machinery and Plant . 8,000 

Models and Patterns 1,500 

Stock-in-Trode 12,000 

Simdrji Debtors . . . 17,500 

Cash in hand and at Bank 600 


£49,500 


£49,600 


A company called Jones, Smith & Co., Ltd., was formed for the purpose 
of taking over the business. Its capital was £100,000, divided into 50,000 
6 % Cumulative Preference Shares of £1 each and 60,000 Ordmary Shares 
of £1 each. The company was a private company, registered on Decem- 
ber 31, 1912, the signatories to the Memorandum of Association boing Jones 
and Smith for one ordinary share each, for which they paid on January 7, 
1913. 

The company purchased tho assets (exclusive of cash in hand and at 
Bank) for £32,500, and agreed to take over the mortgage and pay the 
sundry creditors. The purchase price was to be discharged by the allot- 
ment to the vendors of 12,100 6 % Preference Shares and 16,500 Ordinary 
Shares, and the payment of the balance in cash. (Chartered Accountants.) 
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108. X, Y, and Z carry on bnsinesB in parfcnershifi. On Boceinbor 31, 
19. . , their Balance Sheet was as foUows : — 


Liabujoctes. 
Sundry Creditors 
Loan on Mortgage of Free- 
hold Property 

X, Capital 

Y, Capital 

Z, Capital 


£ 

5.500 

1,400 

5,000 

5,000 

2.500 


Assets. £ 

Simdry Debtoi's . . . . 7,600 

Stock-m-Trade . . . 5,000 

Loose Tools, etc 1,500 

Plant and Machinery . . 2,300 

Freehold Premises . . . . 2,000 


Cash in hand and at Bank 1,000 


£19,400 


X wishes to retire from the partnership, and Y and Z agree to purchase 
the business on the following terms : 10 % to be allowed oS the Sundry 
Debtors ; 16 % ofi the Stock-in-Trade ; 10 % off Loose Tools , the Plant 
and Machinery to be valued at £2,000, and the Freehold Premises at £2,600 ; 
2 % to be allowed ofi the Sundry Creditors for discount ; and Y and Z to 
take over the mortgage. 

Profits and losses are shared equally by the three partners. 

Make the Journal entries required, and post to Ledger accounts, opening 
such as may be necessary for that purpose. 

Make out a Balance Sheet after the adjustments aro completed. (Char- 
tered AooowitaTas.) 


107. F and Q agree to admit H as a partner as from January 1, 19. . 
upon the following terms : (a) H to bring in £6,000, of which £1,600 is tt 
be regarded as a premium and credited equally to F and G (6) Profits t( 
be divided as follows : F and G, two-fifths each ; H, one-fifth. 

The Balance Sheet of F and G at December 31st last, was as inider !— 
Liabiiities. £ 5 a. I 

Orechtora 6,790 10 0 

Capital— £ ' 

r 8,600 

0 8,600 

17,000 0 0 


22,790 10 0 


Zese Dopreoiatlon 


£22,791 


n January 1st. (Irusdi^i^ated 


Draft the Balance Sheet of the new firm o 
Accountants.) 

108. Kiohatd Black and William White enter into partnership, upon 
equal terms, for the purpose of purchasing and continuing the old-established 
business of the late Bobert Blank. The business was taken over from 
Blanlds executors as on January Ist, as a going concern, upon the basis of 
the last certified Balance Sheet, which was os follows : — 

B. Blank. 

BALANCE SHEET, DECEMBER 31st. 

LiABmrrrES. 


To Capital 26,693 

„ Sundry Creditors . . 3,482 

„ Beserve for Bad Debts 385 


By Freehold Promises 
„ Plant Account , . 
„ Sundry Debtors 
„ Stock on hand . . 


14,200 

8,100 

3,420 

4,140 


The purchase price was agreed at £28,000, which amount was found, in 
equal shares, by Black and White, and duly paid over to Blank’s executors. 

In addition each partner paid £1,000 into the new firm’s hanlang account 
to provide workmg capital, and it was agreed, before opening the new books, 
to reduce the valuation of the Plant (as shown above) by £600, the Stock 
by £460, and the Office Furniture by £200. 
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Make fche opening entries necessary to record the above transactions 
in the books of the new firm, and draw up a Balance Sheet showing the 
position of Messrs. Black and White at the commencement of the new 
partnership. {Chattered Accountants.) 

lOd. Jones and Smith are in partnership as motor manufacturers. The 
following IS their Balance Sheet on December 31, 19.. : — 


Liabilities. £ £ 

Creditors 2,621 

Jones’s Capital . . 7,951 

Smith’s Capital . . 7,951 

16,902 


£18,623 


Assets. £ 

Cash at Bank 825 

Debtors 5,286 

Stock . . , . 4,409 

Plant 6,003 

Land and Buildings . . . . 3,000 


£18,523 


They decide to sell their business as from the above date to the Hamilton 
Motor Manufacturing Company, Ltd. The Company acquires the Stock, 
Plant, Land, Buildings, and Goodwill, for which the vendors receive £15,000 
in fully paid £1 Ordinary Shares. 

The Company agrees to pay the creditors and collect the book debts 
on behalf of the vendors, the net proceeds to be applied in taking up further 
shares. 

In October next you ascertain that the creditors have all been paid, and 
that the amount so paid is £2,763. Also that the book debts have all been 
collected or accounted for, and have realised £6,213. You certify accord- 
ingly, and on October 31st the vendors apply for and are aUotled at par, 
and in equal proportions, ordinary shares for the balance which the Company 
holds to their credit. 

(1) Make the Journal entries in the Company’s books relating to the 
assets purchased from the vendors. 

(2) Set forth briefly the procedure you recommend for the purpose of 
dealing, in the Company’s books, with the vendors’ liabihties and book 
debts and the subsequent settlement. Illustrate this, if necessary, by 
Journal entries, and draw out a pro-forma Vendors’ Account in the Company’s 
books showing the settlement, {Chartered Accountants.) 


110. The partners of a private firm decide to form their business into 


a limited company. 

The assets stand in the firm’s books as follows ; — 

£ 

. Land and Buildings at Cost 7,000 

Plant and Machinery, leas Depreciation . . . . 6,000 

Stook-in-Trade, at cost price 3,000 


£16,000 

These assets are sold to the company for £12,000, and the following 
amounts are opened in the books of the now company in respect thereof :~ 


Land and Buildings 6,000 

Plant and Machinery , . . . 4,000 

Stock 2,000 


£12,000 

At the end of the first year’s trading one-half of the old stock is still 
unsold, and is included in Stock on the basis of its original cost price, the 
new stock on hand being valued on a similar basis. 

The profit for the yoar, after providing for depieciation on Plant and 
Machinery, is £1,500, which the directors recommend to be distributed as 
dividend. 

Prom the information before you, what observations, if any, would you 
as auditor make on these accounts i {Ghctrtered Accountants.) 
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111. A and B carry on business in partnership as timber merchants. 
They divide profits : A, two-thirds j B, one-third j and on December 31st, 
their Balance Sheet was as follows : — 


Liabiutibs. 

£ 

Asseis. 

£ 

Sundry Creditors and Bills 


Leasehold Land and Build- 


Payable 

3,000 

ings 

2,000 

Capital — 


Plant and Machinery 

1,800 

A 

4,000 

Sundry Debtors and Bills 


B 

2,000 

Receivablo « . » . . . 

2,500 

2,100 

600 


Stock . , . . 



Cash at Bank and in hand 


£9,000 


£9,000 


They agree to take 0 into paidinership on January lat, next. The profits 
are to be divided : A, two-fifths ; B, two-fifths ; 0, one-fifth. A is to be a 
limited partner, and B and 0 general partners. 0 is to pay in £1,000 as 
capital. 

The assets of the business ere to be taken over by the new firm on the 
following terms : Land and Buildings at £2,260 ; Plant and Machinery 
subject to 10 Yo deduction for depreciation ; Sundry Debtors and Bills 
Beoeivable subject to an allowance of £600 to cover bad debts, discounts, 
and cost of collection , Stock at £1,S00. 

The new firm also takes over the liabilities of the old firm as shown in 
the above Balance Sheet. 

A agrees with B that any loss on the taking over of the assets by the 
new firm shall be borne by him (A). 

A’s capital as limited partner in the new firm is to be £3,000. B’s capital 
is to be £2,000. 

Open the books of the new firm, and make out a Balance Sheet as on 
January Ist, presuming C’s capital to have been paid in. {Ohartered 
Accountants.) 

118. J . Smith’s Balance Sheet showed the following assets and liabilities : — 
Land and Buildmgs, £160,000 ; Stock, £100,000 j Work in Progress, £43,000 ; 
Sundry Debtors, £66,000 ; Patent Eights, £8,000 j Cash at Bank, £6,000 j 
Sundry Creditors, £60,000 ; Sundry Bills Payable, £6,000. 

A limited company (J. Smith, Sons & Co., Ltd.) was formed to purchase 
the business for the sum of £360,000, payable as to £100,000 in Ordinary 
Shares, £100,000 in Preference Shares, £100,000 in 44 % Debentures, and 
the balance m cash, the company agreeing to take over the assets of J. Srhith 
(with the exception of the Bank balance) and the habilities to creditors. 

The registered capital of the company was £400,000, divided into 260,000 
Ordinary and 160,000 Preference Shares of £1 each. 

60,000 Ordinary Shares and the balance of the Preference Shares were 
issued for subscription by the pubUc, payable 6 b, per share on application, 
6s. per share on allotment, and lOs. per share one month after allotment. 

The issued capital was fully sabsoribed, and the shares (inoluding the 
vendor’s shares) and the debentures weie allotted by the company on 
March 1st. 

Give the Journal ontneis for recording the above transactions in the 
books of the company, showmg particularly what amount yon consider 
should be charged to capital expenditure and stating your reasons for your 
decision, [Chartered AecourUanta.) 

U3. A, B, and C were in- partnership, sharing profits in the proportions 
of four-ninths, three-ninths, and two-nmths. It was agreed that, in the event 
of the retiremout of a partner, the remaining partners should take over, in 
equal proportions, his ^aro of the property and goodwill, the consideration 
to be an annuity (payable out of the business profits) of £100 in respect of 
each of his one-ninth share in the profits. A retired from the firm on 
December 31, 1916, his capital, including share of goodwill, being then 
£3,600, How would you suggest that the transaction should be dealt with 
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in the books of the firm, and how would you deal with the annuity payable 
to A for the year 191G ? {Chartered Aceounlanta.) 

114. W. Lone and T. Stanley are trading as partners in the firm of Lone, 
Stanley & Co , profits being shared as follows : W. Lone, two-thirds , and 
T. Stanley, one-third. The following is the Balance Sheet of Lone, Stanley 
& Co. as at December 31st : — 

Liabilities. f 

W. Lone, Capital Account 2,000 
T. Stanley, Capital Ac- 
count 1,800 

Sundry Creditors .. .. 24,000 

£27,800 


Assets. £ 

Cash 200 

Sundry Assets 27,600 


£27,800 


On January Ist, next, they admit M. Maxwell as a partner on the following 
terms : (o) Profits are to be divided as to three-sixths to W Lone, two- 
sixths to T. Stanley, and one-sixth to M. Maxwell. (6) M. Maxwell to 
bring in £1,000 as ms capital, (o) A Goodwill Account is to be raised for 
£1,800. this sum to be credited to the old partners, (d) W. Lone is at liberty 
to withdraw £400 of his capital on January 1, 1909. (e) M. Maxwell to 

have a salary of £400 per annum out of profits. (/) Interest to be allowed 
on partners’ capital accounts at the rate of 5 % per annum No interest 
on ordinary drawings to bo taken into account. Each partner is at liberty 
to draw £40 a month in anticipation of profits (m the case of M. Maxwell 
the £40 is in anticipation of profits and salary). 

Assume that all transactions mentioned above have been carried out. 
The profits for the year ended December 31st, before making any 
allowance for M. Maxwell’s salary or for interest on partners’ capital, 
amounted to £2,610. 

Show the partners’ Capital Accounts at December 31st. {Lancashire and 
Oheahvre Institutes.) 

116. T. Landry and R, Lambert, who were equal partners in a manu- 
facturing business, agreed to dissolve partnership and to realise their 
business as on June 30th. On that date their Balance Sheet was as 
follows 1 


Mbsshs. T. LAUDBy.AirD B. Lambebt. 

BALANCE SHEET, JUNE 30th. 
Liabhitibs. 

T. Landry, Capital Account 
B. Lambert, Capital Ac- 

Sundry Creditors 

£6,000 


The expenses of the realisation, which were paid in cash, amounted to 
£270, and the Sundry Assets reahsed £3,920 m cash. 

You are required to show fully the result of the realisation, which was 
concluded on August 10th. Under the partnership articles, in the event 
of there being any deficiency on the capital account of either partner, the 
amount of such deficiency is to be at once made good in cash. (London, 
Chamber Commerce.) 

116. A and B, sharing profits and losses three-fifths and two-fifths, 
dissolved partnership on June 30, 19. ., when their capital accounts showed 
credit balances of £3,000 and £1,300 respectively Their Creditors amounted • 
to £800, Debtors £1,200, Cash at Bank £300, Stock £2,600, and they had 
certain other assets, valued at £1,000, which realised £800. The liquidation 
expenses amounted to £60. The Stock was sold for £2,300, and the Debtors 
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prodiioed 90 % of their book value. Close the firm’s books, and show the 
Journal entries. {GharUred Accountanta.) 

ll?. Atwell, Brown and Crooks are in partnership, sharing profits and 
losses equally. Their Balance Sheet at May Slst was as follows : — 


LiABremns. £ 

Sundry Creditors .. 760 

Advance from Bank . . 300 

Capital Accounts — ■ 

Atwell 6,600 

Brown . . . . , , . . 4,600 

Crooks 4,000 


Assets, £ 

Freehold Property . . . . 6,000 

Plant 2,000 

Stock 4,600 

Sundry Debtors 1,700 

Cash in hand , . , . . . 860 


£16,060 


£16,050 


They agree to dissolve partnership as at that date, Atwell to take the 
Freehold Property at £5,000, Brown to purchase the Stock for £3,820, and 
Crooks to take over the Sundry Debtois at a reduction of 10 %. The Plant 
reahsed £3,000, and the coats of winding up were £200. Prepare final 
accounts. {Gentral Association Accountants.) 

118. Smith, Brown, and Bobinson are m partnership as solicitors in 
London. Liverpool, and Newcastle, dividing profits : Smith, one-half ; Brown 
and Robinson, each one-fourth. 

On December 31at, the agreed Trial Balance is as follows : — 


Furniture and Fittings — 

London . . 

Liverpool 

Newcastle 

Debtors (mcluding costs accruing) — 

London 

Liverpool 

Newcastle 

Creditors 

Cash at Bankers 

Drawings — 

Smith 

Brown . < 

Bobinson 

Capital, December 31st, previous year — 

Brown 

Robinson 

Profit for year 


£ 


600 


1,600 

800 

700 

3,010 


£6,510 £6,610 


On this date they decided to dissolve the partnership under the following 
arrangements : Smith to take over the London assets and all liabilities, 
and to pay Brown and Bobinson each £300. Brown to take over the 
Liverpool assets. Robinson to take over the Newcastle assets. Furmture 
and Fittings to be reduced by 20 %. Debtors to be reduced by 10 %. 
Interest on Capital (but not on Drawings) to be charged at 5 % per annum. 
Cash at Bankers to be applied in paying the final balances between them. 

Prepare statements showing ; (o) Distribution of profit ; (6) partners’ 
Boooimts. (Chartered Accountants.) 

119. A and B carried on business os pottery manufacturers at Hanley, 
under the style of A, B & Co. They dissolved partnership on March 31st, 
A retiring from the business, and B continuing to carry it on under the 
same style, and purchasing A’s share therein at the amount shown as his 
capital at March 31st, after a proper revaluation of the assets. 
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The firm’s Balance Sheet at the previous December 31st was as follows 


Liabimtijss. £ 

Sundry Creditors . . , , 6,000 

Bills Payable 1,600 

Mortgage on Land and 
Buildings at 4 % . , . . 7,600 

A, Capital 14,600 

B, Capital 9,500 


’ Assists. £ 

Land and Buildings , . . . 10,000 

Plant and Machinery .. 6,000 

Loose Plant and Tools . , 3,000 

Stock-in-Trade 9.000 

Sundry Debtors after pro- 
viding for Bad Debts and 

Discounts ■ . 7,600 

Bills Receivable 1,000 

Cash in hand and at Bank 1,500 


Profits and losses, both of revenue and capital, were divided in the 
proportions of A two-thirds and B one-third. 

The revaluations at March 31st resulted as follows : Land and Buildings, 
£9,100; Plant and Machinery, £5,600; Loose Plant and Tools, £3,600; 
Stook-in-Trade, £8,000. 

The other assets at that date were agreed as follows : Sundry Debtors 
(after providing for bad debts and discounts), £8,600 ; Bills Receivable, 
£600 ; Cash in hand and at Bank, £2,000. 

The liabilities were : Loan on Mortgage at 4 %, £7,600 (interest paid 
to December 31st) ; Bills Payable, £1,000 ; Sundry Creditors, £3,600. 

Make out the necessary adjustment accounts and Balance Sheet at 
March 31st. {Ohartered Accountants.) 

120. The following was the Balance Sheet of a firm upon dissolution 
of partnership, A retiring, B continuing the business. The partners’ shares 
as to capital and profits were : A, three-fomths ; B, one-fourth. 


Capital— 


B .. .. 

Loan from A 

Creditors 

Reserve 


£ 


9.000 

3.000 

2.000 


1,200 

£17,000 


Freehold 

Debtors 

Cash 

Stock . . 


£ 

12,000 

3.000 

1.000 
1,000 


£17,000 


A agreed to buy the Freehold for £10,000. The Stock was taken over 
by B at 10 % disooimt The Debtors realised 86 % of their value The 
costs of the liijuidation, exclusive of the above deficiencies, were £470. What 
did each partner receive ? 

Show Cash Account, Liquidation Account, and the partners’ accounts. 
{Ghartered Accountants.) 

121. A, B, and C carried on business in partnership, and on December 31st 
their Balance Sheet was as follows : — 


LlABILlTllaS. £ 

Sundry Creditors . . . . 4,500 

A, Loan 6,000 

Capital Accounts — - 

A 12,000 

B 10,000 

C 7,500 


Assets. £ 

Land and Buildings . . . . 4,000 

Plant and Machinery .. 8,000 

Loose Plant and Tools . . 1,600 

Stock-in-Trade 10,000 

Sundry Debtors . . . 14,000 


Cash at Bank and in hand 2,600 


£40,000 


£40,000 


They decide to dissolve the partnership as at December 31st. A retires, 
and B and C carry on the business, and agree to purchase A’s share in 
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the capital of the firm in the proportions m winch they share profits and 
losses. Profits and losses are shared : A, two-fifths ; B, two-fifths ; C, one- 
fifth. A agrees to allow his loan to remain in the business. 

For the purposes of the dissolution the Goodwill is valued at £6,000, 
and the assets are to be token as follows : Land and Buildings, £4,500 ; 
Plant and Machinery as in the Balance Sheet, subject to 10 % depreciation ; 
Loose Plant and Tools ss m the Balance Sheet , Stock-in-Trade at £9,000 ; 
Sundry Debtois as m the Balance Sheet, subject to £1,100 provision for 
bad debts and an allowance of 6 % for discounts and costs of collection. 

The liability to Sundry Creditors is taken over by B and C, subject to an 
allowance of £200 for discounts. 

B and 0 continue to share profits and losses in the same proportions as 
heretofore. 

Draw up the Realisation Account and the Balance Sheet of B and 0 as 
on January Ist next. {Chartered Accountants.) 

122. X and Y and Z are in partnership sharing profits and losses equally. 
Their Balance Sheet at December 31st was as follows : — 


LlABIUTIEfl. £ 

Sundry Creditors . . . . 1,300 

Capital Accounts — 

X ' £2,000 

Y 1,000 

Z ...... 200 

3,200 


Assets. £ 

Properties 3,100 

Cash 1,400 


£4,600 


£4,600 


Z becomes bankrupt, and the partnership was dissolved on December 31st. 
X buys the partnership properties for £2,280. The costs of realisation are 
£110. Show the final accounts {Central Association Acaountmts.) 

128. 8, T, and W were in partnership, having capitals respectively of 
£4,000, £3,000, and £3,000, and sharmg profits in those proportions. In 
addition, S had advanced £6,000 and T £1,000 to the firm The creditors 
of the flra (other than S and T) amounted to £10,000. All partners having 
ample private means, show the amount of cash they would each receive 
if the assets realised alternatively (o) £16,000, (6) £20,000, (o) £30,000. 
Ignore interest. {Chartered Accountants.) 

124. Brown, Robinson, and Jonoa are partners, and share profits and 
losses • Brown, one-half ; Robinson, three-eightlis , and Jones, one-eighth. 
On. December 31st the firm was dissolved. The Balance Sheet on that 
date was as follows i — 


BALANCE SHEET. 


LlABrUTTBS. £ 

Brown, Capital Account . . 20,281 
Robinson, Capital Acooimt 14,117 
Simdry CrocUtors .. 7,264 

Bank Overdraft .. 662 


£42,224 


Assets. £ 

Land and Buildings . . . . 12,800 

Patents . . . . . . 6,000 

Plant and Machinery . . 9,860 

Sundry Debtors . , . . 10,212 

Stock 3,862 

Jones’s Capital Account . . 600 


£42,224 


The assets were reaKsed as follows: Land, and Buildings, £14,100; 
Patents, £900; Plant and Machinery, £4,380; Sundry Debtors, £9,082; 
Stock, £1,671. The expenses of the realisation amounted to £37^ 

Prepare the accounts necessary to show the result of the realisation. 
{Boyal Society Arts.) 

126. A and B are partners sharing profits and losses equally. They 
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agree to dissolve partnership on December 31st. Their Balaneo Sheet at 
that date was as follows : — 

Liabimiibs. £ Assets. £ 

A, Capital Aoconat . , , . 3,700 Freeholds 3,000 

B, Capital Aooonnt . . . . 900 Snndcy Debtors 900 

Smidry Creditors . . . . 400 Stock . . . . 1,700 

Reserve Aoooimt . . . . 1,000 Cash . . . . 400 

£6,000 £6,000 


A took over the Book Debts at £800. The Freeholds were sold to C for 
£3,600 cash, and the Stock for £1,600. He also paid £600 for the Goodwill 
of the business. The costs of realisation were £60. Show final accounts 
of the partnership. 

With the money he obtained from the reahsation of the partnership, 
A joined 0, who contributed the assets he purchased from A and B, and 
also placed £1,000 cash in the new jiartnership. Show the opening Balance 
Sheet of A and C. {Gentml Association Accountants.) 

126. The Balance Sheet of a firm on December 31st was as follows : — 


LiABiniTrES, £ Assets. £ 

Partner A, Capital ., 6,000 Freehold Property ., 8,000 

Partner B, Capital . . . . 4,000 Investments 2,000 

Partner C, Capital . . . . 3,000 Book Debts 1,000 

Trade Creditors .. .. 2,000 Cash 3,000 

£14,000 £14,000 


Partnership profits and losses were divided equally. The partnership 
was dissolved as on December 31st. The trade creditors were paid less 
5 % discount. A agreed to take over the freehold property at £9,000, 
B the investments at £500, and C the book debts at £600. 

Show the filial partnership accounts. {Oliartered Accountants.) 

127. A, B, and 0 dissolved partnership on December 31st, on which 
date their assets and liabilities were as follows 

Liabilities £ £ Assets. £ 

Sundry Creditors .. .. 4,000 Land and Buildings .. 8,000 

Capital — Machinery, Plant, and Loose 

A 8,000 Tools 1,060 

B 6,000 Stook-in-Trade .. .. 2,600 

0 6,000 Sundry Debtors . . . . 6,800 

19,000 Investments 10,000 

Cash in hand and at Bank 650 

£23,000 £23,000 


Profits and losses had always been shared : A, one-half ; B, five -sixteenths ; 
C, three-sixteenths ; but there was no deed of partnership. 

The assets (excluding cash in hand and at Bank) realised £18,950, and 
the expenses of realisation amounted to £500. By March 31, 1912, £11,000 
had been received on account, and the creditors wore then paid off, and 
£6,200 was paid to the partners on account. The balance of the realisation 
moneys was all received by June 30th, following, on which date the final distri- 
bution took place. 

Show the Realisation Account, Cash Account, and the accounts of the 
partners. [Ohartersd Accountants.) 

128. A B purchased a business from 0 D for the sum of £1,500 in cash 
and £600 in preference shares in a limited liability company which it was 
proposed to form. 
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The assets taken over consisted of : — 


£ 

Plant 300 

Debts , . . . 950 

Stock 260 

Goodwill 600 


£2,000 


A B put £50 into the concern in addition to the sum paid to C D, his 
capital at the date of conversion being therefore £1,660. He sold the business 
to the company for the sum of £3,000, £960 of -which he took in ordinary 
shares, £1,560 he allowed to remain as a loan to the company, and £600 of 
preference shares he allotted to C D in accordance with the above agreement. 

Tile company earned on business for three years, and the trading resulted 
in a loss of £500. It -was then decided to -wind up the company. 

Assuming that the assets, excepting the goodwill, realised the book 
value, and the cost of winding up £50, show how much A B and 0 D should 
respectively receive. {Incorporated Accountants.) 

189. A B and 0 D are partners sharing profits and losses in the following 
proportions respectively : three-fourths and one-fourth. C D, as working 
partner, was allowed a salary of £300 per annum j A B had no salary, but 
was allowed to draw £200 per annum out of profits, both sums being drawn 
monthly. The profits for the year ended December 31, 19. , were £1,000. 
On that date it was decided to dissolve partnership, the liabilities, general 
assets, and capital accounts of the business — ^before the piofit for the year 
had been allocated — ^being as follows i A B, Capital Account Ciedit Balance, 
£100 ; 0 D, Capital Account Debit Balance, £100 , Creditors, £200 ; Debtors, 
£360 j Good-will, £200 ; Cash at Bank, £360 ; Stock, £100. A B bought 
the Stock for £75, and took over the Book Debts at an agreed figure of £326. 
The goodwill realised nothing. Prepare final accounts, {Oentral Assoo^aiion 
Accountants ) 

130. State the principle laid down by Mr. Justice Joyce in tho case of 
Garner v Murray for tho adjustment of partneis’ acoomits, when one partner 
is in debit after tho realisation of assets. What was the recognised practice 
before this decision 1 

Illustrate your answer by a case whore A, B, and C are threo partners who 
divide profits equally. Cn the dissolution of the partnership the Balance 
Sheet stands thus : — 


Liabiuxibs. £ 

A 2,000 

B 600 


£2,600 


Assets. £ 

Cash 1,600 

0 400 

Loss on Keahsation . . . . GOO 


£2,600 

{Incorporated Accountants.) 


131. A, B, and 0 are partners wiGi equal capital and dividing profits 
equally. O wishes to retire, and his partners agree to purchase his share 
after they have traded for a further three yeara. 

The deed between the parties provides that a retiring partner shall receive 
by way of goodwill two years’ purchase of the aveiage of his share of the 
three years’ profits preceding lus retnement. 

The following are the figures with which you Lave to deal. Prepare 
from them a Balance Sheet and Profit and Loss Account as at December 31, 
19. , and also an account showing the amount payable to C. 

The pro-vious two years’ pro&s were £8,908 and £11,010 respectively. 

Capital : A, £4,000 ; B, £4,000 ; C, £4,000 ; Plant, Fixtures and 
Fittings, £7,420 ; Lease of Premises, £2,260 ; Stock, January 1, 19. ., £3,800, 
{Incorporated Accountants.) 
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133. A. and B. Blank are partners. There is no partnership agreement. 
The partnership was dissolved as on December Slat, when the Balance 
Sheet was as follows : — 


BALANCE SHEET, 


Liabilities, £ 

Capital — 

A Blank 10,000 

B Blank 6,000 

Sundry Creditors , . . . 3,714 

Bank Overdraft . . . . 1,000 


DECEMBER 31st, 

Assets. 

Goodwill . . ... 

Freehold Premises . , 
Sundry Debtors 

Stock 

Cush in hand 

Cash at Bank . 


£ 

2,500 

10,000 

3,802 

2,480 

10 

862 


The assets were realised as follows : Goodwill, £1,000 ; Freehold 
Premises, £12,500 ; Sundry Debtors, £2.972 ; Stock, £2,090. Allowances 
were obtained from creditors amounting to £270. The expenses of the 
dissolution amounted to £172. 

Show the final result of the dissolution and the amounts payable to the 
partners. (OharUred Institute Secretaries,) 

138. A and B have separate businesses, and they agree to amalgamate 
and enter into partnership. 

The firm take over the following assets and habihties — ^From A : 
Land and Buildings, £10,000 ; Bills Payable, £3,000 ; Plant and Machinery, 
£6,000 ; Reserve for Discoimt on Debtors, £150 ; Stock-in-Trade, £3,000 ; 
Work in Progress, £1,000 j Debtors, £6,600 ; Creditors, £6,000 , Moitgage 
Creditor, £8,000 ; Bills Receivable, £2,000 | Cash at Bank, £1,000. From B : 
Stook-in-Trade, £6,000 j Creditors, £6,000 ; Debtors, £10,000 ; Cash at 
Bank, £2,000. 

Make the opening Journal entries, and prepare Balance Sheet showing 
A’s and B’s capital respectively at the beginning of the new firm. {OhartetM 
Accountants.) 

134. Elhs and Brown are partners, sharing profits and losses equally, 
in a business similar to that carried on by Smith In order to avoid com- 
petition, they decided to amalgamate the two businesses by taking over the 
assets and liabilities of Smith, and admitting him into partnership with 
them as from December 31, 19. .. The Balance Sheets at that date of each 
business were as follows ; — 


Liabilities. 
Ellis, Capital . . . , 

Brown, Capital . . 
Creditors 


ELLIS & BROWN. 


6,000 

4,600 

3,700 


Cash at Bank 
Debtors 


£ 

2,600 

8,600 

3,100 


£14,200. 


£14,200 


Liabilities. 
Creditors . . . . 

Bills PayaLle , . , . 


SMITH. 

£ Assets. 

7,500 Cash at Bank 

2,650 Debtors 

Stock 

Smith, Capital Overdrawn 


£ 

1,360 

6,600 

2,000 

1,300 


£10,160 


£10,150 


The new partnership was to be carried on as Ellis, Brown & Smith, and it 
was agreed between all the parties that the book debts and stock of the 
business of Elhs & Brown were to be reduced by 10 % to cover bad debts 
and old stock for the purposes of the amalgamatiou, and that Smith was 
to be credited with such a sum for goodwill as would make his capital in 
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the new bneinesB equal to one-third of the joint capitals of Ellis & Brown 
therein. Prepare the Balanoe Sheet of Ellis, Brown & Smith as on Decem- 
ber 31, 19... after giving effect to these arrangements. {Ohartered 
Aocountants.) 

136. Grey and Green amalgamated their businesses on January 1st, 
their Balance Sheets bemg as follows : — - 


G. GREY. 


Liabilities. £ 

Creditors 600 

Bank Overdraft .. .. 250 

Capital 7,250 


Assets. £ 

Plant 6,000 

Debtors 1,000 

Stock 2,000 


£8,000 


£8,000 


Liabihties. 

Creditors 

Capital 


G. GREEN. 

£ Assets. 

400 Plant 

1,935 Debtors 

Stock . . ■ , . . . 

Cash 


£2,336 


£2,336 


(o) Prepare opening Balance Sheet for the partnership having regard 
to the following adjustments . Grey to be credited with goodwill, £3,000 ; 
Green to be credited with goodwill, £600 ; the value of Grey’s plant to be 
reduced by 10 % and his stock by 6 % ; the overdraft is paid off ; a Reserve 
Aoooimt of 6 % on all debtors to be laisod. 

(6) Show their Capital Accounts at Jime 30th, the net profit for the 
half-year having been £4,000. Allow 6 % interest on capital, and divide 
the profit in proportion to the Capital Accounts. {Oeniral Aasoo%aiion 
Accountants.) 

136. Smith and Brown are partners m tho firm of Smith & Co, Both 
the firm and the individual partners are insolvent and there is no joint estate. 
What are the rights of the joint and separate creditors respectively ? {Oeniral 
Association Accountants.) 

137. Judgment has been obtained against Smith for a private debt. 
Can execution issue against his share in 3ie property of a firm of which he 
is a member 1 If not, how, if at all, can his interest in the firm be realised ? 
{Central Association Accountants.) 

138. Assuming that all the partners in an ordinary partnership are 
insolvent, what is the general principle apphoable in the distribution of the 
assets between the creditors of the individual partners and the creditors 
of the firm? Mention any exceptions to the general rule. (Incorporated 
Accountants.) 

139. Point out what is meant in an ordinary partnership by joint property 
of the firm as distinguished from separate property of the partners in it. 
What, if any, rights have the separate creditors of the partners against 
the joint property of the firm ? (Incorporated Accountants.) 

140. What IS the difierenee between a limited partnership and a private 
company 7 Which is the more popular of the two forms of association, and 
for what reasons ? (Ineorporated Accountants.) 

141. What particulars must be furnished upon the registration of a 
limited partnership 7 What liability does a limited partner incur in respect 
of the debts of the partnership 7 (Ohartered Accountants.) 

143. In a limited partnership, A is sole general partner, and B and 0 
are lunited partners, the capital being contributed A £3,000, B £2,000, and 
O £1,000, and they share profits and losses in those proportions. In the 
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first year they lost £9,000, and there being no assets whatever remaining 
in the business the firm is wound up. A having no other assets, what is 
the position of the creditors of the firm, and of B and 0 ? How much, if 
anything, do the creditors lose ? {Clmrlered Accountaivts.) 

143. What particulars have to be given on the original registration of 
a limited partnership, and what facts are to be notified to the Registrar 
during the continuance of such partnership ? (Incorporated Accountants.) 

144. Is there any difference as regards grounds for dissolution between 
an ordinary and a limited partnership ? On dissolution, in what manner 
and by whom are the affairs of a limited partnership to be earned to a 
termination ? (Incoi porated Accountants.) 

145. Explain the power of a partner (a) in a limited partnership, (6) in 
other partnerships, to borrow money on account of the partnership and to 
pledge tlie partnership securities. (Institute of Bankers.) 



CHAPTER X 

IwSOLVENOy 

\Bote,. — Unless otherwise stated, the references in this chapter 
are to the BanJcruptcy Act, 1914, The Bankruptcy {Amendment) 
Act, 1926, is referred to as “ the Act of 1926.”] 

The subject of bankruptcy is scheduled in the examination 
syllabuses of the various bodies of professional accountants. 
Rofessional accountants are frequently appointed trustees in 
bankruptcy proceedings, and for this reason it is essential that 
candidates seeking admission to the professional societies should 
acquire an adequate knowledge of Insolvency Law. 

Frequent inquiries are made of the author by candidates for 
the commercial examinations as to the extent to which they 
should study the subject. So far as the author is aware, the Law 
of Bankruptcy is not scheduled in the syllabuses of the non- 
professional examining bodies, but candidates are expected to 
know how to prepare a Statement of Affairs, Deficiency Account, 
or other statutory return required in bankruptcy proceedings, 
and a knowledge of the chief legal rules affecting these statements 
is therefore necessary. For this reason, and because a general 
knowledge of the subject is useful to all business men, the 
commercial student should faimharise himself with insolvency 
proceedings. 

The Bankruptcy Acts. — ^From first to last, some forty Bank- 
ruptcy Acts have been passed. In earlier days insolvency ranked 
almost as a crime, and debtors were most harshly treated. Later, 
traders were allowed to relieve themselves of their debts by sur- 
rendering all their property for the benefit of their creditors, and, 
by the Act of 1861, the same relief was extended to non-traders. 
\Tne Act now regulating insolvency proceedings is the Bankruptcy 
Act, 1914 (as amended by the Bankruptcy (Amendment) Act, 1926), 
and the Bankruptcy Rules, 1915, made pursuant to that Act. The 
Act of 1914 was a consolidation Act, but parts of the Acts of 1883, 
1890, and 1913 still remain in force. The tendency of all bank- 
ruptcy legislation has been to make the insolvent debtor’s position 
more supportable, and at the same time to strengthen the protection 
of the creditor and the official control of banlu’upt estates. The 
Act of 1914 does not, except so far as is expressly provided, apply 
to Scotland or Ireland (S. 169). 

j Definition of Bankrupt, — ^The student should distinguish between 
insolvency and bankruptcy. The latter term involves the former, 
and something more. An insolvent person is one who cannot 
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pay his debts. A banlcrupt is a person against whom, by reason 
of his insolvency, the banfauptcy laws have been set in motion. 
Colloquially, both these persons are often referred to as banlrrupts, 
but, from the statutory point of view, the latter only is a bankrupt. 
An insolvent person does not become bankrupt until the Court 
has adjudged him banlsxupt. 

Summary and Non^Summary Proceedings. — ^Bankruptcy pro- 
ceedings are divided into two classes, viz. Summary and Non- 
Summary. By S. 129, where the Official Receiver [hereafter 
designated by the abbreviation O.R.] certifies that the total assets 
are not likely to exceed £300, the bankruptcy is dealt with by 
the O.R., who acts as the trustee, and treats the case summarily, 
unless the creditors, by a majority in number and three-fourths 
in value, resolve otherwise. This they rarely do. In these small 
bankruptcies there is no Committee of Inspection [hereinafter 
designated by the abbreviation C. of I.] and the proceedings (and 
expenses) are curtailed as much as possible. 

Deeds of Arrangement. — ^Many insolvent persons never reach 
the stage of bankruptcy. It is common for an insolvent debtor 
to call a meeting of his creditors and to place before them a 
statement of his financial position, and at the same time to submit 
a scheme for the discharge of the whole or part of his liabihties. 
If the debtor’s proposal is accepted, a Deed of Arrangement is pre- 
pared, and a trustee appointed to see that it is carried out. In 
this way the stigma and expense of banlnuptoy proceedhigs are 
avoided. These deeds are dealt ivith fully at pp. 641-7. 

Acts of Bankruptcy. — ^Unless a debtor presents his ovm petition 
he cannot be made bankrupt until it has been shown that he has 
committed an Act of Bankni/ptcy. That is to say, the Court must 
be satisfied that insolvency as legally defined has been proved. 
By S. 1 a debtor commits an act of bankruptcy in each of the 
following cases : — ■ 

(1) If he makes a conveyance or assignment of his property 
to a trustee or trustees for the benefit of his creditors generally. 

[Note. — The assignment must be for the benefit of all the 
creditors. A deed of arrangement itself thus constitutes a forma] 
Act of Bankruptcy.] 

(2) If he makes a fraudulent conveyance, gift, delivery, or 
transfer of his property or of anj part thereof. 

[Note. — (As to the avoidance, of such conveyances, seeB. 172, 
Law of Property Act, 1925.) An assignment by a debtor of all his 
property to one or more creditors in satisfaction of past debts and 
to the exclusion of the remaining creditors, is fraudulent. So, also, 
is an assignment to a one-man company in return for shares, the 
company undertaldng to pay his debts (Re Hirth, [1899] 1 Q B 61 2), 
Bi^t he may sell the whole of his property if he acts in good faith 
with his creditors, and, similarly, he may mortgage his property for 
a present advance The real test whether an assignment by a 
debtor of all or part 6f his property can be upheld as valid is supplied 
by the answers to the questions: (a) Was the debtor solvent at 
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the time of the assignment ? and {b) did he intend a fraud on ail 
or any of his creditors by making the assignment ?] 

/' (3) If he makes any conveyance or transfer of his property 
or any part thereof, or creates any charge thereon, which would 
under this or any other Act be void as a fraudulent preference 
if he were adjudged bankrupt. 

[Note . — ^By S. 44, every conveyance or *transfer of property, or 
charge thereon made, every payment made, every obligation 
incurred, and every judicial proceeding taken or suffered by any 
person unable to pay his debts as they become due from his own 
money in favour of any creditor, or of any person in trust for 
any creditor, with a view of giving such creditor, or any surety 
or guarantor for the debt due to such creditor, a preference over 
the other creditors, shall, if the person making, taking, paying, 
or suffering the same is adjudged bankrupt on a bankruptcy 
petition presented within three months after the date of malung, 
taking, paying or suffering the same, be deemed fraudulent and void 
as against the trustee in the bankruptcy. But this shall not affect 
the rights of any person making title in good faith and for valuable 
consideration through or under a creditor of the bankrupt. 

The onus of proof that the transaction amounts to a fraudulent 
preference lies upon the trustee. There is no fraudulent prefer- 
ence when an insolvent debtor makes a payment under legal 
pressure bjj^ a creditor who is unaware of the debtor’s insolvency, 
but there is if the creditor has knowledge that his debtor is insol- 
vent. The payment must be made voluntarily by the debtor and 
in fraud of his other creditors. The true test is : (1) Did the 
debtor intend to give a preference to the creditor 1 and (2) Was 
that the operative effectual view ? (Bowen, L. J., in etc «. Hill, 
In re Bird, 23 Ch. D, 696).] 

«(4) If with intent to defeat or delay his creditors he does 
any of the following things, namely, departs out of England ; 
or, being out of England, remains out ox England ; or departs 
from his dwelling-house, or otherwise absents himself ; or begins 
to keep house. 

[IVoie. — ^The emphasis here is again on the intention of the 
debtor. If a debtor permanently resides abroad, his being out 
of England and his remaining out of England is no evidence of 
an intention to defeat or delay his creditors. But it would be 
evidence of such an intention if having habitually resided in 
England, he suddenly retired abroad and left no funds to meet 
his obligations. To “ keep house ” means to shut yourself up 
and deny yourself to your creditors, as, eg, where orders are 
given to servants that you are not “ at home ” to creditors.] 

^ ^ (6) If execution against him has been levied by seizure of 
his goods under process in an action in any Court, or in any 
civil proceeding in the High Court, and the goods have been 
either sold or held by the sheriff for twenty-one days. Provided 
that, where an interpleader summons has been taken out in 
regard to the goods seized, the time elapsing between the date 
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at which such summons is taken out and the date at which 
the proceedings on such summons are finally dispopd of, settled 
or abandoned, shall not be taken into account in calculating 
such period of twenty-one days. 

The sheriff takes out an interpleader summons when 
two or more adverse parties claim goods in his possession, in order 
that the claimants may interplead, i.e., fight out their claims in a 
court of law.] 

(6) If he files in the Court a declaration of his inability to 
pay his debts, or presents a bankruptcy petition against himself. 

\Note. — The form of Declaration is given below ] 

{Debtor’s Declaration of Inability to Pay his Debts.) 

IN THE Hiaa COURT OF JUSTIGE. 

In Bankbuptoy. 

No. of 19... 

Re MILES FURTHER. 

I, Miles Further, Financial Agent, residing at 1708 Rogers Place, London, 
N.W., and carrying on business at the same address, hereby declare that 
I am unable to pay my debts. 

Dated this first day of April, 19... 

(Signature) Mil$a Further, 

Signed by the Debtor in my presence. 

Signature : Noah Little, 

Address : 17 d Finsbury Parade, 

London, E.O. 

Description ! Solicitor’s Clerk. 

Filed the first day of April, 19... 

Noib. — W here the Debtor resides at a place other than his place of business 
both addresses should be inserted. 

(7) If a creditor has obtained a final judgment or final order 
against him for any amount, and execution thereon not having 
been stayed, has served on him in England, or, by leave of the 
Court, elsewhere, a bankruptcy notice under this Act, and he 
does not, within seven days after service of the notice, in case 
the service is effected in England, and in case the service is 
effected elsewhere, then within the time limited in that behalf 
by the order giving leave to effect a service, either comply with 
the rec[uirements of the notice, or satisfy the Court that he has 
a counter-claim, sot-off, or cross-demand which equals or exceeds 
the amount of the judgment debt or sum ordered to be paid, 
and which he could not set up in the action in which the judgment 
was obtained, or the proceetogs in which the order was obtained. 

[Note — A bankruptcy notice must be in the prescribed form 
(S. 2), and this is illustrated at p. 592. In the great majority 
of cases, failure to comply with a bankruptcy notice is the act 
of bankruptcy on which the petition is grounded. It is the most 
usual because it is the one which a judgment creditor forces the 
debtor to commit, unless he satisfies the judgment, ‘fa &ives 
security, or establishes a cross-claim at least equal to the 4 u Jlient 
debt, which could not have been set up in the action l| llioh 
the judgment was obtained. 
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{Bankruptcy Notice.) 



Ex Parte ; Martin Hard. 

To Miles Further, 
of 1369 Baxter Square, 

London, B.O, 

Take Noticb that within seven days after Service of this Notice on you, 
excluding the day of such service, you must pay to Martin Hard, of 
1708 Pagers Place, London, N.W.,* the sum of £103 claimed by him as being 
the amount due on a Final Judgment obtained by him against you in the 
Shoreditch Gouniy Court, dated March 28, 19 ., whereon execution has 
not been stayed ; t or you must secure or compound for the said sum to 
his satisfaction or the satisfaction of the Court, or you must satisfy the Court 
that you have a counter-claim, set-off or cross-demand against Mai tin Hard 
which equals or exceeds tho sum claimed by him, and which you could not 
set up in the action in which the Judgment was obtained. 

Dated this third day of April, 19... 

By the Couei, 

Justin Sterne, Eegistrar. 

You AEE Speom-ixy to Note • — 

That the consequences of not complying with the requisitions of this 
Notice ate, that you will have committed an act of Bankruptcy on which 
Bankruptcy proceedings may be taken against you. 

If, liowever, you have a counter-claim, set-off or cross-demand which 
equals or exceeds the amount claimed by Martin Hard in rospoot of the 
Judgment, and which you could not set up in the action in which the said 
Judgment was obtained, you must, within three days, apply to the Court 
to set aside this Notice by filing with the Registrar an Affidavit to the above 
effect. 

Patrick Partner, 

Solicitor, suing out this Notice, 

1717 Finsbury Orescent, 

London, E.O. 

* If an agent hn been duly appointed to collect, alter form accordingly 
t Or “ on which execution haa been but is not now stayed.” 

A number of techuicalities which had grown up rouud the 
bankruptcy notice have now been removed. B’ormerly a creditor 
abroad could not, m effect, issue a bankruptcy notice, because 
the debtor could not be required to go abroad and seek out his 
creditor in order to pay him But now the creditor may appoint 
an agent for the purpose of receiving the money. Under the old 
Jaw a number of bankruptcy notices failed because by some mistake 
they claimed a larger amount than the debtor could strictly be 
required to pay, and as the debtor was not bound to comply with 
such a notice it was held that no act of bankruptcy had been 
committed. 

Under the present Act a bankruptcy notice is not invalidated 
because it claims too mnchi unless the debtor disputes the notice, 
but he is deemed to comply with the notice if he pays the correct 
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amount. The judgment on which a bankruptcy notice is based 
must still be “ final ” in character, though the distinction formerly 
drawn between “final” judgments and “final orders” has been 
abolished. But the judgment must still be a judgment obtained 
in England. 

If the debtor disputes that he owes the money, he must, 
within three days after service, file an afiSdavit stating the facts 
on which he relies. The Registrar then hears the case, and, if 
the debtor succeeds, sets aside the notice. It will be observed 
also that the judgment upon which a bankruptcy notice can be 
founded is one upon which execution has not been stayed. So 
long as the Gouris (Emergency Powers) Acts remained in force this 
was a point of special importance. Eor against any debtor in 
respect of a debt contracted before August 4, 1914, and against 
a member of His Majesty’s Forces in respect of a debt contracted 
at any time, a judgment could not be enforced without obtaining 
leave to do so under the Courts {Emergency Powers) Acts. The 
leave of the Bankruptcy Court to issue a bankruptcy notice must 
also be obtained ; and even when matters have reached the stage 
of a petition the Court has discretion to stay proceedings.] 

(8) If the debtor gives notice to any of his creditors that 
he has suspended, or that he is about to suspend, payment of 
his debts. 

[Note, — ^This, probably is, after (7), the most frequent ground 
for a petition. A circular issued by a debtor calling his creditors 
together to consider his financial position will generally constitute 
a “suspension” in the sense required. But there need be no 
actual writing, so long as it is clear from the words used by the 
debtor that he intends to suspend payment.] 

(9) By S. 107 (4), where application is made to the Court 
by a judgment creditor for the committal of a judgment debtor, 
the Court may, if it thinks lit, decline to commit, and in lieu 
thereof, with the consent of the judgment creditor, make a 
receiving order [hereinafter designated by the abbreviation 
R.O.] against the debtor. In such case the debtor shall be 
deemed to have committed an act of bankruptcy at the time 
the order is made. Before the Court can make a R.O. under 
this section, it must have such evidence of means as would 
justify a committal order. 

Who May be made Bankrupt.— Any adult person who has 
committed an act of bankruptcy within three months of the date 
of the petition and whose debts amount to £50 may be made 
bankrupt. It is doubtful whether an infant can ever be made 
bankrupt, but possibly he can, after he has attained his majority, 
if the debts were contracted for the supply of necessaries. 

Bankruptcy proceedings against a firm of which one member 
is an infant should be brought against the firm except the infant 
partner. 

Foreigners . — By 8. 4 (d), an alien debtor may be made bankrupt 



ACCOUNTING 


if he is subject to English bankruptcy jurisdiction. That is, if he 
is domiciled in England ; or within a year before the date of the 
presentation of the petition has ordinarily resided, or had a 
dwelling-house or place of business, in England, J or (except in 
the case of a person domiciled in Scotland or Ireland or a firm or 
partnership having its principal place of business in Scotland or 
Ireland) has carried on business in England, personally . or by 
means of an agent or manager, or (except as aforesaid) is or within 
the said period has been a memW of a firm or partnership of 
persons which has carried on business in England by means of 
a partner or partners, or an agent or manager. 

Married Women — ^The common law rule was that no married 
woman could be made bankrupt. But statutory exceptions have 
been introduced, and now every woman who .carries on a business, 
whether married or single, or trading alone or in conjunction with 
her husband, may be declared bankrupt as if she were a single 
woman (S. 126). In such a case, upon judgment being obtained 
against her, she is liable to be served with a banlcruptoy notice 
as if she were personally bound to pay, although the judgment 
itself may only extend to her separate property. 

Where a married woman is possessed of separate property, the 
income from which she is restrained from anticipating, the Court 
has power, on the application of the trustee, to remove the restraint 
(S. 52). A husband who has advanced money for purposes of 
trade to a bankrupt wife can prove against the estate, but he is 
postponed till all the other creditors of the wife have been satisfied 
(S. 36). 

Lumtica . — ^Persons of unsound mind can only be made bank- 
rupt with the consent of the Court in Lunacy. 

Convicts — ^These may be made bankrupt. 

Partnershipa. — ^Pirms, like individuals, come within the ordinary 
bankruptcy procedure. A B.O. made against a firm operates as 
a R.O. against each partner of the firm separately (Rule 286). 
The order of adjudication is made against each partner individually 
(Rule 288), A Statement of Affairs must be submitted jointly 
for the partnership, and, in addition, each partner must submit 
a statement of his private affairs (Rule 287), Limited partner- 
ships also come within the ordinary procedure, and when all the 
general partners become bankrupt the assets of the limited part- 
nership are vested in the trustee (S. 127 and Rule 290) 

The Petition. — As in compulsory liquidation, so in bankruptcy 
the proceedings may be inaugurated either by the creditor or the 
debtor. In cither case a petition must be presented to the Court. 
The majority of petitions are hostile, and presented by creditors. 
Should a bankrupt present his own petition, it must be in the 
form shown at p 696, and then the R.O. is usually made imme- 
diately upon payment of the Court fee of £5 and a deposit of £5 
towards the O.R.’s fees. If the debtor files the petition the £6 
deposit is retamed as part of the estate assets. If a creditor files 
the petition it is returned to him if the assets prove sufficient,, the 
payment being entered in the “ Other Payments ” column of ‘the 
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Estate Cash Book. Any creditor whose debt amounts to at least 
£60 can present a petition, and two or more creditors may combine 
their debts to roach the required minimum. A firm can petition 
through a partner, and a limited company through an authorised 
oificer, usually the secretary. When a creditor petitions, he must 
show that 

(а) The debt due, or the joint debts if more than one creditor 
petitions, amounts to £60. 

(б) The debt is a liquidated sum, payable either immediately 
or at some certain future time. 

(c) The act of bankruptcy on which the petition is grounded 
has occurred within three months before the presentation of 
the petition. 

{cl) The debtor is subject to English bankruptcy jurisdiction 
[S. 4 (1)]. 


{Debtor’s Petition.) 

IN THE BIQH COURT OB' JUSTIOB. 

Ik Bakkruptcy. 

Be MILES FVRTHEB. No. 3P9 of 19... 

Ex Pa/rte : M^les Further, 

I, MUea Further, Fvnarudal Agent, lately residing at 1708 Rogere Place, 
London, N.W., having for the greater part of the past six months resided 
at 1708 Rogers Place, London, N.W., within the district of the Oowrt, and 
being unable to pay my debts, hereby petition the Court that a Receiving 
Order be made in respect of my Estate, and that 1 may be adjudged a bankrupt. 

Dated this sixth day of April, 19... 

(Signature) Miles Further. 

Signed by the Debtor in my presence. 

Signature of Witness : Noah Initle. 

Address : 17 i Finsbury Parade, 

London, E.G. 

Description s SoUoitor’s Clerk. 

Filed the sixth day of April, 19... 

Noib. — W hore the Debtor resides at a place other than his place of 
business, both addresses should be inserted. 

The petition must give details of the act of bankruptcy relied 
upon. If the debt is secured, the creditor must value his security 
and show that the unsecured balance amounts to £60, or give 
up his security. The Court may inquire into the consideration 
for the debt, even when, as is usually the case, judgment has been 
obtained. The petition must be verified by the creditor’s affidavit. 
When the Court has fixed the date for hearmg, a sealed copy of 
the petition must be served on the debtor not less than eight days 
before the day fixed. If the debtor desires to oppose the petition, 
he must file notice of his objection with the Eegistrai-, and also 
give notice to the petitioner and to his solicitor three days prior 
to the date for hearing. A form of creditor’s petition is shown 
at p. 696. 
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{Creditor’s Petition.) 

IN THE HIGH COIIRT OF JUSTICE. 

In Bankrumoy. 

Be MILES FVRTHES. No. 399 of 19... 

Ex Parte : Martin Hard. 

I, Martin Hard, of 36i2 Harvey Street, London, E.O., hereby Petition 
the Court that a Receiving Order be miide in respect of the estate of 
Miles Further, Financial Agent, 1108 Rogers Place, London, N.TP., and 
say ; — 

1. That the said Miles Further has for the greater pMt of six months 
next preceding the presentation of this Petition been residing at 17 OS Rogers 
Place, London, N.W., within the district of this Court. 

2. That the said Miles Farther is justly and truly indebted to me in the 
sum of tlOS for goods supplied. 

3. That I do not, nor does any person on my behaU hold any security 
on the said debtor’s estate, or on any part thereof, for the payment of the 
said sum. 

4. That Milxs Further within three months before the date of the pre- 
sentation of tins Petition has committed the following act of Bankruptcy, 
namely : — Filed a declaration of inability to pay his debts in the High Court 
of Justice on April 1, 19... 

Dated this /ourWi day of April, 19... 

(Signed) Martin Hard, 

Signed by the Petitioner in my presence, 

Samuel Smart, 

16 Orange Road, S.W. 

Solicitor’s Cleric. 

This is the petition referred to in theh 

affidavit of Martin Hard. \Patrich Partner, 

Sworn before me this fourth day of f Commissioner for Oaths. 

April, 19... j 

Filed the fifth day of April, 19.., and allotted to Mr. Registrar Dryden 
Deed. 

Note — ^If there be more than one Petitioner, and they do not sign to. 
gether, the signature of each must be separately attested, e.g, “ Signed by 
8ie Petitioner E, F., in my piesence.” If the Petition be signed by a firm 
the partner signing shonld add also his own signature, e g. A. S tSi Co. 
by J. 8., a partner in the said firm ” If the Debtor resides at any place 
other than place where he carries on business, both addresses should 
be inserted. 

INDORSBMENT. 

This Petition having been presented to the Court on the ninth day of 
April, 19 ., it is ordered that this Petition shall be heard at the Court 
sitting in Bankruptcy, Carey Street, Lincoln's Inn, W C,, on the fourteenth 
day of April, 19.., at eleven o’clock in the forenoon. 

And yon, the said Miles Further, are to take notice that if you intend 
to dispute the truth of any of the statements oontained in the Petition, 
you must file with the Registrar of this Court a Notice showing the grounds 
upon which you intend to dispute the same, and send by post a copy of the 
Notice to the Petitioner three days before the date fixed for the hearing. 

The petition shonld also be registered in the Land Eegistry as 
a pending action m order to protect the title of the Trustee and all 
other parties against subsequent dealings with land forming part 
of the debtor’s estate. The R.O., when made, should also be 
registered. (See 8S 2, 3 (2), 3 (3) and 6, Land Charges Act, 1925; 
S. 198, Law of Property Act, 1925; S. 61, Land Registration Act, 
1925.) 

Jurisdiction in Bankruptcy.— The Courts having jurisdiction in 
bankruptcy are: — • 

(1) The High Court of Justice, if the debtor has resided or 
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carried on business within the London bankruptcy area for the* 
greater part of the six months immediately preceding the 
presentation of the petition, or for a longer period during those 
SIX months than in the district of any County Court, or is not 
resident in England, or if the petitioning creditor is unable to 
ascertain the residence of the debtor. 

In any other case the petition is to be presented to : — 

(2) The County Court for the district in which the debtor 
has resided or carried on business for the longest period during 
the six months immediately preceding the presentation of the 
petition. Nothing, however, in this section is to invalidate a 
proceeding hy reason of its being taken in a wrong Court (S. 98 
and Rules 24 and 147). (By the latter Rule the venue is to 
be determined by the place of business, in cases where the debtor 
resides within the jurisdiction of one County Court and carries 
on business within that of another County Court.) 

Receiving Order. — ^If the Court grants the petition, a R.O. 
is made against the debtor. This order is illustrated below. 

{Receiving Order.) 

IN THE HIGH COURT OP JVSTIOE, 

In Bankrui’xov. 

Rt MILES FURTHER. No, 399 of 10... 

Ex Parte ; Martin Hard, 

3642 Harvey Street, 

London, B O. 

On the Petition (dated the fourth day of Apnl, 19. ., and numbered 399 
of 19. .) oi Martin Hard, of 3642 Harvey Street, London, E.O., a Creditor, 
filed the fifth day of Apr%l, 19. . , and on reading the said petition and hearing 
both parties, and it appearing to the Court that the following act or acts 
of Bankruptcy has or have been committed, viz. : — That on April 1, 19. ,, 
the debtor filed a declaraPion of his tnability to pay his debts, a Receiving 
Order is hereby made against Miles Further, 1708 Rogers Place, London, 
N. W , and the Official Receiver of this Court is hereby constituted Receiver 
of the Estate of the said Debtor. 

Dated this fourteenth day of April, 19... 

By the Couet, 

Dryden Deed, 

Registrar. 

Note. — The above-named Debtor is required, immediately after the 
servieo of this order upon liim, to attend the Official Receiver of the Court 
at his Offices at Carey Street, W.O. 

The Official Receiver’s Offices are open every week-day from 10 a.m. to 
4 p.m., except Saturdays, when they close at one p.m. 

The Name and Address of the Sohcitor to the Petitioning Creditor are 
Palrich Partner, 17 Finsbury Crescent, E.G. 

The O.R., who is an officer of the Court, then immediately becomes 
receiver of the debtor’s property, and all actions against the debtor 
are stayed. The R.O does not deprive the debtor of his property. 
Its effect is to protect the property xmtil the creditors have decided 
whether any scheme of composition which the debtor may propose 
shall be accepted, or whether he shall be made bankrupt. Notice 
of the R.O. is sent to the Board of Trade Pieremafter designated 
by the abbreviation B. of T.], and advertised in the Gazette and 
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a local paper. A duplicate of the order is sent to the O.R., who, 
in turn, servers a copy on the debtor. 

^ Statement of Affairs, 

After the R.O. is made, the first duty of the debtor is to prepare 
a “ Statement of Affairs,” and usually he procures professional 
assistance for the purpose, permission for which is generally granted 
under S. 74 (2), The statement must be lodged with the 0 R. 
within three days if the debtor presentn his own petition, and 
witliin seven days if a creditor presents the petition. 

Usually longer time is requued, and this is granted by the 
O.R., due cause being shown (Rule 190). Creditors are entitled 
to inspect the statement, or to obtain copies of the whole or any 
part of it at the rate of 4d. per folio Particulars of any arrange- 
ment which the debtor desires to submit to the creditors must 
be lodged with the O.R. within four days of the deposit of the 
statement. 

If the O.R. is of opinion that the trading results disclosed by 
the Statement of Affairs require esplanation, or the trading appears 
to have been reckless, he can require the debtor to prepare Trading 
and Profit and Loss Accounts, and a Cash (see p. 699) and Goods 
Account (see below), for a period not exceeding two years prior 
to the R.O., unless ordered by the Court to furnish accounts for 
a longer period (Rule 325). 

IN THE COHBT OE 

In Bankuuptoy. 

No of 19. .. 

Re 

GOODS ACCOUNT. 

FaoM THH Day of 19. ., to thb Day of 19. .. 

N.B . — ^Tliis account must contain a full and complete account of all 
goods received and disposed of by you. 



Statuiory Form of Statement of Affairs.— The preparation of a 
Sta tement of Affairs in compulsory liquidation of a limited company 
is dealt with at pp. 465-^8, The prescribed form of the cor- 
responding Statement in bankruptcy proceedings, with the 
Schedules, are given at pp 604-11 The statement must be in 
duplicate, one copy being verified. In principle, and largely too 
in detail, the statements are similar, and it is not therefore neces- 
sary to deal again m detail with all the items appearing in the. 
statement and the schedules. The trader’s Balance Sheet, based 
upon “going ooncern ” values of his assets, is replaced by a 
statement of the same assets assessed at their immediately realisable 
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values, with all charges upon them, if any, deducted The object 
of the Statement is to show' what surplus of assets remains for 
distribution amongst the unsecured creditors after the preferential 
and secured liabilities have been met. 

Preferential Debts. — ^The preferential debts in bankruptcy are 
the same as those in compulsory winding up, except that sums due 
for national insurance arc only preferential for four months 
contributions (see pp 441-2 and S 3.3), but the amounts of such 
debts are calculated from the date of the B-.O In addition to 
these, there are in bankruptcy proceedings the following : — 

(1) Funeral and testamentary expenses incurred by the legal 
personal representative of a deceased insolvent [S. 130 (6)]. 

(2) Such a moiety of any fee paid in advance to the bankrupt 
by an apprentice or articled clerk as the trustee may tlunk 
reasonable, having regard to the fee paid and the time served 
by such apprentice or clerk (S. 34). 


IN THE COURT OR 

In Bankruttoy. 


CASH ACCOUNT, 

From 19. ., to 10. .. 

N.B , — This aooormt must contain a full and oomplote account of all 
receipts and payments of every description inthm tho period stated. A 
Summary of the Receipts and Payments, olassifiod under their several 
heads, must be given at the end of the account. The account, wlien com- 
pleted, must be signed and filed in duplicate. 

Receipts Payments. 


lo Balance 
„ Balance 


(3) Money or property belonging to a savings bank, which 
has come into the possession of a banirrupt o Bcial of the bank 
by virtue of his office, must bo refunded to the bank before 
any other debt of the bankrupt is discharged (Savinas Bank 
Act, 1863, S. 14). 

(4) Similarly, money or property belonging to a friendly 
society and held by a bankrupt official of the society must first 
be refunded {Friendly Societies Act, 1896 S. 35). 

Landlord . — The landlord is not a preferential creditor in the 
statutory sense, but he may become a pieferential creditor by 
•distraining upon the debtor’s efiects. lie may distrain for the 
whole of the arrears of rent before commencement of the bank- 
ruptcy, but if he distrains after commencement he can only recover 
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six months’ rent accrued due prior to the adjudication (S. 36). 
He can, however, prove as an ordinary creditor for the balance. 
It will be noted that space is provided for “ Creditors for rent 
recoverable by distress ” in the summary,. No such provision 
exists in a compulsory winding-up summary, as power of distress 
does not exist after winding-up proceedings have been commenced, 
except by leave of the Court, which is given only in very special 
circumstances. Even where distress has been levied, and a R.O., 
or winding-up order (in the case of a limited company), has been 
made within three months afterwards, the landlord must pay 
the preferential creditors out of the proceeds But he has a 
preferential charge on the remainder of the debtor’s assets for 
any money thus paid out (S. 33, ss. 4). In any event, the land- 
lord’s claim is limited to the value of the property housed on the 
premises. Ground rents, being a charge on the property, are 
payable in full however much in arrear they may be, 

Telephone . — The Postmaster-General is not a preferential 
creditor ; his claim should be entered in the List of Unsecured 
Creditors (List A), 

Taxfis assessed to April 5th preceding the BO, for one year 
are preferential. If more than one year’s taxes are due, any one 
year may be claimed at the option of tho authorities. Income 
Tax deducted by the debtor under Rule 21, all Schedule Rules, 
Income Tax Act, 1918, when paying interest, etc., enjoys the same 
preferential rights as tax otherwise assessed (S, 20, Finance Act, 1927) . 

Judgment Creditors.— -No execution against the land or goods 
of a debtor, and no attachment of debts due to him, is valid 
against the trustee, unless the judgment creditor has completed 
the execution or attachment before the date of the R 0. and 
before he had notice that a bankruptcy petition had been made 
by or against the debtor, or that the debtor had committed an 
available act of bankruptcy. Execution against land is completed 
by seizure, or, where the judgment creditor’s interest is eq[uitable 
only, by the appomtment of a receiver; execution against goods 
is completed by seizure and sale [Note . — ^Not by the debtor paying 
money to the creditor in order to avoid sale] ; attachment of a debt 
is completed by receipt of the debt (S. 40 [1 and 2]), 

We have already seen (p. 590) that a debtor who permits his 
goods to he seized in execution of a judgment against him thereby 
commits an act of bankruptcy. But execution so levied is not 
invalid on that account alone, and a purchaser of goods in good 
faith under a sale by the sheriff in all oases acquires an indefeasible 
title to the goods (S. 40 [3]). 

But if before sale and iixespeotive of the amount of the 
judgment the sheriff receives notice that a R.O. has been made 
against the debtor, the sheriff must, on request, deliver the goods 
and any money seized or received in part satisfaction of the levy 
to the O.R. But the costs of the execution are a first charge on 
the goods or money delivered up, and the O.R. may sell the whole 
or any part of the goods in order to satisfy the charge. And 
further, if the levy (including the costs of the levy) exceeds £20 
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in value, and it is satisfied either by payment of money to avoid 
sale, or by the proceeds of sale, the sheriff must deduct the costs 
of levying execution and hold the balance for fourteen days. If 
within that time the sheriff has notice that a petition has been 
presented by or against the debtor, and a R 0. is made thereon, 
he must pay over the proceeds to the 0 R. or the trustee, as the case 
may be, and either is entitled to retain the proceeds against the 
judgment creditor (S. 41 [1 and 2]). 

Goods sold by the sheriff under an execution, if for a sum 
(including coats) exceeding £20 m value, must, unless the Court 
otherwise directs, be sold by public auction, duly advertised foi 
three days prior to the day of sale. 

Examination Errors. — Examination candidates, when submitting 
a Statement of Affairs, frequently fail in the following par- 
ticulars : — 

(а) The surplus, if any, shown by the securities held by the 
fully secured creditors must be added to the assets in the space 
provided on the credit side of the statement. 

(б) The preferential creditors for rent, rates, taxes, wages, 
etc., must be deducted from the total assets in the space provided 
on the credit side of the statement. 

(o) The “ good ” book debts must be carried into the outer 
column on the credit side ; the “ doubtful ” 'and “ bad ” debts 
only are entered short, added together, and the estimate of their 
value extended into the outer column. 

{d) When realisation or valuation figures are quoted for any 
of the assets, it is the estimated figures which are carried into the 
outer column, and not the book figures. 

These may seem points too simple to mention, but experience 
shows that they are frequent sources of error. 

Deficiency Account. — As in the case of company liquidation, 
the Statement of Affairs in bankruptcy usually shows a balance 
which represents a deficiency. This deficiency has to be accounted 
for in a separate statement called the Deficiency Account. An 
example of this is given at p. 611. Some Statements of Affairs 
show a surplus, but such “ surpluses ” are seldom realised ! 

Responsibility for the Statement.— This rests with the debtor, 
who must verify it by affidavit. The O R. supplies the statutory 
forms, and these must be lodged in duplicate by the debtor with 
the O.R. within the statutory time, or any extension of it that 
he may have allowed. In the case of a bankrupt firm, a separate 
Statement of Affairs must be lodged for the private estate of each 
partner, in addition to the joint statement for the firm. Usually 
the debtor satisfies the O.R. that he is incompetent to prepare 
the statement unaided, and so obtains leave to employ profes- 
sional assistance at the expense of the estate. 

The preparation of the statement is often difficult, especially 
when the debtor has but a slender knowledge of book-keeping 
and his memory is, naturally or intentionally, faulty. If proper 
books of account have been kept, the first step is to complete them 
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to the date of the E. 0 , extract a trial balance, and so secure a 
list of the assets at their book values. Ihom the same source 
the schedules of creditors will be prepared. The responsibility 
for the revaluation of the assets lies with the debtor. Particulars 
of any private debts which do not appear in the business books 
must be added. The creditors must be classified, in the schedules 
provided, as between unsecured and fully or partly secured 
creditors and creditors for rent, rates,* taxes, wages, etc. Debts 
contracted with persons who had notice of an available act of 
bankruptcy must not be included, as these are not provable in 
banlrruptcy. 

{Note . — ^An available act of bankruptcy means an act available 
for a bankruptcy petition at the date of the presentation of the 
petition on which the receiving order was made,] 

If the debtor has discounted bills of exchange, or is liable upon 
accommodation bills or promissory notes, full particulars must 
be set out in List D. Any liabilities not yet crystallised, such as 
those arising under contracts, leases, guarantees, partly paid 
si ares, gambling claims, and so on, must be entered in List- E. 

It is often difficult to persuade the debtor to place reasonable 
values upon the assets. As a rule, he wears rose-tinted spectacles 
when valuing his resources. If the stock-in-trade is heavy, it 
should be independently valued. If expert valuations of such 
assets as Leases, Plant and Machinery, Eixtures, Patents, etc., 
are not available, they should be very conservatively estimated. 
In addition to the assets disclosed by the trading books, par- 
ticulars must be given of any private property of the debtor, 
such, for example, as investments, life policies, reversions, patent 
rights, freehold or leasehold property, furniture,]" jewellery, etc. 
Pook debts must be carefully analysed, and scheduled as between 
“ good,” “ doubtful,” and “ bad,” and here the debtor’s opinion 
must, in most cases, be relied upon. Trade discounts must be 
deducted, and returns and allowances and set-offs adjusted. 

When possible, the Deficiency Account should cover three 
years, or such other period as the O.R. may indicate. The com- 
position of this account has already been explained at p. 468. 
Sometimes, it is impossible to prepare an accurate Deficiency 
Account, since, in some cases, the debtor’s Bank pass-books, 
supplemented % his personal explanations, are the only material 
available for its construction. 

First Meeting of Creditors.— The O.R. must call the “ First 
Meeting of Creditors ” within fourteen days of the R 0,, unless 
for any reason tho Court fixes a later date. The notice convening 
the meeting is accompanied (1) by a copy of the “ front sheet ” 
of the Statement of Affairs ; (2) a proxy form (general and special) ; 
(3) a proof of debt form ; and (4) a copy of the scheme of arrange- 
ment (if any) proposed by the debtor. The O.R. will append 

* A water rate is only preferential if the water is supplied by the local 
authority. 

"t Very frequently this asset is unavailable owing to the foot that it has 
been settled on the debtor’s wife. 
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to the Snminary of the Statement of Affairs any comments which 
he considers it advisable to make. In a firm’s bankruptcy, both 
the separate and joint estate creditors should be summoned to 
the meeting. Any creditor may attend this meeting, and all 
creditors who have proved their debts may vote upon the reaolu- 


lUustration .- — The Balance Sheet of Milea Further as on April 14, 
19. ., was as follow? . — 

BALANCE SHEET. 



The loan from the Loamshire Bank, Ltd., was secured by the deposit 
of 1,200 share? of £1 each in Bouquet d’Or, Ltd. Ronald Boone, a creditor 
for £600, and Edward Clooney, a creditor for £600, were partly secured 
by the deposit of 300 and 200 shares respectively m Bouquet d’Or, Ltd. 

The assets were valued by Miles Further as follows : — 


£ 8. d. 

Furmture and Fixtures 95 0 0 

Patents Nil 

Sundry Debtors — 

Good 350 0 0 

Doubtful, £200, valued at 100 0 0 

Bad, £100, valued at Nil 

Stook-in-Trade 200 0 0 

Investments 2,095 0 0 


Miles Further also possessed household furniture and eftecta valued at 
£300, and a life policy with the Steadfast Assurance Company for £600, 
the surrender' value of which amounted to £66. The debtor advanced £16, 
being all his private cash, to his sohoitor for the costs of the petition 
In addition to the 1,700 fully paid shares of £1 each in Bouquet d’Or, 
Ltd;, deposited as security with creditors, the debtor possessed 300 fully 
paid shares of £1 each in the Promise Mine, Ltd , and 96 fully paid shares 
of £1 each in the Rapide Motor Company, Ltd All those shares wore 
valued by the debtor at par. The dividend received during the 31st March 
in the preceding year amounted to £296 Of the £3,650 due to oieditois, 
£50 was preferential, and a further £25, preferential liabilities for salaries to 
April 14th, was found to have been omitted from tho Balance Sheet and 
Profit and Loss Account. During the period, £200 had been lost on the 
Stock Exchange, £36 had been spent in law costs and £800 in living 
expenses. 

Prepare a Statement of Affairs (accompanied by the Statutory 
Schedules) and a Deficiency Account. See pp 604-11. 
fcions submitted. The votes of creditors may be recorded per- 
sonally, or by proxy, or by voting letters, which provide for a 
decision for or against the scheme A scheme of composition 
requires for its approval a majority in number and three-fourths 
in value? of all creditors who have proved their claims, and, 
therefore, in this particular case (as opposed to the ordinary 
and special resolutions referred to below) creditors who do not 
vote are deemed to be against the proposal. 
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Two resolutions are employed in bankruptcy proceedings, viz. 
(1) Special Resolutions, which require to bo passed by a majority 
in number representing in value three-fourths of the creditors 
present, personally or by proxy, at a meeting of creditors and 
voting on the resolution ; and (2) Ordinary Resolutions, which 
require, under like conditions, a majority in value only. 

The main business of the &st meeting is (1) to decide whether 
the scheme of composition, if one has been proposed by the 
debtor, shall be accepted ; (2) if the scheme is rejected, to decide 
whether the debtor shall be adjudicated a banlampt ; (3) to 
appoint a Trustee and a Committee of Inspection. 

Scheme o! Composition (S. 16). — ^In order to be binding, a 
“ Scheme of Composition ” must first receive the assent of a 
majority in number, representing three-fourths in value, of all 
the creditors who have proved their debts, and afterwards be sanc- 
tioned by the Court. When application is made to the Court 
to confirm the scheme, three days’ notice of the date of the hearing 
must be given to all creditors who have proved their debts. Four 
days before the hearing the C.R. files a report giving his views 
upon the reasonableness, or otherwise, of the scheme, and the 
extent to which creditors are likely to benefit thereby. Many 
proposed schemes are rejected by the Court in the public interest. 
In any case, the approval of the Court will not be granted until 
the debtor’s public examination has been concluded. 'To obtam 
the approval of the Court the bankrupt’s conduct must be shown 
to have been free from acts that would delay or prevent his dis- 
charge ; the scheme must offer advantages to the creditors not 
obtainable under bankruptcy proceedings ; and it must provide 
for the pa3uaent of preferential debts and costs, and afford 
reasonable security for the payment of not less than 6s. in the £ 
on the unsecured debts. One of the most common advantages 
usually claimed for such schemes is that family or friendly creditors 
will withdraw their claims if the proposal is accepted. The O.R., 
the debtor and the creditors are entitled to appear at, and take 
part in, the hearing. 

By The Banhruptcy Act, 1890 (S. 3, ss. 9), if any facts were 
proved which would obhge the Court to suspend, refuse, or attach 
conditions to the debtor’s discharge, were he adjudicated a bank- 
rupt, no scheme of composition could be approved which provided 
for less than 7s. 6d. in the £ on the unsecured debts. There 
can be no doubt that, in many cases, this was too high a minimum 
dividend. By The Bankruptcy and Deeds of Arrangement Act, 
1913 (re-enacted in S. 16 of the Act of 1914), this minimum was 
reduced to 6s. in the £, a concession which has certainly resulted 
in an increased number of compositions being proposed and 
accepted. 

I n the Court approves the scheme of composition, an Order to 
that effect is gazetted by the Board of Trade and the R.O. is 
rescinded. 

The instalments provided for by the scheme are paid in a lump 
sum to the trustee, who distributes them to the creditors. But 




(Signature) 
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if default is made, or it proves impossible, owing to legal difficulties 
or otherwise, to carry out the scheme without injustice or undue 
delay, the Court may annul it and adjudge the debtor bankrupt. 

In a scheme of composition the debtor usually . — 

(а) Assigns all his property to the trustee ; and 

(б) Undertakes to bear all the costs of the proceedings, to 
pay all the preferential debts in full, and to pay stated instal- 
ments, or a stated portion of his annual income, to the trustee 
until the agreed amount of dividend shall have been received 
by the unsecured creditors. Certain creditors are nominated 
to act as a 0. of I. 

More common, perhaps, is a scheme which provides that the 
debtor, or his friends, shall furnish sufficient funds to pay prefer- 
ential claims and costs in full, and also to pay forthwith the dividend 
of 6s. (or more) to the unsecured creditors. Frequently, family 
claims are withdrawn in order to enable this to be done. In such 
cases the debtor’s property is re-vested in him. 

If no trustee is specially named in the scheme, the O.E. becomes 
the trustee. The trustee’s remuneration must be fixed at the 
meeting of creditors, and usually takes the form of a percentage 
upon the composition paid. 

The reason why S. 16 requires a debtor to lodge the proposal 
for a composition within four days after submitting the Statement 
of Affairs is to enable the first meeting of creditors to consider 
the scheme. But a proposal for composition, or scheme of 
arrangement, may be made at any time after adjudication, and, 
if the proposal or scheme is accepted (again by a three-fourths 
majority of all creditors who have proved, and by the Court), 
the bankruptcy may be annulled. It is often found more 
practicable to do this at a stage later than the first meeting, for 
then the position of the estate has been ascertained and the 
debtor has had time to obtain assistance from his friends. 

Adjudication. — ^If no scheme of composition or other proposal 
is put before the creditors, they may decide by ordinary resolution 
at the first meeting, or at any adjournment thereof, that the debtor 
shall be adjudicated bankrapt. If no meeting is held, or no 
resolution passed, or if the composition is not approved within 
fourteen days of the conclusion of the public examination of the 
debtor, or such further time as may be allowed, the Court will 
adjudge him bankrupt. In the case of a firm, the adjudication 
is made against each partner individually, and not against the 
partnership. 

Notice of adjudication is given by the Eegistrar to the O.R. 
and the Board of Trade. The Order is also advertised in the 
local paper and in the Gazette. 

Effect of Adjudication. — ^The effect of an adjudication is that 
the property of the debtor, hitherto protected by the R.O , now 
vests in the trustee, and becomes divisible amongst the creditors. 
This is not so in a company winding up, for after a resolution to 
wind up a company has been passed, its property remains vested 
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in the company. Its real estate must be conTCycd by the company 
by deed sealed with the company’s seal, although the seal must be 
affixed by direction of the liq^uidator. In bankruptcy, upon the 
appointment of a trustee the banlcrupt is divested of his property. 

Date o! Commencement of Bankruptcy.— The bankruptcy is 
held to have commenced at the date of the act of bankruptcy 
upon which the petition was founded, or any previous act which 
the trustee can prove to have been committed within three months 
before the presentation of the petition. Thus, if a debtor commits 
an act of bankruptcy on June 1st and another on July 3rd, and 
a petition is presented against him on August 31st upon which 
he is adjudicated bankrupt, the bankruptcy will be deemed to 
have commenced on June 1st (S. 37), and, it would appear, from 
the very moment of time when the act was committed {re Bumf us, 
[1908] 2 K.B. 330). This “relation back” of the bankruptcy 
to the first provable act of bankruptcy is often of the greatest 
importance to the trustee in following the debtor’s property. 

The possibility always exists that transactions with the debtor 
within the three months of the date of the petition may have been 
entered into after the creditor had knowledge that an available 
act of bankruptcy had been committed. 

The student is often perplexed by the effect of this doctrine 
of relation back in transactions by or with persons who are sub- 
sequently made bankrupt. The Act envisages the difficulties that 
may arise in this connection, and deals with them in the two 
somewhat contradictory sections 45 and 46. S. 46 protects : — 

(а) Any payment by the bankrupt to any of his creditors. 

(б) Any payment or delivery to the bankrupt. 

(o) Any conveyance or assignment by the bankrupt for 
valuable consideration. 

(d) Any contract, dealing, or transaction by or with the 
bankrupt for valuable consideration. 

Provided that any of these transactions takes place (1) before 
the date of the B.O., and (2) the person {other than the debtor) had, 
at the time, no notice that the bankrupt had committed an available 
act of bankruptcy. 

The E.O. is deemed to have been made on the first moment 
of the day of its date, so if the R 0. bo made at 3 p.m., any transac- 
tion mentioned above which takes place at, say, 9 a.m. of the same 
day is unprotected. It is to be noted that the transaction must 
be fully completed. Thus, if the consideration for a contract 
entered into prior to the date of the R.O., and without notice of 
an available act of bankruptcy, is paid over to the bankrupt after 
the date of the R.O., the person paying may be compelled to pay 
again to the trustee 

S. 46 enacts that a payment of money, or delivery of property, 
to a person subsequently adjudged bankrupt, or to a person 
claiming by assignment from him, shall, notwithstanding anything 
in this Act, be a good discharge to the person paying the money 
or delivering the property, if the payment or delivery is made 
before the actual date on which the E.O. is made and without notice 
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of the presentation of a banhruptcy petition, and, is either pursuant 
to the ordinary course of business or otherwise bona fide. 

It is clear from the above sections, both of ’which deal 'with 
any payment or delivery to the bankrupt, that S. 46 enlarges the 
protection afforded by S. 45, since one may have notice of an 
available act of banfauptcy and yet be -without notice of the 
presentation of a bankruptcy petition. These sections are of 
special interest to bankers. Some authorities hold that a banker 
who pays a cheque dra-wn upon him in favour of a third person 
by a customer subsequently adjudicated bankrupt is protected, 
if he paid the cheque before the date of the B.O. and had no notice 
of the presentation of a bankruptcy petition (S. 46) But that 
eminent authority on banking law. Sir John Paget, K.C., is of a 
contrary opinion. A banker is protected if, before the date of 
the E.O., and -without notice of the presentation of a bankruptcy 
petition, he pays cheques drawn by a bankrupt in his aim favour, 
since that is payment to the bankrupt himself, and is specifically 
exempted by S 46. A banker is also protected if he does not 
know that his customer is an undischarged bankrupt, and his 
dealings -with him are confined to property after acquired by the 
bankrupt. And also if, having discovered that his customer is 
an undischarged banlcrupt, he has given notice to the B. of T., 
and one month has elapsed from the date of the notice, and he 
has received no instructions fi-om the trustee, for all subjequent 
transactions in respect of after acquired property (S. 47, ss. 2). 

Where any money or property of a bankrupt has, on or after 
the date of the R.O., but before notice thereof has been gazetted, 
been paid by a person having possession of it (e.g. a banker) to 
some other person, such pajunent or transfer being void as against 
the Trustee, then if the person making the payment or transfer 
proves that when it was made he had not had notice of the B<.0., 
the Trustee’s right of recovery against him shall not be enforced, 
except where and in so far as the Court is satisfied that it is not 
reasonably practicable for the Trustee to recover in respect of the 
money or property, or of some part thereof, from the person to 
whom it was paid or transferred (S. 4, Act of 1926). 

Annulment of Adjudication Order, — An adjudication order may 
be annulled if (1) the Court approves a scheme of composition 
(S. 21); (2) the Court is satisfied that the debtor ought not to 
have been made bankrupt (S. 29); (3) the debtor pays up in 
full (S. 29) and no offences against the bankruptcy laws are proved 
against him When a banlcruptcy is annulled, the debtor’s 
property is vested in such person as the Court may appoint, or, 
when no appointment is made, reverts to the debtor 

The Tjbtjstbb. 

After an adjudication order has been made, the 0 R. becomes 
the trustee temporarily, unless some other person is appointed. 
TJie creditors may resolve by ordinary resolution to appoint 
whomsoever they like as trustee, or they may leave the appoint- 
rnept to the C. of I. (S. 19). If the creditors do not nominate a 
trustee within four weeks of adjudication, or within seven days 
after the creditors have refused a scheme of composition, or the 
Court has refused to sanction such a scheme, the O.R. must report 
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the fact to the B. of T., and the Board will then appoint a trustee. 
But the creditors or the C. of I. can at any subsequent time 
appoint their own trustee to take the place of the Board’s nominee. 
The O.B. can only act as trustee (a) in small bankruptcies (assets 
not exceeding £300); (b) during vacancies the trusteeship of 
non-summary bankruptcy proceedings; (c) for the estate of a 
deceased insolvent; (d) if he is appointed by the B. of T. in the 
absence of an appointment by the creditors or the 0. of I. (S. 19). 
The B, of T. may object to the appointment of any particular 
trustee on the grounds that liis connection with the debtor or any 
creditor, or his personal interest in the debtor’s estate, would 
conflict with his duty to act impartially; or if, by reason of mis- 
conduct, he has been removed from a former trusteeship; or 
because his appointment was irregular. Where a certificate of 
appointment is refused to a trustee designate, the creditors can, 
by ordinary resolution, compel the B. of T. to state a case for 
determination by the Court (S. 19). 

If a non-ofiicial trustee is appointed, bis appointment must 
be advertised in tbe Gazette and in a local paper. He must give 
security in the manner prescribed by the B. of T. (Rule 353). 
With the permission of the creditors, the premium on the guarantee 
bond may be charged against the estate, a concession unobtainable 
in winding-up prooee<hngs The trustee’s authority begins as 
from the date of the certificate, and the certificate is conclusive 
proof of his appointment. 

Taking Possession of the Property. — ^As soon as the trustee 
obtains his certificate of appointment, he proceeds to take posses- 
sion of the debtor’s property. The only property exempted is ; — 

(а) Trade tools, wearing apparel and bedding to a value not 
exceeding £20 in all. 

(б) Property held in trust, if it can be identified (S. 38). 
In addition to the above: — 

(o) Property of the debtor the ownership of which, in the 
event of the debtor’s bankruptcy, passes to others. 

[Note. — A man may not settle his own property upon himself 
with a proviso that in the event of his bankruptcy the property 
shall pass to others Such a settlement is void.] 

(d) The benefit of contracts which can only be carried out 
by the personal sldll of the debtor, e g. contracts entered into 
by a music-hall artist, provided that such personal earnings are 
not more than reasonably sufficient for the maintenance of 
himself and his family. 

Further : — 

(e) In the case of a benefioed clergyman (S. 60), or of an 
officer, or civil servant (S. 51, ss. 1), so much of the stipend as 
the bishop, or chief officer of the department, as the case may 
be, shall reserve to the debtor. 

(/) In the case of a bankrupt enjoying a fixed salary, or 
one entitled to a pension or to half-pay, such part of his income 
as the Court may permit him to retain (S. 61, ss. 2). 

Where land forming part of the estate is registered under the Land 
Eegistration Act, 1925, the trustee shotdd have his name registered 
as the proprietor for the time being under S. 42 (1) of that Act. 
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Property Divisible. — ^The property of the banlcrupt divisible 
amongst the creditors includes not only such property, or rights 
in, or over, or in respect of, property as may belong to or be vested 
in him at the commencement of the banlcruptcy, but all property, 
or rights in. or over, or in respect of, property 'which he acquires, 
or which may devolve upon him before Ms discharge (S 38 [a and b]). 
It also includes all goods being, at the commencement of the bank- 
ruptcy, in the possession, order or disposition of the banlcrupt.inhis 
trade or business, by the consent and permission of the true o'wner, 
under such circumstances that he is the reputed owner thereof; 
pro'vided that things in action other than debts due or growing 
due to the banlmipt in the course of his trade or business shall not 
be deemed goods 'within the meaning of this section (S. 38 [c]) 

S. 38 (a and b) deals 'with two classes of property, viz {a) pro- 
perty, and rights m property, of the bankrupt at the commence- 
ment of the bankruptcy; and [b) property, and rights in property, 
acquired by the bankrupt between the commencement of his 
banlauptcy and his discharge Glass (6) is convemently referred 
to as “ After acquired property.” 

S. 38 (c) deals with a special class of property, viz goods in 
the possession, order or disposi-tion of the baMmipt with the 
consent and permission of the true o-wner under such circumstances 
that he is the reputed O'wner. 

After Acquired Property. — ^By S. 47 (1 and 2) all transactions 
by a banlrrupt ■with any person dealing ■with Mm bona fide and 
for value, whether in respect of real, or of personal property 
acquired by the bankrupt after Ms adjuMoation, shall, if completed 
before any intervention by the trustee, be valid against the trustee. 
The receipt of any money, security or negotiable instrument from, 
or by the order or direction of, a bankrupt by Ms banker, and any 
payment and any delivery of any security or negotiable instrument 
made to, or by the order or direction of, a hanlcrupt by Ms banker, 
shall he deemed a transaction -with the banlcer for value. Where 
a banlier has ascertained that a person ha-ving an account -with Mm 
is an undischarged bankrupt, then, unless the banker is satisfied 
that the account is on behaM of some other person, he must 
immediately inform the B. of T. of the existence of the account, 
and he shall not then make any payment out of it except by order 
of the Court or on instmetions from the trustee, unless by the 
expiration of one month from the date of giving the information 
no instructions have been received from the trustee. 

[Note . — ^This section protects all bona-fide transactions for 
value ■with a bankrupt prior to the Mtervention of the trustee, 
both in respect of real (i.e. freehold) property and personal property. 
We have already seen (p. 613) that bona-fide transactions entered 
into with a debtor prior to the date of the B.O. are protected if 
the creditor is "without knovdedge that the debtor has committed 
an act of bankruptcy, or has had a petition presented against 
Mm (88. 45 and 46). Nothing, however, is said about bona-fide 
transactions for value in respect of property acquired between the 
date of the B.O. and the adindioation, and such transactions would 
seem to he unprotected, except m so far as they come within 8. 4 
of the Act of 1926 (see p. 614)]. 
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Order and Disposition. — Careful reading of S. 38 [c] shows 
that the trustee is only entitled to the goods therein described if : — 

(1) The goods are in the possession, order, or disposition 
of the bankrupt at the commencement of the bankruptcy, and 
are goods in his trade or business, and 

(2) The goods are m possession of the bankrupt by the consent 
and permission of the true owner of them, under such circum- 
stances that he is the reputed owner. 

[Note. — “ Goods ” comprise all chattels except fixtures attached 
to the freehold. A thing in action, or a chose in action, is a right 
which a person can enforce by action at law, and is a different 
kind of property from goods or chattels, which are chosea in 
■possession. Ohoses in action comprise, inter alia, bills of exchange, 
promissory notes, stocks and shares, debentures, book debts, etc. 
All these are excluded, except the last mentioned, viz. debts due 
and accruing due m the course of the bankrupt’s trade or business. 
The goods must ostensibly belong to the bankrupt, but in fact 
they must be the property of someone else. This is not to say 
that all goods in a banlcrupt’s possession, order or disposition 
may be claimed by the trustee. Reputation of ownership may 
bo excluded, as, e.g., where goods are left in the bankrupt’s pos- 
session in accordance with some well-known trade custom. A 
purchaser of hops who allows his purchase to remain in the ware- 
house of the seller runs no risk of having his goods taken over 
by the trustee in the event of the seller’s banlcruptcy, because in 
so doing he is simply followmg an established custom of the hop 
trade. Books sent out “ on sale or return ” by a publisher to a 
bookseller do not pass to the trustee if the bookseller is adjudged 
bankrupt, because it is customary in that trade to send out books 
“ on sale or return.” Machinery held under a hire-purchase 
agreement as in tho printing trade, furniture similarly held by an 
hotel-keeper, etc., are not goods in the possession, order, or dis- 
position of the holder held in such circumstances that he is the 
reputed owner thereof. The object of this “ order and disposition ” 
section is to prevent unscrupulous debtors obtaining undue credit 
by making a display of other people’s goods and so presenting 
to the world a fictitious air of fiinancial stability ] 

Bills of Sale. — By the Bills of Sale Act, 1878, personal chattels 
(this expression includes trade machinery as defined in S. 6 of the 
Act, but not chattel interests m real estate) assigned under an 
absolute bill of sale, provided the bill of sale be duly registered, 
do not fall within the order and disposition clause of the Act of 
1914, and therefore the trustee has no title to such chattels. 

The grantee of a conditional bill of sale, i.e. a bill of sale over 
personal chattels, given by way of security for the payment of 
money, provided the bill of sale be made in accordance with the 
Act and duly registered (see Bills of Sede Act, 1882, SS. 8-12) is a 
fully secured creditor so long as he acts diligently in seizing the 
chattels scheduled in the bill of sale, and provided the proceeds 
of sale are sufficient to discharge the debt. 

Discovery of Debtor’s Property. — On the application of the 
O.R or the trustee, the Couit may at any time after the R.O. 
has been made summon before it the debtor, or his wife, or any 
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person tnown or suspected to have in his possession any of the 
estate or effects of the debtor, or any person deemed capable of 
giving information respecting the debtor, his dealings, or property, 
and require them to produce any documents relating to the debtor, 
his dealings or property, and, should thej' fail to attend the Court, 
have them apprehended by warrant. If any person so brought 
before the Court should be found to be indebted to the debtor, 
or to be in possession of any of the debtor’s property, the Court 
may, on the application of the O.R. or trustee, require such person 
to pay the debt or deliver up the property (S. 25). 

The Court may, by warrant, direct that any property of a 
debtor or bankrupt shall be seized, and in order that this can be 
done that any building or place of the debtor or bankrupt shall 
be broken open. The Court may grant a search warrant to any 
constable or officer of the Court if there is reason to believe that 
property of the debtor is concealed in any building or place not 
belonging to him (S. 49). 

After the issue of a bankruptcy notice, or the filing of a petition, 
the Court may order the arrest of a debtor, and the seizure of 
his books and papers, money and other property, if he has absconded, 
or there is reason to believe that he will abscond, for the purpose 
"of avoiding, embarrassing, or delaying proceedings against him. 
He may also be arrested if, after presentation of the petition, 
there is reason to believe that he has removed, concealed or 
destroyed his property or papers, or that he is about to do so ; or 
if, after service of a bankruptcy petition on him, he removes any 
of his goods above £6 in value without leave of the 0 E. or the 
trustee ; or if he fails without good cause to attend the Court 
for examination (S. 23). 

Disclaimer. — ^When the trustee is satisfied that he has know- 
ledge of the whole of the bankrupt’s estate, he must consider 
whether it is advisable to disclaim any part of it. If any of the 
debtor’s property is burdened with onerous covenants, e.g. land 
of any tenure ; or entails the expenditure of money, e.g. stocks or 
shares with liabilities for future calls ; or if the property is un- 
saleable or not readily saleable, because it binds the possessor 
to the performance of any onerous act or the payment of money ; 
or, in the case of contracts entered into by the debtor, if they 
are likely to prove unprofitable, the trustee has the right, not- 
withstanding that he may have taken possession of, or tried to 
sell, or exercised any act of ownership over the property, to 
disclaim the property. If he exercises his right of disclaimer 
he must do so in writmg signed by him, and witlun twelve months 
after the first appointment of a trustee [i.e. an appointment by 
the creditors, or the G of I., or the B. of T.], or within twelve 
months from the date when he first had knowledge of the existence 
of the property, or within such extended period as the Court may 
allow (S. 54 [1]). 

The disclaimer determines, as from the date thereof, the debtor’s 
interest in the property or contract, and discharges the trustee 
from all personal liability in respect thereof as from the date when 
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the subject matter of the disclaimer vested in him. But it does 
not alfect the rights or liabilities of third parties (S, 64 [2]). 

A trustee is not entitled to disclaim a lease without leave of 
the Court, and before granting leave, and as a condition of the 
grant, the Court may require such notices to be sent to persons 
interested, and impose such terms and make such orders as the 
Court thinks proper (S. 54 [3]). But, by Rule 276, a lease may 
be disclaimed without leave of the Court in any of the following 
cases : — 

(i) Where the bankrupt has not sublet the premises or any 
part thereof, or created a mortgage or charge on them, and 

(а) The rent and real value of the property are less than 
£20 per annum ; or 

(б) The estate is being wound up summarily under 
S. 129; or 

(c) The trustee serves the lessor with notice of his intention 
to disclaim, and the lessor does not within seven days of 
receipt give notice to the trustee requiring the matter to be 
brought before the Court. 

(ii) Where the bankrupt has sublet the premises or created 
a mortgage or charge on them, and the trustee ^ves the lessor, 
the sub-lessee, or the mortgagees notice of Ms intention to 
disclaim, and all or any of them do not withm fourteen days of 
receipt of the notice require the matter to be brought before 
the Court. 

If a person interested in any of the debtor’s property requests 
the trustee in writing to decide whether he will disclaim the property 
or not, then the trustee has twenty-eight days after receipt of the 
request, or such extended time as the Court may allow, to make 
his decision. If the trustee declmes or neglects to give notice 
of disclaimer within the period allowed, his power to disclaim 
the property is gone. The same is true in respect of a contract 
(S. 54 [4]). 

The Court may, on the application of any person who is, as 
against tho trustee, entitled to the benefit or subject to the burden 
of a contract made with the banlcrupt, make an order resemding 
the contract on such terms of payment to or by the applicant 
by way of damages for non-performance of the contract as the 
Court may consider equitable. Any person to whom such damages 
are payable may prove for them in the bankruptcy (S. 54 [5]). 

If, owing to a vacancy in the trusteeship, the O.R. becomes 
the trustee, he may disclaim any property wMoh the trastee could 
have, but has not, disclaimed, provided he does so withm twelve 
months after he has become trustee m these circumstances, or 
has become aware of the existence of the property, whichever 
may be the longer (S. 54, [7]). 

Upon disclaimer by the trustee, the Court may make an order 
vesting the property disclaimed in any person who claims an 
interest in it if he appUes to the Court. In the case of leasehold 
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property, whrare a person claims as sub-lessee or as mortgagee 
by demise, the vesting order will only be made on the terms that 
the applicant shall take the lease subject to the same obligations 
as the bankrupt was under at the date of the bankruptcy petition, 
or, if the Com't thinks fit, to the same obligations as if the lease 
had been assigned to the applicant at that date; and in either 
ease the applicant is not to be liable to obligations affecting other 
property contained in the lease but not comprised in the vesting 
order (S. 64 [6]), If no person interested applies, then the 
Court may vest the property in anyone liable alone or jointly 
with the bankrupt to perform the covenants in the lease, but freed 
from any interests created by the bankrupt. 

Any person injured by the operation of disclaimer shall be 
deemed to be a creditor of the bankrupt to the extent of the injury, 
and may prove against the estate accordingly (S. 54 [8]) If such 
a lease is registered under the Land Megiatration Act, 1925, the 
order must direct the alteration of the register (S. 42 [2], Land 
Registration Act, 1925). 

Voluntary Settlements. — ^The term “ settlement ” here includes 
any conveyance or transfer of property. A voluntary settlement 
made by a person who subsequently becomes banlcrupt may be 
(a) unimpeachable, or (6) voidable by the trustee. 

The following settlements cannot be impugned : — 

(o) Settlement made before and in consideration of marriage. 

\h) Settlement made in favour of a purchaser or incum- 
brancer in good faith and for valuable consideration. 

(c) Settlement made on or for the wife or children of the 
settlor of property which has accrued to the settlor after marriage 
in right of his -wife. 

(d) Where more than ten years have elapsed between the date 
of the settlement and the commencement of the bankruptcy. 

A settlement made more than two years, hut less than ten 
years, before commencement of the banltruptcy is voidable by 
the trustee unless it can be shown that at the time of making it : — 

(а) The settlor was able to pay all his debts without the aid 
of the settled property ; and 

(б) The interest of the settlor in the property had passed 
to the trustees or to the beneficiaries under the setilemeiit. 

A settlement made within two years of the settlor’s bankruptcy 
is voidable by the trustee (S. 42 [1]). 

[Note . — Settlements avoided under the above subsection are 
avoided only to the extent that may he necessary to enable the 
trustee to pay the bankrupt’s debts and the costs of the bankruptcy. 
The settlements are perfectly legal in themselves, and that being 
so, the trustee cannot dispossess of their rights subsequent mort- 
gagees and incumbrancers of settled property, provided such 
persons acted bona fide and withont knowledge that an available 
act of bankruptcy had been committed. A purchaser of settled 
property, provided he acquired the property bona fide before the 
commencement of the settlor’s bankruptcy, or if he acquired it 
after commencement, provided he did so without knowledge that 
the settlor had committed an act of bankruptcy, has a good title 
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as against the trustee. It is not necessary that he should have 
paid actual money for the property. Valuable consideration, 
e.g the abandonment of a claim agamst the seller, confers an 
equally good title ] 

Any covenant or contract made by any person (hereinafter 
called the settlor) in consideration of marriage for the future 
payment of money for the benefit of wife or husband or children, 
or for the future settlement of property on wife or husband or 
children, is voidable by the trustee if at the date of the marriage 
the settlor had no estate or interest in the money or property, 
unless the covenant or contract has been executed before the 
commencement of the bankruptcy. Payments made or property 
transferred in pursuance of such a covenant or contract are also 
voidable by the trustee, unless : — 

(a) The payment or transfer was made more than two years 
before the commencement of the bankruptcy ; or 

(!>) The settlor was able at the tune of payment or transfer 
to discharge all his debts without the aid of the money paid 
or property transferred ; or 

(c) The payment or transfer was made in pursuance of a 
covenant or contract to pay money or transfer property expected 
to come to the settlor, on the death of a person named in the 
covenant or contract, and was made within three months after 
the money or property came into the settlor’s possession. 

Where a covenant, or contract, or payment, or transfer there- 
under is avoided by the trustee, the persons entitled under such 
covenant or contract, or those to whom a pa3nnent or transfer 
has been made, can claim for dividend in the bankruptcy. But 
their claims are postponed till all other creditors for valuable 
consideration in money or money’s worth have been satisfied 
(S. 42 [2 and 3]). 

Payments of premiums to keep up a policy of -life assurance 
voluntarily settled upon husband, or wife, or children do not come 
within the scope of the above sub-sections. 

Public Examination. — ^An early duty of the trustee is, if the 
0. of I, thinks it advisable, to take part in the public examination 
of the debtor. This public exammation is the special charac- 
teristic of banlcruptcy proceedings, and distinguishes them from 
all private methods of arrangement with creditors. The examina- 
tion must take place in open Court, on a day appointed by the 
Court, and any creditor who has proved his debt may question 
the bankrupt. Questions relating to past trading are generally 
left in the main to the O.R., who begins the examination. The 
trustee is more concerned with discovery of the debtor’s property 
and realisation of the assets. The trustee may question the debtor, 
but as third persons are often affected, and it is undesirable to 
disclose the steps which he may intend to take, he frequently 
prefers to question the debtor privately. The public examination 
is held as soon as convenient after the time appointed for the 
submission of the Statement of Affairs. hTotes are taken of the 
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public examination as the Court may direct, and read over to 
and signed by the debtor, but such notes may not be used as 
evidence against third parties The regulations with regard to 
the public examination are laid down by S. 15 and Rules 191-199. 
Public examination can be dispensed with only in the following 
cases : — 

(а) Where jomt debtors propose a scheme of arrangement, 
the Court may excuse one of them if he is prevented from 
attending by illness or absence abroad (S. 16 [7]). 

(б) "V^ere the debtor is a lunatic, or by reason of mental 
or physical disability cannot attend (S. 15 [10]). 

(c) lu exceptional case, where, after adjudication, the Court 
annuls the banlcruptcy. 

Proof of Debts. — ^The proving of debts in bankruptcy pro- 
ceedings is regulated by the Second Schedule to the Act of 1914 
and Rules 260-263. All creditors must prove their debts as soon 
as possible after the malang of the R.O. As explained in con- 
nection with liquidation proceedings (see p. 423), a proof of debt 
takes the form of an affidavit verifying the claim, made either by 
the creditor or his authorised agent, usually an employee of the 
creditor. If the latter, he must state his authority and means 
of knowledge Proofs for claims exceeding £2 in value, other 
than for workers’ wages or Grown debts, must bear a Is 6d. stamp. 
A single proof may be made by the debtor, or foreman or other 
person on behalf of the workmen, to cover all wages accrued. 
Affidavits in proof may be sworn before the O.R. or the trustee. 
All debts and liabilities, present or future, certain or contingent, 
to which the debtor is subject at the date of the R.O , or to which 
he may become subject before his discharge by reason of any 
obligation incurred before the date of the R.O , are provable in 
bankruptcy. The following arc not provable (S. 30) : — 

(а) Demands in the nature of unliquidated damages arising 
otherwise than by reason of contract, promise, or breach of 
trust. 

(б) Debts or liabilities contracted by the debtor with any 
person after that person has had notice of an available act of 
bankrupty. 

(c) Debts or liabilities the value of which, in the opinion 
of the Court, are incapable of being fairly estimated. 

The trustee may value any debt or liability which by reason 
of its being subject to a contingency, or for any other reason, does 
not bear a certain, value. Any persons aggrieved by the trustee’s 
estimate may appeal to the Court. 

The value of an annuity payable by the bankrupt throughout 
the life of the annuitant can be estimated for proof, Piiture 
payments of alimony are not provable, since a debtor remains 
liable to pay alimony notwithstanding his bankruptcy. A wife 
can prove in the bankruptcy of her husband under a deed of 
separation. Where there have been mutual credits, mutual debts, 
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or other mutual dealings, an account is taken, and the balance 
due from the debtor can be proved for. 

Proofs may be sent by pre-paid post, and should include, or 
refer to, a statement of account and any documents in support 
of the proof. All trade discounts must be deducted, and the net 
amount be proved for ; but a creditor need not deduct any trade 
discount, not exceeding 6 %, -which he may have agreed to allow 
for cash (Bankruptcy Act, 1914, Schedule II [8]). 

Where a debt is payable -with interest, the rate for dividend 
purposes must not exceed 5 %; the creditors can only receive 
the excess over this rate after other debts have been paid in full 
(S. 66 [1]). As to debts owing to moneylenders, see S. 9, Money- 
Undera Act, 1927. 

Where interest is not agreed upon and the debt was overdue 
at the date of the E.O., the creditor may prove for interest at the 
rate of 4 %. This interest will run to the date of the R.O. 
from the time when the debt was payable if it was payable 
under a written instrument at a certam time ; if not, then from 
the date of notice to the debtor that interest will be charged 
from that date until the time of payment (Schedule II [21J). 

Debts payable at a future time may be proved for subject 
to 6 % per annum rebate (Schedule II [22]). 

If the O.R. is actmg, the proof should be sent to him ; if a 
trustee other than the O.R. has been appointed, then to the 
trustee. It is usual to stamp the proof -with the hour and day 
of its receipt. All proofs must be carefully examined and, if 
necessary, vouchers be demanded to substantiate them, even in 
the case of a judgment debt. A judgment is prima facie evidence 
of a debt, but circumstances may require that the consideration 
for the debt should be investigated. Proofs must be admitted 
or rejected -within twenty-eight days of lodgment, or, if the 
trustee has given notice of Ms intention to declare a di-ridend, within 
fourteen days (Rule 260). If the O.R. is actmg as trustee, the 
time limit is fourteen days from the latest date specified in the 
notice of his intention to declare a di-vidend (Ride 259). 

In cases where the O.R. is acting, and after a final dividend 
ha3 been declared, all proofs must be sent to the Registrar, and a 
list must be filed with them, showing the O.R.’s decision in each 
case, whether the proof was admitted, or partially or totally 
rejected. If a non-official trustee has been appointed, a similar' 
certified list must be filed on the first day of each month, 
together with the proofs of such debts as have been admitted 
or rejected. 

By S. 160, any creditor who in his proof of debt makes a false 
or fraudulent claim is guilty of a misdemeanour, and, by S. 164, 
the bankrupt is also guilty of a misdemeanour if, knowing that 
a false claim has been proven, he does not within one month 
notify the trustee thereof. 

The regulations -with reference to proof of debt described at 
p. 423 apply also to bankruptcy proceedings. The prescribed 
general form of proof of debt is sho-wn at pp. 420-2. A special 
form is used for workmen’s wages. Any creditor who has proved 
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his debt may inspect the proof of any other creditor and the file 
of the proceedings. 

Debts entitled to priority of payment have been dealt with at 
p. 441, and debts due to secured creditors at p. 442. There are 
certain deferred debts which do not rank for payment until the 
ordinary unsecured creditors have been satisfied. Some of these 
have been mentioned in other parts of this book, but they may 
be recapitulated here : — 

(a) Money lent under a written contract with a person or 
firm, in consideration of a share of profits in lieu of interest, 
or at a rate of interest dependent upon profits (Partnership Act, 
1890, SS. 2 and 3). 

(b) Money or property lent by a wife to her husband for 
trade or business purposes (Bankruptcy Act, 1914, S. 36 [2]). 
But where a wife has lent money to her husband for private 
purposes she can prove in competition with ordinary creditors. 

(c) Money or property lent by a husband to his wife for 
the purpose of her trade or business (Bankruptcy Act, 1914, 
S 36 [1]). 

(d) Money or property contributed by partners under a 
limited partnership agreement are postponed to the claims of 
the ordinary creditors of the partnership (Limited Partnership 
(Winding Up) Rules, 1909, 4 [4]). 

(c) An annuity payable out of profits as purchase con- 
sideration for the sale of the goodwill of a business (Partnership 
Act, 1890, S. 3). 

(/) Claims of trustees of a marriage settlement in which 
the settlor covenants for future payments of money, or future 
settlements of property in which he had, at the time of maldng 
the settlement, no interest (Bankruptcy Act, 1914, S 42 [2]). 

Powers of Trustee. — ’By S. 55 the trustee has power : — 

(1) To sell all or any part of the bankrupt’s property 
(including the goodwill of the business), and the book debts due, 
or growing due, to the bankrupt, by auction or private contract. 

[Note. — ^He may not sell to himself or to any member of the 
C. of I. without leave of the Court In most cases the C. of I. 
will be composed of business experts, and the trustee will have 
the benefit of their advice before selling ] 

(2) Give receipts for money received by him. 

(3) Prove, rank, claim, and draw a dividend in respect of 
any debt due to the bankrupt. 

(4) Execute powers of attorney, deeds and other instruments. 

(5) Deal with any entailed property to which the banltrupt 
is beneficially entitled in the same manner as the banlcrupt 
might have dealt with it; and 

, (6) Exercise generally all the powers vested by statute in 

the trustee. 

(7) Apply to the Court for direction in case of need. 
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By S. 56, th.e trustee may, with the permission of the C. of I., 
do all or any of the followmg things . — 

(1) Carry on the banlorupt’s husuiess so far as it may be 
necessary for the beneficial windmg up of the estate. 

(2) Bring or defend any action relating to the property of 
the bankrupt. 

(3) Employ a solicitor or other agent to take any proceedings 
or do any business which may be sanctioned by the C. of I. 

(4) Sell property of the bankrupt for money payable at a 
future time subject to such stipulations as to security or other- 
wise as the 0. of I. think fit. 

(5) Mortgage or pledge the bankrupt’s property for the 
purpose of raising money for the payment of his debts. 

(6) Submit disputes to arbitration, and compromise debts, 
claims and liabilities with any person who may have incurred 
any liability to the banlirupt. 

(7) Compromise with creditors. 

(8) Compromise any claim arising out of or incidental to 
the banlrrupt’s property made or capable of being made against 
the trustee, or by the trustee against any other person. 

(9) Divide amongst the creditors according to its estimated 
value any property which cannot be readily or advantageously 
sold, 

(10) Appoint the bankrupt to superintend the property, or 
to carry on the business for the benefit of the creditors (S. 67), 
and make an allowance to him for the support of himself 
and his family, or in consideration of his services in winding up 
the estate as he may thinlt just. But such allowance may be 
reduced by the Court (S. 58). 

(11) The Committee of Inspection may also authorise the 
trustee to have an account at a local bank instead of at the 
Bank of England, if desirable for the purpose of the debtor’s 
business or of obtaining advances or because of the probable 
amount of the cash balance, or otherwise for the advantage 
of creditors (S. 89). 

Cheques on a local bank must be “ order ” cheques, signed 
by the trustee and countersigned by a member of the Committee 
and one other appointed by the Committee or creditors ; and if 
there is no Committee, then as the B. of T. may appoint 
(Rule 342). 

The sanction of the C. of I. must be obtained for each specific 
act. The permission given by the sections is not a general per- 
mission to do all or any of the things therein mentioned. 

Committee o! Inspection. — ^The duties and powers of a 
C. of I. in bankruptcy proceedmgs are practically identical with 
those in liquidation proceedings, except that in the former case 
there are, of course, no contributories, and the appointment of 
the Committee is therefore confined to creditors or the holders 
of general proxies from creditors. If the Committee is not appointed 

41 
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at the first meeting, it may be appointed at any subsequent 
meeting. No creditor can be a member of the Committee unless 
he has proved his debt. The Committee must consist of not less 
than three nor more than five members (S. 20). It must meet at 
such times as the Committee appoints, and, failing appointment, 
at least once a month, unless the Committee decide otherwise. 
The trustee, or any member of the Committee, may call a meeting 
when it appears to be necessary. If a member becomes bankrupt, 
or is absent without leave for five consecutive meetings, he ceases 
*0 be a member. A member may resign by notice in writing 
given to the trustee ; and he may be removed by ordinary resolu- 
tion of the Committee at any meeting of which seven days’ notice 
has been given, stating the object of the meeting. Vacancies are 
filled by the creditors in general meeting, called together for that 
purpose by the trustee. A majority of the members must be 
present to render the acts of the Committee valid, but if the 
number of members falls below two, then the O.R. takes the place 
of the Committee. The trustee must at all times have’ regard 
to the instructions of the Committee, and certain acts, as set out 
above, can only be done with the Committee’s sanction. The 
wishes of the creditors, as expressed in general meeting, always 
override those of the Committee. The members of the Committee 
are entitled to their out-of-pocket expenses (Rule 117), but not 
to be remunerated for their services, unless such remuneration 
is sanctioned by the Court ; and they must not make any profit, 
direct or indirect, out of the estate, or purchase any part of it 
without the Court’s sanction (Rule 347). If no C of I. is appointed, 
the B. of T. discharges the functions of that body, on the appli- 
cation of the trustee. 

Special Manager.— Under S. 10 [1], the O.R. may, upon 
application in the prescribed form by the creditors, appoint a 
special manager, if he is satisfied that the nature of the debtor’s 
business renders such a course desirable. The special manager 
acts until the trustee is appomted, and exercises such powers as 
the O.R. may grant Security must be given by the special 
manager (S. 10 [2]), and his remuneration is fixed by the creditors 
in general meeting (S. 10 [3]), or by the B of T. With the 
sanction of the O.R., the special manager may raise loans in the 
interest of the estate (S. 74 [1] [6]). He must pay all receipts 
to the O.R , and render to him proper accounts verified by affidavit 
(Rule 352). The O.R., if he approves the accounts, incorporates 
their totals in his own. 


Books and Acoottnts. 

Throughout the proceedings the trustee must keep proper 
accoiuits (S. 86). Prior to the appointment of the trustee, the 
O.R., under Rules 360 and 361, will have started the Record ]3ook 
and Cash Book, and, if the business is continued, the Trading 
Account. These books will be handed over to the trustee upon 
payment of the expenses and costs incurred by the O.R. The 
hooks may be inspected at any time by the creditors, who may 
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also obtain copies of the trustee’s accounts on payment of 3d. per 
folio of 72 words. 

The Record Booh. — This has already been described in connec- 
tion with liquidation proceedmgs, and the purpose of the book is 
practically the same in bankruptcy proceedings. Proper iqinutes 
of all resolutions passed by the creditors or the C. of I. must be 
recorded and signed in due course by the chairman. Copies of 
all notices, and similar documents, together with a concise record 
of the proceedings and the authority for the various transactions 
which have been carried out, should also appear, such, e.g., as the 
authority for employing a solicitor ; for allowances * made to the 
debtor under S. 68 ; for the trustee’s remuneration ; for the 
permission (if granted to the trustee) to charge the premiums 
on the fidelity bond against the estate. The last-mentioned 
authority must be specially granted by the creditors or the 
C. of I. 

Gash Book. — ^All receipts and payments must be entered in this 
book, the prescribed form of which is shown facing this page. 
It will be noted that the Receipts side of this Cash Book is similar 
to that employed in liquidation proceedings, except that there 
is no provision for calls. Some few differences will be noted on 
the payments side of the book, arising chiefly from the necessary 
differences in administration. The Cash Book must be audited 
and certified by the C. of I. at least once every three months 
(Rule 363). The prescribed form of certificate is given below. 


{Audit Certificate.) 

THE BANKRUPTCY ACTS, 1883 TO 1914. 


IN THE mm COURT OE JVSTIOE. 

In Bankbtotcv. 

No. 399 at 19... 

Re MILES FURTHER, a Banhupt. 

Wb, the undersigned, Members of the Committee of Inspection in the 
matter of Miles Further, a Bankrupt, hereby certify that we have examined 
the foregoing account with the vouchers, and that to the bast of our know- 
ledge and belief the said account contains a full, true and complete account 
of the Trustee’s receipts and payments on account of the estate. 

Dated this 31st day of May, 19. .. 

Robert Right I 

Leopold Left > Committee of Inspection. 
Uhailes Centre J 

Every six months subsequent to the R.O., the Record Book and 
a complete copy of the Cash Book, in duplicate, must be forwarded 

* Allowances made to a debtor must be in money unless otherwise 
determined by special resolution of the creditors. Such allowances may 
be reduced by the Court (Rule 370). Allowances should only be granted 
to the debtor for special services, e.g. assisting in the management of the 
business. 
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to the Board of Trade, accompanied by the trustee’s affidavit of 
verification,* and by the necessary vouchers, allooaturs for taxed 
costs, “ marked ” copies of auctioneer’s catalogues, and copies 
of the audit certificates of the C, of I. If a local bank account 
has been sanctioned, the pass-book must also be forwarded, 
together with a certificate from the bank manager for the balance. 
The above-named books and papers must be accompanied by an 
order on the “ Bankruptcy Estates Account ” for the amount of 
the Board of Trade audit fee on the assets realised, based on the 
official scale. A report Imown as Form “ No. Tr. 13 ” must also 
be forwarded, showmg the position of the estate at the date of 
audit (see below). A sim:jlar audit also takes place upon the 

Audit No. 1. 

Reg. No, 399 of 19... 

Be MILES FVRTHMB. 

REPORT OE TRUSTEE ON POSITION OP ESTATE AT THE FIRST 
AUDIT, DUB OOTOBEB U, 19... 



Date o£ Receiving Order: April 14, 19... 

Date of Eirat Meeting: Apnl Z6, 19... 

Date of Trustee’s Certificate: Apnl 28, 19... 

Date when First Dividend due under Section 62 (2), wz. four months after 
First Meeting: August 26, 19... 

Balance now at credit of Estate : £955. 


DiviDENns. 
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Name of Solicitors 


Nature of Work authorised to be done,* 


Limit of 

antiioriscd 
(it any) 


Robert Deed db Co, 


Collectwn of Boole Debt 


£5 


If any actions or other proceedings are delaying the close of the Estate, 
state shortly the nature and probable duration thereof.* 


If application for release not yet made, state reason and when Trustee 
expects to be m a position to apply for same. 


State shortly any other oiroumstanoes tending to delay the winding ujj of 
the Estate, or afleotmg its realised value or the costs of its realisation. 


Arthur Correct, 
Trustee. 

Date: October 11, 19.., 

To 

The Inspbctob-Geneeal in Bankbottoy, 

Hoesbquabd’s Avenue, Whitehall, London, S.W. 

* Where the above space is not sufficient for the answer, it may be written on the back 
or on a separate sheet. 

final realisation and distribution of the estate. If the trustee 
has been unable to get a quorum of the C. of I. together for audit 
purposes, he should notify the B. of T. to that effect when for- 
warding the books for audit. The first return of this kind must 
also be accompanied by a summary of the debtor’s statement of 
affairs, showing, in red ink, the amounts realised, and explaining 
the reason for non-realised assets if such there be (Rule 364). 
After audit, the Board of Trade issues a certificate, a certified 
copy of which is sent to the Registrar for filing. These returns, 
when filed, are open to inspection by creditors or other interested 
persons. If no transactions have taken place since his appoint- 
ment, or the date of the last audit, an “ Affidavit of No Beceipts 
and Payments ” must be forwarded by the trustee to the B. of T. 
(Rule 366). The audit fees charged by the Board are 1| % on 
the first £6,000, and | % on all amounts above £5,000 on the 
gross amount of the assets realised and brought to credit. All 
entries in the Cash Book should be full and explicit. As far 
as possible, vouchers should be obtained for all payments. 
All entries must represent actual receipts and payments, 
and not estimates. Dividends paid to creditors are entered in 
one lump sum in the column provided for that purpose. Moneys 
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paid into, or withdrawn from, the Banki’uptcy Estates Account 
4 re not entered in the “ total ” column, but in the “ bank ” 
column only. All sales must be entered gross, and any expenses 
connected therewith, when duly taxed, must be entered on the 
contra side as payments. The trustee must not, under any cir- 
‘ cpmstances, pay estate moneys into his private banking account.' 
All moneys received by him must be paid into the Banhruftcy 
Estates Account at the Bank of England. The regulations as to 
payments into this account, the form of the Receivable Order, 
the drawing of cheques, and opening and operating a local banking 
account, where authorised, have already been described in con- 
nection with the “Companies Liquidation Account” at p. 425. 
The same rules, regulations, and forms apply to banlcruptcy pro- 
ceedings also. Lnstamped cheques may be used when a local 
banldng accoimt is auEioriscd, since S. 148 exempts documents 
relating to the property of a bankrupt from stamp duty, except 
in respect of fees under the Act. A trustee who retains more 
than £60 for a period exceeding ten days without remitting it 
to the Bank of Sigland incurs the same severe penalties as does 
a liquidator so defaulting in a winding up. 

Li a bankrupt partnership sejiarate cash accounts must be 
kept of the joint estate and of the private estate of each partner, 
but one record book is apparently sufficient for both ]omt and 
separate estates. 

By S. 87, every trustee must, at least once in every year, 
transmit to the Board of Trade a statement showing the pro- 
ceedings in the bankruptcy up to the date of the statement in the 
proscribed form. 

Trading- Account. — Where the business of the debtor is con- 
tinued, a Trading Account must be kept in the prescribed form 
(Rule 337). The weekly totals of this account are incorporated 
in the “ Other Receipts ” and “ Other Payments ” columns of 
the Cash Book, as shown in the form of Cash Book facing 
p. 630. The Trading Account, verified by affidavit, must be 
audited and certified by the C. of I. at least once every month. 
The prescribed form of the account (No. 189) is shown at p. 426, 
The necessary affidavit in verification (No. 191) also appears there, 
and, with suitable adjustments, shows the form of affidavit required 
in' all oases where the verification of accounts is necessary. Pay- 
ments for rents and rates incurred prior to the R 0. must be 
treated as trading payments. Salaries, wages, and other prefer- 
ential payments must be apportioned, and similarly treated. If 
the trustee carries on the business in a speculative manner with 
a view to making profits, he may become personally liable for 
losses incurred. 

Dividends. — Unless the 0, of I. is satisfied that reasonable 
ground exists for postponement, the trustee must, within four 
months of the first meeting of creditors, declare a dividend. Sub- 
sequent dividends must be distributed at intervals of not less 
than six months, unless there is good reason for deferment. When 
all the estate has been realised, the trustee must declare a Final 
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{Trading Accmmt.) 

THE BANICRUPTCY ACT, 1914. 


KT THE BIQB. COURT OB JUSTICE 
In Bankbuptoy. 

Be MILES EURTBEB, a Bankrupt. 

Arthur Correct, the Trustee of the property of the Bankrupt 
with the Estate. 


399 of 19... 


in account 



We have examined this Account with the vouchers, and find the same 
correct, and we are of opinion that the expenditure has been proper. 

Bohert B%ght ') 

Leopold Left }> Committee of Inspection. 
Charles Centre J 


(A£idavii Verifying Trading Account.) 

m THE HIOB COURT OF JUSTICE. 

In Bankruptcy, 

No. 399 of 19... 

Be MILES EURTBEB, a Bankrupt. 

I, Arthur Correct, Chartered Accountant, of 791 Finsbury Ciicm, London, 
E.O., the Trustee of the property of the above-named Bankrupt, make oath 
and say that the account hereto annexed is a full, true, and complete account 
of all money received and paid by me, or by any person on my behalf, in 
respect of the carrying on of the trade or business of the Bankrupt ; and 
that the sums paid by me as set out m such account, have, as I believe, 
been necessarily exiiended in carrying on such trade or business. 

Sworn at 72 Finsbury Court, London, E.G., "i 
this 30fh day of May, 19. 

. Before me, Arthur Correct, Trustee. 

Freder ick Deeds, | 

Commissioner, J 
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Phase bring tUs Dividend Notice vnth you. 
NOTICE OE DIVIDEND. 

IN THE COURT OE 


Be 

of ; 

Dividend as in the £ 

(Under Receiving Order dated 19...) 

Address 

Date 19... 

Notice is hereby given that a Dividend of in the £ 

has been declared m this ^natter, and that the same may be received at 

my office, as above, on the day of 19.., or 

on any subsequent between the hours of and 

Upon applying for payment, this notice must be produced entire, together 
with any Klls of Exchange, Promissory Note, or other negotiable securities 
held by you. If you desire the dividend to be paid to some other person, 
you can sign and lodge with the Trustee an authority in the prescribed 
form No. 176 ; otherwise, if you do not attend personally, you must fill up 
and sign the subjoined Eorms of Receipt and Authority, when a cheque 
or money order payable to your order irill be delivered in accordance with 
the authority. 

Bills of Exchange. 

Promissory Note. (Signed) 

Judgment Paper. Trustee. 

Note. — On application for the dividend, this Notice must be produced 
entire, and the bills or other negotiable securities held by you must be 
produced. 

Dividend cheques are cancelled at the expiration of six months from 
the date of issue, and money orders at the expiration of twelve months from 
the month of issue. A fee of 2s. 6d. is chargeable on the reissue of a cheque 
or money order. 


RECEIPT. 

Bbobived of the sum of pounds, 

shillings and pence, being the amount payable to me/us 

in respect of the dividend of in the £ on my/our claim 

against this estate. 

(Creditor’s signature) 

(No stamp required.) 

£ I i . 

Note. — The Receipt and Authority should be signed by the creditor 
personally, or, m the case of a firm, by one of the partners. 


AUTHORITY. 

Sin, 

Please dehvor to me at my /our risk, or to the bearer, Mr. 

the cheque or money order for the dividend payable to me/us in this 
matter. 

(Creditor’s signature) 

Date 19... 

To Trustee. 
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Dividend. The trustee must give notice of his intention to 
declare a dividend to the B. of T for advertisement in the Gazette. 
Similar notice must also be given to every creditor who has 
proved his debt. The prescribed form (No. 175) is given at p. 632. 
The latest date, which must not be less than fourteen days from 
the date of the notice, up to which creditors can prove their debts 
must form part of the notice to creditors. All proofs sent in response 
to this notice must be adjudicated upon within fourteen days of 
the time mentioned in the notice for their lodgment. If a creditor 
appeals against the rejection of his proof the trustee should 
reserve a sum sufficient to pay nim his dividend and the probable 
costs of appeal in the event of his succeeding 

Dividends are usually paid at the triistoe’s office on the day 
and time fixed for pa3unent, but creditors may elect to have their 
dividends sent by post at their own risk. When declaring a 
dividend, the trustee must forward to the B. of T a certified list, 
in the prescribed form (2s bankruptcy stamp), of the proofs filed 
with the Registrar (see below). This list shows the amount for 
BANKBtrPTCY ESTATES ACCOUNT. 

Ledger Polio 

BE Court No 19. . . 

I hereby certify that the following list has been compared with the 
proofs filed, and that the names of the Creditors and the amounts for which 
the proofs are admitted are correctly stated. 

♦(Signatuie) 

Dated the day of 10... 

I certify that by my books the sum of £ j s stands to the 
credit of the above Estate with the Banlcruptoy Estates Account at the 
Bank of England, and that the sum of £ : : is required to meet 

the rmdermentioned Dividends, on proofs which have been duly made and 
admitted to rank for Dividend upon the Estate, and 1 have to request that 
orders for payment may be issued to me. 

The Dividend is payable on the day of 19.., 

and Notice of declaration thereof was forwarded to the Board of Trade for 
insertion in the London Gazette on the day of 19. .. 


To The Boabd of Tbadb. 


Trustee. 

r Address to which Oheques and 
\ Money Ciders should be sent. 


Surname. 

Chusban 

Town on which Post 
Ollice Money Order 
should he drawn. 

Amount 

Sums 

under £2 
jia^We 

1 Sums of 
above and 
Sums 
payable 
abroad 




£ s 


£ s 

. d 

£ B 

i. d. 


County Court, to be simied by the Kegletrar. If the pro- 
to be signed by the Trustee. ’ 
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which each creditor’s proof has heen admitted, and states the 
dividend due thereon. At least ten days must be given to the 
B. of T. for the preparation of the necessary dividend cheques 
and money orders. 

Unclaimed Dividends . — ^These must, after the expiration of six 
months, he paid into the Bankruptcy Estates Account at the 
Bank of England 

Statement on Declaring Dividend. — ^Every notice of the declara- 
tion of a dividend must he accompanied by a statement showing 
the position of the realisation of the estate at the date of the 
notice. A specimen of the prescribed form of this statement is 
shown at pp. 634-5. In arriving at the net amount realised, upon 
which the trustee’s remuneration is based, all assets collected 
by the O.R. must be deducted, in addition to payments made 
upon Trading Account and in redemption of securities held by 
creditors. 

Release. — When the trustee has realised all the property 
capable of realisation without unreasonable delay, he will close 
the proceedings, so far as he is concerned, by applying to the 
B, of T. for his ‘‘ Release ” (S. 93). Before making application, 
he must give notice, in the proscribed form, to all creditors who 
have proved, and to the debtor, that he intends to apply. This 
notice must be accompanied by a statement showing the posh ion 
of the estate. An actual statement of this kind is given at p. 637< 
The B. of T. will report upon the trustee’s accounts, and any 
creditor, or other person interested, may object to the release 
being granted. Unless obtained by fraud, or by the suppression 
of facts, the order of release, when issued, absolves the trustee 
from all further liability in connection with the proceedmgs. The 
statement above referred to, when forwarded to the B, of T , must 
be accompanied by the books and materials necessary for the 
final audit, inclu(Bng the dividend receipts from creditors, a 
formal application for release, an afiidavit (2s. banlmuptoy 
stamp) of the due postage of the notices of intention to apply 
for release, together with a copy for insertion in the Gazette, and 
a certificate from the 0. of I. and the trustee that all the available 
assets have been realised. Upon release, the trustee must hand 
over all the estate books and papers to the O.R. 

Discharge of Bankrupt. — ^The application for discharge, the 
form of which is shown at p. 638, need not be delayed until the 
estate has been realised, but may be heard at any time after the 
debtor’s public examination has been concluded. The Court 
appoints the day of hearing, and notice of it must be advertised 
in the Gazette, and sent, at least foui’teen da}^ before the hearing, 
to every creditor who has proved his debt. The Court takes into 
consideration a report of the O.R. on the bankrupt’s affairs 
and conduct, both before and during the banlrruptcy. The O.R , 
the trustee, and any creditor may oppose the application. As 
a result of the hearing the Court may do one of five things, 
viz, (d) grant an absolute order of discharge ; (6) suspend the 
order for a limited time ; (c) grant the order subject to conditions ; 
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(d) grant the order subject to conditions, with or without sus- 
pension; (e) refuse an order of discharge (SS. 26 and 27). 

Befiisal of Discharge. — ^By S. 1 (as) of the Act of 1926, the Court 
has an absolute discretion in all cases whether or not to grant the 
discharge. Except for special reasons, the Court will refuse the 
discharge in eases where the bankrupt has committed any mis- 
demeanour under the Act of 1914 or any enactment repealed by 
that Act, or under the Act of 1926, or any other misdemeanour or 
felony in connection with his bankruptcy. Bankruptcy offences 
are detailed m Part VII of the Act of 1914, SS. 15A-156, and S 5 
of the Act of 1926. It is unnecessary to reproduce them here. In 
addition to forfeiting his discharge, a bankrupt guilty of committing 
a misdemeanour or felony is liable to be prosecuted and pumshed 
The Court may also refuse the discharge if any of the facts referred 
to in S. 26 (3) are proved against the bankrupt (see below). 

Discharge Subject to Oonditions, Etc. — ^By S. 26 (3) if any of 
the facts stated on p. 639 are proved against the bankrupt, the 
{Application for Discharge.) 

THE BANKRUPTCY ACT, 1914. 

IN THE COURT OE ■ 

In Banknottoy. 

No of 19.... 


Ex Pmte 


having been adjudged bankrapt on the day of 19 .... 

and being desirous of obtaining my discharge, hereby apply to the Court 
to fix a day for hearing my application 

My public examination was concluded on the day of 

19 

Annexed hereto is the certificate of the Official Receiver certifying the 
number of my creditors. 

(Signed) 

To the RmoiaTUAB of the Oqurt. 

Court may order either that (a) the discharge shall be suspended for 
not less than two years [but it may be for less than two years if 
the only fact established is that the debtor’s assets are not of a 
value equal to 10s. in the £ of his unsecured liabilities] ; or (6) be 
suspended imtil a dividend of not less than 10s. in the £ has been 
paid to the creditors; or (c) require the banlcrupt as a condition 
of his discharge to consent to judgment being entered agamst 
him by the O.B. or the trustee for any balance or part thereof 
of the debts unsatisfied at the time of discharge, such judgment 
to be satisfied out of the after-acquired property of the bankrupt, 
but .only when the Court, on proof that the bankrupt has since 
his discharge acquired property or income, gives leave for execution 
to be issued, fi, after two years from the date of the order, the 
bankrupt satisfies the Court that there is no reasonable probability 
of Ins being able to comply with its terms, the Court may modify 
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The facts referred to above are as follows ■ — 

(а) That the banlcrupt’s assets are not of a value equal to 
10s in the £ on the amount of his unsecured liabilities, unless 
he satisfies the Court that the deficiency has arisen from oir- 
cumstances for which he cannot justly be held responsible. 

(б) That he has omitted to keep proper books of account in 
his business within the three years immediately preceding liis 
bankruptcy. 

Any person adjudged bankrupt or in respect of whose estate a 
R.O. has been made is guilty of a misdemeanour if ho has not kept 
proper books throughout the two years preceding the presentation 
of the petition, or has not preserved all books of account so kept 
He wiU not be convicted, however, if his unsecured liabilities at 
the date of the receiving order do not exceed £500 or if he can prove 
that in the circumstances in which he traded the omission was 
honest and excusable (S. 7, Act of 1926) If he had been previously 
adjudged bankrupt, the above limit is reduced to £100 (S. 7, Act 
of 1926). 

[Note,. — By S. 168 (3), as amended by S 7, Act of 1926, “ proper 
books ” means such books or accounts as are necessary to exliibit 
or explain his transactions and financial position in his trade or 
business, including a book or books containing entries from day 
to day m sufficient detail of all cash received and paid, and, where 
dealmg in goods is involved, statements of annual stocktakings, 
and (except in the case of retail transactions) accounts of all goods 
sold and purchased, showing the buyers and sellers thereof in 
sufficient detail to facilitate identification. These not very onerous 
requirements would probably be satisfied by the simplest system 
of accounting.] 

(o) That he has continued to trade after knowing that he 
was insolvent, 

(d) That he has contracted any debt provable in the bank- 
ruptcy without having at the time reasonable expectation that 
he would be able to pay the debt. 

(e) That he has failed to account for any loss or deficiency 

(/) That he has brought on or contributed to his banlmiptcy 
by rash speculations, or unjustifiable extravagance in living 
or by gambling, or culpable neglect of his business. 

{g) That he has put any of his creditors to unnecessary 
expense by a frivolous or vexatious defence to any action 
brought against him. 

Qi) That he has, within three months preceding the date of 
the R.O., unjustifiably incurred expense by brmging a frivolous 
or vexatious action. 

(^) That he has, within three months preceding the date of 
the R.O., when unable to pay his debts as they fell due, given 
an undue preference to any creditor. 

[Note. — ^Undue, but not necessarily a fraudulent, preference.] 

(j) That he has, within three months preceding the date of 
the R.O., incurred liabilities with a view of making his assets 
equal to 10s. in the £ on the amount of his unsecured liabilities. 
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(Jc) That he has been previously adjudged banlrrupt or made 
a composition or arrangement with his creditors. 

(1) That he has been guilty of any fraud or fraudulent breach 
of trust. 

Effect of Discharge. — ^An tinconditional discharge releases the 
bankrupt as from the date of the order from any debt provable 
in the bankruptcy, except the following; — 

(а) Debt due the Crown, unless the Treasury in writing 
consents thereto. 

(б) Debts incurred by fraud or fraudulent breach of trust. 

(c) Liability under a judgment against the banlrrupt for 

seduction, or under an affiliation order, or as co-respondent 
in a matrimonial cause, except to the extent and under the 
conditions that the Court may order. 

The order of discharge does not release a person who at the 
date of the E.O was a partner, or a co-trustee with the bankrupt, 
or a person who was surety for him (S. 28). 

The effect of a conditional discharge is the same as that of an 
unconditional discharge, subject to the conditions of the former 
being observed. 

Unless he is discharged from his bankruptcy, all property 
that may be acquired by or devolve upon the bankrupt passes 
to the trustee. But until the trustee intervenes bcma-ftde trans- 
actions for value in respect of after-required property are protected. 

Disabilities of Bankrupt. — ^There are certain disabilities attaching 
to a bankrupt. By S. 165 it is a punishable offence for an undis- 
charged bankrupt to obtain creffit to the amount of £10 or 
upwards without disclosing the fact of his bankruptcy to the 
person from whom he obtains credit. So also, by the same section, 
is engaging m business under an assumed name without disclosing 
the name under which he was adjudicated banlrrupt. An undis- 
charged banknmt may not sit or vote in the House of Lords or 
the House of Commons. Neither may he act as justice of the 
peace, mayor, alderman or councillor; or hold the office of 
guardian or overseer of the poor; or be a member of a school, 
highway, or burial board, or select vestry (S. 32, Bankruptcy 
Act, 1883), or act as a director except with the leave of the Court 
(8. 142, Companies Act, 1929; see p. 211). 

As to the statutory duty of a banker to inform the B. of T. 
that an account opened with him is the account of an undischarged 
bankrupt, see p. 616. 

It is desirable, then, that a bankrupt should obtain his discharge 
as soon as possible. Experience shows, however, that only a 
small percentage of bankrupts apply for their discharge. 

Bankruptcy Offences. — ^Part Vll of the Bankruptcy Act, 1914, 
as amended by the Act of 1926, deals with criminal offences in 
bankruptcy. It is not necessary to discuss these in detail, but two 
new offences were introduced by the Act of 1913, which are of 
importance to accoxmtants. These only concern the trader, and 
they render him liable to punishment; — 

(1) If he has, within two years before the petition, materially 
contributed to his insolvency by gambling or by rash and hazardous 



BANKRUPTCY OFFENCES 641 

speculation unconnected with his trade or business; or if between 
the petition and the R O, he has lost any part of his estate in this 
way; or if, being required by the O.R to account for the loss 
of a substantial part of his estate within a year before the petition, 
he fails to give a satisfactory explanation (S. 167). Or 

(2) If having been previously adjudged bankrupt, or havuig 
made a composition with his creditors, he is again adjudged 
bankrupt, or if a R O is made against him, and during any 
part of two years before the petition he was engaged in business 
and has not kept proper books of account. The Act does not 
expressly specify what books of account are necessary, but they 
must be such books as wdl satisfy the description of them given 
in S. 158 (3) reproduced at p. 639. 

Deeds oe Abeangement. 

Arrangements made under these deeds must not be confused, 
as students and business men frequently do confuse them, with the 
schemes of composition proposed and considered at a first meeting 
of creditors, in a bankruptcy or subsequently. As already explained, 
a scheme of composition in banlcruptcy proceedings is officially 
sanctioned by the Court. A deed of arrangement [hereinafter 
designated by the abbreviation D.A.] is entered into without bank- 
ruptcy proceedings being instituted at all, and is an entirely 
voluntary arrangement between the debtor, his creditors, and the 
trustee, or trustees, appointed to see that the deed is carried 
out. If a debtor is able to make acceptable proposals to his 
creditors, it is usually more advantageous to both parties to enter 
into a voluntary deed than to set in motion the more public and 
expensive bankruptcy proceedings. 

The law now governmg Ds of A. is contained in the Deeds 
of Arrangement Act, 1914, and the Deeds of Arrangement Rules, 
1915. The Act of 1914 and the 1915 Rules repealed former Acts 
and Rules relating to these deeds. Neither applies to Scotland or 
Ireland. It is to this Act and these Rules that reference is made 
in the ensuing pages. 

When Deed is Void. — A D A. is void unless it is registered 
within seven clear days after the first execution thereof (S. 2, and 
Administration of J ustice Act, 1925, S. 22). It is void unless within 
twenty-one days after registration (or such extended 'time as the 
Court may allow) it has received the assent of a majority in number 
and value of the creditors (S. 3 [1]) Assent to the D.A. is estab- 
lished by the creditor executing the deed, or by his sending to the 
trustee his assent in writing attested by a witness (S 3 [3]). 

Letter of Assent- — ^Lotters of assent need no stamp, and no 
statutory form is obligatory, though a form of assent is attached 
to the 1915 Rules. The following is a common form. — 

ASSENT TO DEED OF ARRANGEMENT 

In re Baldwin Blanh, trading as Baldmn Blank and Company, of 15 
Tower Crescent, London, W.G I, the undersigned, being a eredito'r of the 
said Baldwin Blanh, hereby assent to the deed of ariangement oxecutod 
by him dated the fourth day of July, 19 ., and herein- ngiee with him and 
Qeorge Check, the trustee of the said deed, and with all the orcditois of the 
42 



642 ACCOUNTING 

said Baldwin Blank that 1 will execute the said deed when called upon for 
the amount of my claim, £40 6s. 8d. 

Dated this tanth day of Jidy, 19... 

Peter Blair, 

Witness: — 14 Throgmorton Place, 

Robert hedges-, London, B.O. 

162 Forth Bridge Street, S.E., 

Clerk. 

Jurisdiction. — ^The Court competent to exercise jurisdiction 
under the Act is the High Court, or the Court exercising bank- 
ruptcy jurisdiction in the district in •which the debtor resided or 
carried on business at the date of the execution of the D.A. (S. 23). 

Calculating a Majority. — ^In calculating a majority in number 
and value of the creditors, a secured creditor is reckoned a creditor 
only for the balance (if any) between the value of his security 
and the amount of the debt, and creditors whose debts do not 
exceed £10 are reckoned in the majority in value but not in 
number (S. 3 [6]). 

Registration of Deeds. — Deeds of Arrangement must be regis- 
tered with the Registrar of Bills of Sale (the Inspector-General in 
Bankruptcy) at the Bills of Sale Department of the Central Office 
of the Supreme Court. A true copy of the deed, and of every 
inventory or schedule annexed thereto, or referred to therem, must 
be presented to the Registrar, together with an affidavit verifying 
the time of execution, and containing a description of the residence, 
and occupation of the debtor, of the place or places where his 
business is carried on, and an affidavit by the debtor stating the 
total estimated amount of property and liabilities included under 
the deed, the total amount of the composition, and the names and 
addresses of the creditors. At the same time the original deed 
must be produced, stamped with the proper revenue stamp (10s.), 
and, in addition, with stamps denoting duty at the rate of Is for 
every £100 or fraction thereof of the value of the sworn value of 
the property passing thereunder, or, where no property passes 
the amount of composition payable Any person may inspect 
the register on payment of Is., and may have a copy of it at a cost 
of 6d. per folio of 72 words. If the deed affects lands, it must be 
registered in the Land Registry in order to be good against a 
purchaser for value {Land Charges Act, 1925, SS. 8 and 9). 

Statutory Declaration to be Filed. — At the time of registering the 
deed, or, if the deed is assented to after registration, then within 
twenty-eight days after registration, the trustee must file with the 
Re^strar a statutory declaration (see p. 643) that the requisite 
majority of the creditors have assented to the deed (S. 3 [4]). 

Security to be Given — ^The trustee must, within seven days from 
the date of filmg the statutory declaration mentioned above, give 
security to the Court equal in amount to the estimated value of 
the assets available for distribution amongst the unsecured 
creditors, unless by a majority in number and value the creditors 
dispense with his giving such security (S. 11 [1]). If the trustee 
fails to comply with this requirement, then, on application by 
any creditor, the Court may declare the deed void, or make an order 
appointing another trustee (S. 11 [2j). 

Banking. — ^All moneys received by the trustee under a D.A. 
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In thb Mattes of a Deed of Arrangement between 


of 

and ins Creditors dated the day of I'Tl'’ imV 

t (and registered under the Deeds of Arrangement Act, 1914, 
on the day of 19..). 


being the Trustee under the abovo-mentioned Deed of Arrangement, do 
solemnly and sincerely declare that the requisite majority in number and 

value of the Creditors of tho said 

so far as the same are known to me, have assented to the said Deed of 
Arrangement 

And I make this solemn declaration conscientiously believing the same 
to be true and by virtue of the provisions of the Statutory Declarations Act, 
1835. 

Declared at "j 


A Commissioner for Oaths. 

:ds in brackets U deed has not been already registered. 


DEEDS OF AERANGEMENT ACT, 1914. 
Notice to Creditors oe Deed oe Abranoement. 
In the Matter of a Deed of Arrangement between 


of 

and his Creditors, dated the day of 19.., 

and registered under the Deeds of Arrangement Act, 1914, on the 
day of 19. . 

Take Notice that a Deed of Arrangement by, for, or in respect of the 

affairs of 

of 

has been duly executed and registered, and a certificate of the assents of 
Creditors thereto duly filed, and that after the expiration of one month 

fromf you 

will not be entitled to present a Bankruptcy Petition again st 


founded on the execution of the Deed, or on any other act committed by 
h . . . . m the course of or for the purpose of proceedings preliminary to the 
execution of the Deed, as an act of Bankruptcy, unless the Deed becomes 
void. 

Dated this day of 19... 


To 


Add doscrlptioi 


Trustee under the said Deed oj 
Arrangement. 
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must be banked in an accoiint opened in the name of the debtor’s 
estate (S 11 [4]). 

Bankruptcy Proceedings when Barred — ^If the trustee serves in 
the prescribed manner (see p. 643) notice m writing of the execution 
of the deed, and of the filing of the statutory declaration certifying 
the creditor’s assent thereto, with an intimation that the creditor 
will not, after the expiration of one month from the service of the 
notice, be entitled to present a banlcruptoy petition founded on 
the execution of the deed, or upon any other act preliminary 
thereto, as an act of bankruptcy, then the creditor is not, after 
the expiration of one month, entitled to present a bankruptcy 
petition against the debtor, founded on the execution of the 
deed as an act of bankruptcy, unless the deed becomes void (S. 24 
[1]). Prior to the Act of 1914, a trustee under a D.A. acted at 
personal risk to himself for the first three months, since during 
that period a non-assentii^ creditor could present a bankruptcy 
petition founded on the deed. In tliis way the whole proceedings 
under a deed were sometimes upset by unscrupulous creditors, in 
order to obtain some personal advantage over other creditors. 

When Trustee %s not Liable . — If a deed is void because the 
requisite majority of creditors have not assented, or because, being 
for the benefit of thi’ee or more creditors, the debtor was insolvent 
at the time of execution, and it was not registered, but is not void 
for any other reason, then, if a R 0. is made against the debtor 
on a petition presented after tliree months from the execution, 
the trustee will not be liable to account to the trustee in bank- 
ruptcy for dealings with or payments out of the debtor’s property 
which would have been proper if the deed were valid, if the trustee 
proves that he did not Imow and had no reason to suspect that the 
deed was void (S. 19). 

Trustee’s Expenses to be Paid . — ^If the deed is avoided by the 
bankruptcy of the debtor, expenses properly incurred by the 
trustee under the deed m the performance of duties imposed by 
the Act are to be paid by the trustee in bankruptcy as a first 
charge on the estate (S. 21) But this section does not give the 
trustee any lien where none existed before, and the expenses 
referred to are very hmited (re Oeen, [1917] 1 K B. 183). Outside 
these limits it is in the discretion of the trustee in bankruptcy 
whether he shall pay. The expenses incurred by the trustee of the 
deed must be shown to have benefited the estate (re Simonson. 
[1894] 1 Q.B. 433). 

Accounts . — ^The trustee is bound under penalty to send every 
six months to every creditor who has assented to the deed a state- 
ment of account and of the proceedings under the deed in the 
prescribed form down to the date of the statement. Similar 
accounts must be sent to the B. of T verified by affidavit (S. 14). 

The accounts of a trustee are subject to a B of T. audit at 
any time during the administration, or within twelve months 
after the final accounts have been rendered, if a majority in value 
and number of the creditors apply to the Board for an audit. If 
such an appheation is made, the provisions of the Banliruptcy Act, 
1914, with regard to audit apply (S. 15 [1]). 

Preferential Payment,— A. trustee who makes a preferential 
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payment to any creditor, without express authority being given 
him so to do by the deed, or unless such a payment would be 
lawful in a bankruptcy, is guilty of a misdemeanour (S. 17) 

Notice to be Given when Deed is Void. — Where a D A. becomes void , 
for any reason, e.g. failure to obtain the necessary assent, except for 
the reason that it has not been registered within the time allowed 
by the Act, the trustee must as soon as practicable give notice in 
writing of the fact to all creditors whose names and addresses he 
knows, and file a copy of the notice with the Registrar (S 20). 

Unclaimed Dividends — At any time after the expiration of 
two years from the date of the registration of the deed, the Court 
may, on the application of the trustee, or any creditor, or the 
debtor, order that unclaimed dividends and undistributed funds 
in the hands or control of the trustee be paid into Court (S. 16). 

Submission of Scheme. — In the majority of cases the trustee 
under a D.A. or scheme of composition has previously acted for 
the debtor in the preparation of the Statement of Affairs for 
submission to the creditors’ meeting. Very frequently he attends 
the meeting for the purpose of explaining the debtor’s position 
and submitting the terms of the scheme. Usually the debtor is 
not actually present at the meeting, but in attendance should his 
presence be required. 

Generally, the largest creditor takes the chair at the meeting, 
and the names of the creditors are read out, or a list of them is 
placed on the table. It is usual at the meeting to appoint a com- 
mittee of creditors to act with the trustee Statements of Affairs 
for these creditors’ meetings are not confined to any statutory 
form A form commonly used for this purpose is shown below. 

Name 

Addro&s 


DEBTOR’S STATEMENT OE AFFAIRS. 
Date 


mM 




„ , Assets 

Cash in himd 

Stock-In-Trade, at cost 

Book Debts — ii £ la id 

noubtful !! !! 

Bad II 1 1 

£ 


Surplus to contra, £ 




£ 



OreilUors partly so- jj £ is jfl 

£ess ; Estimated ( 

Valuo of Security II | | 

LialiilUies on Bills Uiscountea, oI 
whicli it is CMiectcd will rank 
aa.unst the Est.itc for Uividond 
Contiiiqont or othei Liahilittcs . 




Estim.itcd to realis .0 . . 

PUnt and Machinery . . 

Tiado Ei-rturcs and Eittinga . ! 

irmtselioM Pnrmture 

Lite Policies 

Bills of Exchange or other Seenri’- 
tics, estimated to produce 

Surnhjs from Securities in hands 
of Creditors, see contra 

Other Assets 



and Wages, deducted fiojn 
contra, & ; • 

Vuiplua , [ ' 




Deduct Preferential Claims, as 
contra 





_ 

_ 

Deficiency 



C 

1 ] 


£ 




The terms of Ds. of A. naturally vary according to oircum- 
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stances, but, briefly stated, they usually contain provisions such 
as those set out hereunder. 

FoitM OS' Dbsids OS’ Aeeanobmeitt. 

A debtor is free to make any arrangement with his creditors 
of which they approve, though the reqmrements of the Act as to 
registration must in any case be complied with. Probably the form 
of arrangement which is most usual is that by which the debtor 
assigns to a trustee, with or without a Committee of Inspection, 
all bis property upon trust to realise it and distribute the proceeds 
rateably among his creditors, and the creditors give to the debtor 
a release from his debts. This arrangement is similar in effect 
to a bankruptcy, and where this is offered the creditors very 
generally accept it, unless they consider the circumstances unsatis- 
factory, and such as call for the public investigation which bank- 
ruptcy secures. 

Another mode of arrangement of a debtor’s affairs is for the 
debtor or his friends to offer a composition of a stated amount. 
In that event the debtor covenants with the trustees for payment 
of the composition, and may assign his property to the trustees 
upon trust to permit the debtor to carry on business, subject to 
the control of the trustee, until default is made in payment of the 
composition or an instalment of it, but with power to realise and 
distribute the proceeds if default should be made. 

In both of these cases the creditors are often induced to accept 
the debtor’s proposal because “ family ” or “ cash creditors ” have 
offered to with^aw their claims against the debtor, in order to 
enhance the dividend or composition paid to the trade creditors, 
or because the family creditors have agreed to postpone their 
claims until the agreed composition has been paid to the trade 
creditors. 

Other forms of arrangement are sometimes effected. In lieu 
of a covenant to pay a composition, the debtor may give his 
creditors bills in payment, and in that event the trust to realise 
the debtor’s property would arise upon the bills not being met 
at maturity. Sometimes the deed is called a deed of inspectorship, 
by which the creditors license the debtor to carry on the business 
for a time, subject to control by the inspector or committee, and 
agree not to sue for their debts for a stated period. The debtor 
agrees to carry on the business under such control, to keep proper 
books, and to allow examination of them and all vouchers. The 
inspector is empowered to employ assistants to carry on the 
business, to receive the profits therefrom (less a maintenance 
allowance for the debtor), and to hold the profits on trust for 
division amongst the creditors, either by way of dividend till the 
debts are discharged in full, or until a fixed composition upon 
the debts has been paid. Further, the debtor agrees to assign 
the business to the inspector if required to do so for the purpose 
of winding up. The creditors generally reserve to themselves 
power to determine by resolution the course to be taken in respect 
of the business. 
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In any of these schemes a surety or sureties may be joined, 
if such can be found, to covenant with the creditors for payment 
of the composition, or for the performance of whatever obligations 
lie upon the debtor under the deed. 

Application of Provisions of the Act. — ^The provisions of the 
Deeds of Arrangement Act, 1914, with respect to registration 
and the rendering of accounts, apply not only to deeds “for the 
benefit of creditors generally,” but also to deeds executed by an 
insolvent debtor “ for the benefit of any three or more creditors.” 
The other provisions of the Act only apply to deeds which are 
“ for the benefit of creditors generally.” 

EXAMINATION QUESTIONS. 

1. State the ground on which a person can be made bankrupt, and to 
what persons the bankruptcy laws apply. (Royal Society Arts.) 

2. State any three “ acts of bankruptcy ” upon which a petition can 
be founded. (Oentral Association Accountants.) 

3. What IS a bankruptcy notice ? Can such a notice be served on 
(a) an infant ; (b) a married woman ; (c) a foreigner t (Incorporated 
Accountants.) 

4. Summarise the oases in which a debtor comnaits an act of benltruptcy. 
(Royal Society Arts.) 

6. Explain how far, if at all, the banltruptcy laws are applicable to 
(a) married women j (6) companies ; (o) limited partnerships ; and state 
to what modifloations the provisions of the Bankruptcy Act, 1914, shall be 
subject in the case of small estates. (Incorporated Accountants.) 

6. When does bankruptcy commence in bankruptcy proceedings 1 Why 
is this an important matter ? (Chartered Accountants.) 

7. At what date is bankruptcy presumed to commence ? Can the 
following transactions be sot aside in banlcruptoy, where the act of bank- 
ruptcy took place on January let, the receiving order was made on March 10th, 
and the adjudication took place on April 18th : (a) Payment by the debtor 
to a creditor on February Ist ; (6) sale of furmture by the debtor on 
February 10th ; (c) Bale of jewellery by the debtor on April 6th. (Central 
Associatton Accountants.) 

8. When is the Official Beoeiver trustee in a bankruptcy ? (Chartered 
Accountants.) 

9. In what circumstances will an adjudication in bankruptcy follow 
the making of a receiving order against a debtor ? What will be the imme- 
diate effect of the adjudication as regards the property of the debtor ? 
(Chartered Accountants.) 

10. What matters must be proved at the hearing of a bankruptcy petition 
presented by a creditor before the Court will make a receiving order ? On 
what different grounds may the Court dismiss such a petition ? (Charter^ 
Accountants.) 

11. Give specimens of the forms of accounts to be used in the Statement 
of Affairs required to be filed by a bankrupt. (Chartered Aocouniants.) 

12. Describe the differences which exist between a Statement of Affairs 
and a Balance Sheet. Give a specimen of the former account, and explain 
how it is prepared. (Royal Society Arts.) 

13. Sketch the “Summary Sheet” and the “Defioienoy Account ’’ of 
the Statement of Affairs Supposing the debtor shows a surplus of assets 
over liabilities, is the Defioienoy Account still required to be rendered, and 
how should it be set out ? (Chartered Accountants.) 

14. Robert Blank has filed a petition in bankruptcy. He has prepared 
a Statement of Affairs which discloses a defioienoy of £3,870. Is any further 
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statement necessary ? If so, submit a pro-forma account based upon figures 
which explain the above deficiency. (Royal Society Arts.) 

15. Appointed a trustee in bankruptcy, you receive from the uffloiai 
Eeceiver the debtor’s Statement of Attairs. As it happens, you have assisted 
the debtor m its preparation To what extent is such assistance to be 
given I Who fixes the remuneration for such assistance, and upon what 
basis ? If you consider the method of fixing the remuneration inequitable, 
state in what way you think it might be amended. (Ohaitered Accountants.) 

• 16. Draw up a pro-forma Statement of Affairs and a Deficiency Account. 
(Ghaitered Accountants.) 

‘'1'?. What is a Deficiency Account, and with what object is it prepared ? 
Sketch one in skeleton form. (Ghartered Accountants.) 

18. What do you imderstand by a Deficiency Account ? In the case of 
a trader who had been in business for five years and not kept proper accounts, 
by what process would the first item of a Deficiency Aocomit be ascertained ? 
(Chartered Accountants ) 

Il9. What is the object of a Deficiency Account ? Give a sketch of 
one (a) in a compulsory liquidation, (6) in a bankruptcy, introducing hypo- 
thetical figures in each case. (Chartered Accountants,) 

20. What classes of creditors are entitled to preferred treatment in 
bankruptcy, and in what order do they rank for payment ? (Central Asso- 
ciation Accounlanis ) 

21. Before his bankruptcy the debtor owed £60 to a worltman m his 
employment as compensation for injuries ; he also owed £20 for rates, and 
£10 to his servant for wages. Should the trustee give these debts any 
priority over ordinary debts, and, if so, in what order should they rank for 
payment ? (Central Association Accountants.) 

22. A receiving order has been made against a debtor, and he now desires 
to offer a composition to cieditors. What procedure must bo followed if 
the proposed scheme is to be binding ? Will the Court sanction a com- 
position, conditionally or otherwise, if the insolvency was due to the debtor’s 
misconduct ? (Central Association Accountants ) 

28. Distinguish between a doed of arrangement and a scheme of compo- 
sition in bankruptcy, particularly with reference to the extent of the control 
to be exercised by the Board of Trade in either case. (Incorporated Ac- 
countants ) 

24. What power have the creditors to accept a composition or scheme 
after an adjudication of banlrruptoy, and what proceedings and consequences 
follow upon its adoption ? (Incorporated Accountants.) 

25. What provision is made by the Deeds of Arrangement Act, 1014, 
for the giving of security by the trustee appointed under a deed of arrange- 
ment entered into by a debtor for the benefit of his creditors ? Do the 
provisions of this Act apply to a deed executed by the debtor in favour of 
some only of his creditors ? (Central Association Accountants.) 

26. In what form has a creditor to assent to a deed of arrangement, 
and what evidence that the requisite majority has assented is deemed con- 
clusive f (Chartered Accountants.) 

27. What means may a debtor adopt to obtain a discharge for his dobts 
other than by ordinary bankruptcy ? (Incorporated Accountants ) 

28. You are appointed trustee under a deed of assignment. What are 
your principal duties ? (Incorporated Accountants.) 

29. Specify tho conditions and formalities necessary to be fulfilled before 
a deed of arrangement becomes absolute. 

How are the piesciibed majorities to be computed ’ 

Explain the position of tho several parties interested if, after a deed 
has been duly executed, a receiving order is made against the debtor, 
(Incorporated Accountants.) 
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30. What returns have to be made to the Board of Trade, and at what 
time, by a trustee under a deed of assignment ? (Ohartered Accountants.) 

81. How is the trustee of a deed of arrangement appointed, and how 
IS he discharged 3 (Chartered Accountants.) 

33. What effect has bankruptcy on the personal status of the bankrupt ? 
(Royal Society Arts ) 

33. Who IS deemed to be a creditor for the purposes of a bankruptcy 
petition ? (Royal Society Arts.) 

34. At what stage in bankruptcy proceedings is the public examination 
of a debtor usually hold ? In what circumstances, if any, may this examina- 
tion be dispensed with ? (Chartered Accountants.) 

35. Under whose control does a trustee m bankruptcy act, and to what 
extent are his actions regulated by such control ? (Chartered Accountants ) 

36. What assistance is a trustee in bankruptcy entitled to demand from 
a debtor to enable him to realise the debtor’s estate ? What other powers 
has a trustee for the discovery of tho debtor’s property ? (Incorporated 
Accountants.) 

37. By what means can a trustee in bankruptcy obtam information 
as to transactions affecting the bankrupt’s estate which he believes to be 
m possession of persons other than the bankrupt, who are not known to be 
debtors to or creditors of the estate ? (Ohartered Accountants ) 

88. A roooivmg order has been made against J. Smith, and he has now 
made proposals to his creditors for a scheme of arrangement , his assets 
are less than 10s. in the £. What must he show before the Court will 
approve of the scheme ? (Oential AssociaUon Accountants.) 

89. State the provisions of the Deeds of Arrangement Act, 1914, as to 
(a) the transmission of the trustees’ accounts to creditors ; and (6) the audit 
of his accounts. (Incorporated Accountants.) 

40. In what circumstances (if any) is the Court bound to reject a proposal 
for a composition or scheme of arrangement of a debtor’s affairs ? In what 
circumstances may a composition or scheme which has been approved by 
the Court be annulled by the Court ? (Ohartered Accountants.) 

41. The Bankruptcy and Deeds of Arrangement Act, 1914, requires 
traders to keep “ proper books of aoooimt.” How does the statute define 
what these books should be, and what books do you think sufficient, in the 
case of a firm of contractors, to satisfy the reqmremonts of the statute ? 
(Central Association Accountants.) 

43. As trustee of a deed of arrangement, what are your duties as to 
rendering accoimts to the Board of Trade ? (Ohartered Accountants ) 

43. What new offences were created by the Bankruptcy and Deeds of 
Arrangement Acts, 1914 ? (Incorporated Accountants.) 

44. What are the essential requisites of a valid deed of arrangement, 
and what right has any person to inspect deeds of arrangement after their 
execution, and to take extracts therefrom ? (Incorporated Accountants.) 

45. What particulars is a trustee under a deed of arrangement bound 
to forward periodically to the creditors, and when has this to be done ’ 
(Chartered Accountants ) 

46. Has a trustee in banliruptoy power (a) to carry on tho bankrupt’s 
business ; (b) to sell the banltrupi’s business ; (c) to realise property of which 
the banlcrupt was tenant in tail ? (Central Association Accountants.) 

47. What rights has a trustee in bankruptcy to deal with the following 
property belonging to the bankrupt : (a) Stocks and shares , (6) books 
and letters ; (o) houses and land ? State how he establishes his title m 
each case. (Central Association Accountants.) 

48. On what grounds may the Board of Trade object to the appointment 
of a trustee in bankruptcy, and m what manner may the validity of such 
objection be tested f (Incorporated Accountants.) 
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49. What Banetioa js it necessary for a trustee in bankruptcy to obtain 
in Older to make an allowance to the bankrupt otherwise than in cash ? 
{Chartered Accountants.) 

50. What is the effect of the “ order and disposition ” clause m the 
Bankruptcy Act, 1914 ? In the bankruptcy of a trader, can the trustee 
claim goods entrusted to the debtor by a wholesale firm " on sale or return ” V 
{Central Association Accountants.) 

61. What do yon understand by the doctrine of “ reputed ownership ” t 
At the date of h£ adjudication a bankrupt has m hig possession (a) certain 
fixtures ; (&) shares in Harroda, Ltd. ; (c) furmture comprised in a registered 
bill of sale , {d) a motor-car tinder a hire-purchase agreement. Are any, 
and if so which, of the above “ goods ” in his “ reputed ownership ” ? 
{Incorporated Accountants.) 

52. 'What kinds of property may a trustee in bankruptcy disclaim, and 
what 18 the efiect of disolaimer ? {Boyal Society Arts.) 

53. What power has a trustee in bankruptcy to disclaim any and what 
portions of the propert;^ vested in him f In what manner, and within what 
time, must sucli drsolaimor be exercised ? {Incorporated Accountants.) 

54. A bankrupt was lessee of oertain property which he had covenanted 
to keep in repair ; the trustee took possession of the property, but is now 
anxious to disclaim. WTiat steps must he take, and within what time must 
he act ? {Central Association Accountants.) 

66. What are the powers and responsibihties of a trustee in banltruptoy 
with regard to (a) disclaiming onerous property ; (6) voluntary settlements 
made by the debtor J {Chartered Accountants.) 

66. In April, 19 , J S was adiudioatod bankrupt. His assets include 
100 shares of £6 each in the Mortgage Trust Company, Ltd. (£3 paid up). 
On May 1st the company made a oaU of £1 on the shares The trustee 
proposes to disclaim How can he do so ?' How will this affect the rights 
of the parties ? {Central Association Accountants.) 

67. What IS the position of a person who is injured by a disclaimer of 
property of a bankrupt by his trustee in banlcruptoy, and what relief is 
open to such mjured person ? {Chartered Accountants.) 

68. Explain the term “fraudulent preference.” Can property, trans- 
ferred by means of a fraudulent preference, be reclaimed by the trustee in 
bankruptcy 7 {Royal Society Arts.) 

69. What kinds of assignments are said to be fraudulent for the purposes 
of the Bankruptcy Acts ’ {Royal Society Arts ) 

80. What debts and liabilities are respectively provable and not provable 
in bankiTiptoy 7 State the rules as to the proof of debts, in respect of the 
verification of the debt, secured creditors, amendment of proof, rent, and 
interest on debt {Incorporated Accountants.) 

61. Are all claims against a debtor provable m bankruptcy 7 If not, 
state any which are not provable. {Chartered Acoountemts.) 

63. If a trustee in bankruptcy admits a proof of debt which is objected 
to by a cieditor, what is the proper course for the trustee to adopt, and 
what rights would the objecting creditor have 7 {Chartered Accountants.) 

63. What are the duties of a trustee in bankruptcy as regards the 
admission of proof by the holder for value of an accommodation biU against 
the estates of the drawer and the acceptor 7 {Charteied Accountants.) 

64. Eor what amount would you admit a proof on a bankrupt’s estate 
under the following cireumstances : The debtor owed his bankers £1,000, 
and deposited with them as security his hfe insurance policy, the surrender 
value of which was £100 His wife deposited deeds of house property valued 
at £400, and two friends guaranteed £250 each. {Cha/rtered Accountants ) 

65. Is “ set-ofi ” allowed in bankruptcy 7 Explain the difierenoe (if 
any) in this respect between bankruptcy and the winding up of » limited 
company. {Chartered Accountants.) 
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66. By what provisions of the Bamkraptcy Acts must a trustee in bank- 
ruptcy be guided in dealing with the claims of secured creditors ? (Chartered 
Accountants.) 

67. What separate notices have to be given of the appointment of a 
trustee in bankruptcy ? How may objection be formally taken to his 
appointment, and what are deemed to be sufficient objections ? (Incor- 
porated Accountants.) 

68. State carefully the requisites to constitute a fraudulent preference 
in bankruptcy. Would it constitute a fraudulent preference if a debtor 
preferred a creditor from a sense of honour or m order to repair a breach 
of trust ? (Incorpojated Accountants.) 

69. What time has the trustee within which to admit or reject proofs 
of debts ? WThat rights have creditors to appeal from his decisions thereon ? 
(Central Association Accountants.) 

70. In bankruptcy, may a creditor prove for a debt payable at a future 
time ? If so, what rules govern his claim ? (Charter^ Accountants.) 

71. A B, a creditor for £100 m X’s bankruptcy, sends in his proof on 
March 1, 19 .. How soon must the trustee decide as to it ? In the event 
of his rejecting it, what nght of appeal is open to A B, and what is the pro- 
cedure thereon ? (Central Association Accountants.) 

72. When and to what extent can a creditor prove in bankruptcy for 
interest on his debt ? (Chartered Accountants.) 

73. Give a skeleton of the account which a trustee in a bankruptcy 
must send with the notice of a final dividend. (Chartered Accountants.) 

74. AB is a creditor in X’s bankruptcy for £60, for which he holds as 
security a life policy, valued in his proof at £16. What are the nghts of 
the trustee as to purchasing the security ? What can he do if he is dis- 
satisfied with the creditor’s valuation ? (Central Assoctalion Accountants.) 

76. Where a secured creditor assesses the value of his security in his 
proof, what are the trustee’s rights in respect of such security, and what 
right has the secured creditor as against the trustee ? State also the courses 
open to a secured creditor in regard to proving in a bankruptcy. (Chartered 
Accountants.) 

76. State the rules applicable to the administration of the estate of 
bankrupt and insolvent partners. How is a creditor of a firm to be treated 
who holds a security for the debt on the separate property of a partner f 
(Incorporated Accountants.) 

77. What are the rights of a trustee m bankruptcy as regards the proofs 
of creditors holding (a) direct security j (5) collateral security f (Chartered 
Accountants.) 

78. To whom and in what circumstances may a creditor in a bankruptcy 
give a general and a special proxy respectively ? (Chartered Accountants.) 

79. State briefly the provisions of the Bankruptcy Acts with respect 
to the appointment, constitution, and meetings of a Comnuttee of Inspection. 
What IS the primary duty of Such a Committee ? If no Committee is 
appointed, by whom are its functions performed ? (Chartered Accountants.) 

80. Specify the ;pow6rs that the trustee in bankruptcy may exercise 
(a) with the permission of the Committee of Inspeotion ; and (6) without 
such permission. (Incorporated Accountants.) 

81. What are the powers which a trustee in bankruptcy can only exercise 
with pertmssion of the Committee of Inspeotion ? If no such Committee 
has been appointed, whose consent must the trustee obtain if he wishes to 
exercise any such powers ? (Incorporated Accountants.) 

88. What books and accounts must be kept by a trustee in bankruptcy, 
and by whom and how often are they to be audited ? (Chartered Account- 

83. What are the rules laid down with regard to the accounts to be kept 
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by a trustee ia bankruptcy in regard to carrying on a business ? (Chattered 
Accountants.) 

84. What facts or figures should bo shown by the trustee in the Record 
Book, and how do the Banki'uptey Rules provide for its audit and inspection ? 
(Central Assoemlwn Accountants.) 

85. A trustee in bankruptcy desires to "uen an account in the name of 
the debtor’s estate at a local bank Whose consent is necessary before this 
can be done, and what grounds must be advanced by the trustee m order 
to obtain such consent ? How will tho cheques in the account be drawn 
and signed ? (Central Association Accountants.) 

88. Briefly explain the duties and obligations of a trustee in banlcruptoy 
as to ihe presentation and audit of his accounts with reference to (a) the 
Board of Trade , (6) tho Committee of Inspection j (c) when trading is carried 
on. (Chartered Accountants ) 

87. (a) State in detail what duties devolve on a trustee in bankruptcy 
with reference to the audit of his accounts (6) Sot out clearly the duties 
of a trustee in banlcruptcy (1) in relation to obtaining and operating on a 
local banking account ; (2) as to dealing with moneys received, and in 
what oiroumstanoes he may incur penalties in regard thereto. (Chartered 
Accountants ) 

88. In bankruptcy, what alternatives has a secured creditor if he wishes 
to vote ? If the proof of a partly secured creditor has been used for voting 
purposes, what are tho rights of tho trustee in relation to the security ? 
(Oharteied Accountants.) 

89. On May 1, 19.., John Bull, a butcher, committed an act of bank- 
ruptcy. A pelilion was presented against him on June 16th, a receiving 
order made on July 10th, and he was soon after declared bankrupt. His 
trustee discovers that Bull had assigned his “ existing and future book 
debts ” to hiB principal creditor, R. Veale, on April 4, 19 . Upon what 
considerations should the trustees decide as to the validity of this assignment ?' 
(Central Assoetation Accountants.) 

90. X, a creditor for £200 in Y’s bankruptcy, holds as security for the 
debt a policy of insurance on Y’a life. X has valued this at £130 Can 
he afterwards amend this valuation ? If so, upon what terms as to (a) costs, 
(b) dividends previously paid ? (Central Association Accountants.) 

91. Of whom does the Committee of Inspeotion consist ? What con- 
stitutes a quorum of such Committee, and how is a vacancy in the office 
filled 7 (Inooiporated Accountants.) 

93. In a bankruptcy, have any creditors, and if so, which of them, a 
right to mspeot the trustees’ books, and what books and other documents, 
if any, can they have copies of, and on what terms 7 (Chartered Accountants.) 

98. Give the headmgs (without rulings) of the Cash Account of a trustee 
in bankruptcy to be filed with Hie Board of Trade State shortly in what 
manner you would consider the form might be amended or simplified (Char- 
tered Accountants.) 

04. What is the duty of the tnistee as to (a) furnishing lists of creditors , 
(h) keeping books , (o) reporting the course of the bankruptcy to the Board 
of Trade ; (d) unclaimed dividends 7 (Incorporated Accountants.) 

95. What right has a trustee m bankruptcy to open an account at a local 
bank instead of at the Bank of England 7 (Central Association Accountants.^ 

06. What course should bo adopted by a trustee in bankruptcy before 
declaring a dividend 7 Is there any manner of enforcing the payment of 
a dividend 7 (Incorporated Accountants.) 

97. Is anyone restricted from purchasing from, or selling to, the estate 
of a bankrupt 7 If so, who 7 (Chartered Accountants.) 

98. When is the public examination of a debtor held 7 Who may 
question the debtor at the public exammation 7 If on his examination the 
Court is of opinion that the debtor is failing to disclose his afiairs, what 
course is open to the Court 7 (Incorporated Accountants.) 
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99. State bnefly the order in which a trustee in bankruptcy must dis- 
tribute the assets which come into his hands. (Ohartered Accountants.) 

100. At what mteivals ought dividends to be declared and distributed 
by a trustee in bankruptcy ? What are the rights, with respect to the 
receipt of dividends, of a creditor who has not proved his debt mitil after 
the declaration of the first dividend. [Olmrtered Accountants.) 

101. Give the rule as to advertising before and on the declaration of a 
dividend by a trustee in bankruptcy. {(Jharteied Accountants.) 

103. Slate the duties of a trustee in bankruptcy with respect to the 
declaration and distribution of dividends amongst those creditors who have 
proved their debts. What is the position of a creditor who has not proved 
his debt before the distribution of a dividend f When must a trustee declare 
a final dividend ? (Incorporated Accountants.) 

103. How must a trustee in bankruptcy deal with the surplus property 
of a bankrupt (if any) after payment of all the bankrupt’s debts ? (Incor- 
porated Accountants.) 

104. A bankrupt wishes to obtain hia discharge. State shortly (a) the 
steps he must take to obtain such an order, and (6) the efleot of the order 
when obtained. (Incorporated Accountants.) 

105. When is the Court bound to refuse or to suspend the discharge of a 
bankrupt ? (Royal Society Ails.) 

106. In what oircumstanoes and by whom may a trustee m bankruptcy 
be removed from his office ? What provision is mode by statute for filling 
a vacancy in the office of a trustee m bankruptcy ? (Ohartered Accountants ) 

10'?. In relation to bankruptcy or company law, explain the terms : — 
Quorum, proxy, secured creditor, disclaimer, private company, extraordinary 
resolution, contributory, a floating charge, misfeasance, set-off. (Incorporated 
Accountants.) 

108. In relation to company or banlcruptcy law, write very short notes 
upon : Committee of inspection, provisional liquidator, affidavit of no 
receipts, record book, composition or scheme, disclaimer. (Incorporated 
Accountants.) 

109. Set out the steps in a bankruptcy between the receiving order and 
adjudication. (Ohartered Accountants.) 

110. Give a short account of bankruptcy proceedings from the time 
when they are started until the discharge of the bankrupt. (Ohartered 
Institute Secretaries ) 

111. Prepare A B’s Statement of Affairs from the foUowmg particulars : 
Assets : Cash, £7 j Household Furmturo, valued at £60 ; Sundry Debtors 
(Good, £60 , Doubtful, £600, estimated to realise £300), £1,600 , Investments 
(estimated to realise £493), £400. Diabihties • Debts — ^Fully Secured 
(security expected to realise £1,600), £1,000 , Partly Secured (security 
expected to realise £2,600), £3,000 , Unsecured Creditors, £1,800 y Aast 
Quarter’s Rent, £50 , Last Month’s Salaries, £100. 

The excess of assets over habilities on January 1st, the last occasion 
when his books were balanced, was £500 A B attributes his insolvency to 
loss on trading, and places his household expenses since January 1st 
at £360 Show the dividend which may be expected by the creditors after 
allowing for £100 costs. (Central Association Accountants.) 

113. What IS the position of an undischarged bankrupt as regards obtaining 
credit and engaging in trade f (Chartered Accountants.) 

113. Explain caiefully the position of a banlcrupt as to property acquired 
by him after his bankruptcy, and (a) before his discharge, (6) after his 
discharge (Incorporated Accountants.) 

114. X was adjudicated bankrupt three years ago, but the trustee has 
not yet wound up the estate, and it is thought desirable to remove him. 
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What steps should be taken by the creditors ? (Central Association 
Accountants ) 

115. State, in sequence and detail, the proceedings m bankruptoy from 
and after the making of the receiving order up to adjudication. What 
procodiu'e must the debtor follow if he desires to offer a composition or 
scheme of arrangement ? (Incorporated Accountants.) 

116. To what extent (if any) can the trustee (a) make an allowance to 
the bankrupt for the support of hhuBelf and family ; (i>) enter into contracts 
on behalf of tlie bankrupt ? (Central Association Accountants.) 

ll?. Smith, Brown & Robinson fail, and you are appointed trustee in 
the bankruptcy. After payment of all costs and expenses and preferential 
claims, the position is this : — 

AUowoa Amount 

Creditors’ available 

Claims for Dividend 

£ £ 

Smith, Brown & Robinson . . 9,600 2,600 

Smith’s Private Estate . . . , 750 1,000 

Brown’s Private Estate . . . . 500 250 

Robinson’s Private Estate . . 6,000 7,600 

State the dividends paid respectively in each separate estate and in the 
joint(’'estate (Chartered Accountants.) 


y 118. Samuel Hobson, : 


1 the City, finds himself msolve 


Trom the various books and papers in his possession the following particulars 
ns to his financial position aro forthcoming. Prepare the Statement of Affairs 


for submission to his creditors and a Deflloienoy Account in the ordinary 


Sundry Debtors (Good, £1,280 ; Doubtful, £2,800, estimated to produce 
£1,000 i Bad, £700), £4,780 ; Sundry Freehold Houses, eto. (estimated to 
produce £2,000), £3,300 , Shares : 1,000 Ordmary Shares in the Cable 
Telegraph Company, valued at par, £1,000 ; Mining and Railway Shares 
(2,600 are held as security by partly secured creditors and the balance by 
Wly secured creditors), £9,450 , Loss through the unsuccessful defence 
of an action at law, £5,420 ; Business Expenses, £3,200 , Creditors : 
Unsecured, £16,740 ; Partly Secured, £6,420 ; Fully Secured, £3,110 j 
Preferential claims for Salaries and Rent, £500 ; Private Drawings, £1,200 ; 
Samuel Hobson Capital Account, £3,800 ; Cash at Bank, £420 , Bills 
^oeivablo, good, £800. (London Chamber Commerce ) 


' 119. James Mioawber became bankrupt. From the following particulars 

prepare his Statement of ASairs and Deficiency Account • Unsecured 
Creditors Trade Debts, £8,600 , Household Debts, £160. Trading Profits 
and Losses : First Year Profit, £2,000 j Second Year, Loss, £1,000 j Third 
Year, Loss, £600 ; Fourth Year, Profit, £300 ; Fifth Year, Loss, £2,300. 


Yearly Drawings, £800 ; Fully Secured Creditors (holding securities estimated 
to produce £10,000), S.i,0OQ ; Liability on Bills Discounted (of which £100 
IS expected to rank), £1,060 ; Creditors for Rent, £160 ; Creditors for Rates, 
Book Debts (Good, £1,100 ; Doubtful, £1,000, expected to produce 
Bad, £180), £1,880 , Bills Receivable, good, £650 ; Gash at Bank 
ra»in hand, £16; Stock (estimated to produce £1,760), £2,100; Capital 
at commencement of first year. £7,483 ; Household Furmture (estimated 
to produce £560), £700 ; Office Furmture (estimated to produce £100), £168. 
(Central Association Accountants.) 


ISO. Prepare from the undermentioned pa., lioulars, as on December 3lst,. 
a Statement of ASairs, in the prescribed form, to pregent to a meeting of 
the creditors of S. Brook : Furmture and Fittoggi^50, valued at £100 ; 
Cash at Bank (CmwoBr Aooount), £10 , Cash ij#15ia^, £4 ; Sundry^ebtors, 
£2,600 (Good, £1,000 ; Doubtful, £1,000. valued at £500 ; Bad, valued 
at ml) ; Bills of Exchange, £300, valued at £100 ; Stook-in-Trade valued 
at £950, less 20 % ; Household Furmture, valued at £850 ; Life Policy 
for £1,500 (surrender value, £550), held by the Bank as security for loan ; 
600 fuUy paid shores of £1 each, valued at par, in the Blankshire Biograph 
, Comply, Ltd., held os security by R. Brown , Trade Creditors, imseoured; 
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£3,950 : Loan from Bankers, £600 (secured aa above) ; Loan from B. Brown, 
£600 (secured as above) . Bent due, £160 ; Bates, £26 ; Wages (preferential) 

% (Royal Society Arts.) 

1. A business carried on under the style of Wood and Smith finds itself 
^in difficulties, and instructs you to prepare a Statement of Affairs for sub- 
mission to a private meeting of the creditors 

The following particulars are obtamed from the books, as at February 1st : 
Unsecured Creditors, £23,000 6s 6d. , Loan from A, £2,000 ; Creditors partly 
secured, £4,600 (estimated value of security, £4,000) ; Preferential Oaims, 
£240 12s. 6d ; Stook-in-Trade. £1,500 8s. ; Cash at Bank, £270 14s. 2d. ; 
Cash m hand, £65 4s. lOd. j Fixtures, £400 . Debtors : Good, £820 ; Bad, 
£72 15s 9d. ; Doubtful, £41 5s. 

As regards the separate estates. Wood had no creditors nor assets, and 
Smith was a limited partner with £1,000 in the business With respect to 
the loan A had lent the £2,000 without security and tmder an arrangement 
whereby he was to receive interest varying with the profits. (Incorporated 
Accountants.) 

1S2. Draw up in due form (putting in £ only) a Statement of Affairs 
for a meeting of creditors, showing a deficiency, and mcludmg : Liabilities 
on Bills Beceivable and Payable, running, some of which will, and some 
of which will not, rank for dividend ; Creditors, unsecured, on acceptances, 
and on open accounts ; Debtors, good, doubtful, bad j Stock, Leases, and 
other property, showing cost and estimated realisation of same ; Preferential 
Creditors , Creditors fully and partly secured, etc. (Chartered Accountants.) 

183. Henry Jones filed his petition m bankruptcy on Juno 30 th. Hisbooks 
showed the foUowmg balances : — 

£ 

Cash m hand 10 

Fixtures and Fittings (estimated to produce £80) 250 

Stock-In-Trade (estimated to produce £1,200) . . 1,800 

Sundry Creditors: Open Accounts 

Sundry Creditors : Bills Payable 

Sundry Debtors . . 6,000 

(Good, £1,000 ; Doubtful, £2,000, estimated at 
60% J Bad, £2,000) 

Bank Overdraft 

Capital 

£7,060 


£ 

2,000 

2,200 

1,200 

1,660 

£7,060 


Liability on bills discounted, £600, £100 expected to rank. His house- 
hold furniture, etc., was valued at £260. He owned the house he lived in 
— ^it was valued at £760 — end ho had a mortgage on it of £600 at 4 %. 
Interest paid to December 31st previous. Preferential creditors amounted to 
£35 (included in Sundry Creditors), and £16 for rates on his house. 

Prepare a Statement of Affairs. (Chartered Accountants ) 

184. Jones, a trader, finding that owmg to his habilities he was unable 
to successfully carry on liis tasiness, executed a deed of assignment on 
June 30th in favour of his creditors, under which the creditors agreed to 
accept Is. in the £ in full satisfaction of their debts. Brown, the largest 
creditor (his debt amounting to £1,000) arranged with Jones' to take over 
the business and to pay m £300 m cash, m order to provide sufficient to pay 
the la. in the £ to the creditors, other than himaeU, and to furnish the 
necessary working capital for carrying on the business, and a legal agreement 
was, in due course, entered into between Brown and Jones whereby it was 
agreed that Brown should carry on the business until such tune as Brown should 
from profits earned, have recouped himself his old debt of £1,000 and the 
£300 advanced by hun to Jones, together with the further sums it might 
be necessary for him to pay in, in order to carrv on the business. Jones 
was to manage the business during that time at a salary of £1 10s. a week 
and 6 % commission on the net profits. When the profits had reached the 
amount necessary to recoup Brown for his original debt and subsecjuenli 
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advanceSj it ■was agreed that the busmess should revert to Jones. The 
creditors on June 30lh, including Brown, amountod to £4,000 ; the debtors, 
which were all presumed to be good, to £500 ; the Stock was valued 
at £200, and the Furniture and Fixtures at £20. Make the Journal entries 
necessary for opening the new books for Brown, as on June SOih. Pre- 
Sliming that, on December 31st, Brown’s books showed creditors of £80 
(not including Jones’s commission for the half-year) , Dobiors of £700 , 
Furniture and Fixtures, after additions and depreciation had boon taken 
into consideration, of £26 ; and Cash at the Bank and in hand, £200, draw 
Brown’s Balance Sheet as on that date, taking the Stock at a valuation of 
£160 It is necessary, in accordance with the terms of the agreement, for 
fclio Balance Sheet to show the amount then due to Brown (Royal Bnaiety 

185. A finds, by the following summary of assets and liabilities of his 
biif.me,=is, that ho is insolvent; and on October I5th files his own petition 
in bankruptcy. Prepare his Statement of Aflairs for presentation to his 
oreebtors 

ux'Die Bank’s overdraft is secured by the deposit of deeds representing 
his freehold property (valued for the purpose of the Statement at £6,000), 
and dock warrants for Stock of the value oE £2,383 10s. lOd. 

'JSft. Smith’s loan is secured by an assignment of a policy on A’s life valued 
at £1 00 


,, ja^ero are contingent liabilities on bills discounted amounting to 
£§89 17s. 2d , of which the sum of £229 13s 6d is expected to rank 
/■Of the Book Debts, A states that £144 are bad and £366 doubtful ; he 
^imatea the value of the latter at £178. 

, /Of Ihe Bills Kecoivable, he estimates that the sum of £283 3s. 7d. is bad 
'‘■\/'has private debts, amounting to £389 6s. 3d., and has private assets 
consisting of the above-named policy and household furniture valued at 
£686 


SDMMABY OF ASSETS AND LIABILITIES. 


LiABixrriES. 

£ s d. 

Sundry Creditors . 23,698 7 6 

Bank Loan . . . 6,897 3 6 

W. Smith, Loan . , 689 2 6 

H. Jones, nine 
months’ rent to 

September 29th . . 160 0 0 

Bates, six months’ to 
March 31st ... 32 3 6 


£31,266 17 0 


Cash in hand . . . . 

Petty Cash m hand 
Stock at cost 
Fixtures and Fittings 
Office Furniture 
Horses and Carts . . 
Sundry Debtors 
Bills l^eeivable 
Freehold Property 


£ s. d. 

29 2 7 
2 18 9 ~ 
9,862 8 7 
329 7 2 
262 8 0 
682 6 0 
6,289 3 6 
4,283 3 7 
6,689 2 7 


(Ohartered Accountants.) 


126. A trustee of a bankrupt estate, with liabilities of £18,000, has com- 
pleted his realisation, of the estate, and prepares to close the matter. Hia 
receipts have been : From Stook-in-Trade, £1,260 ; Book Debts, £3,100 ; 
Jewellery Pledged, £700; Trading, £7,000, Household Furniture, £450; 
Freehold Buildings, £3,000. Has payments have been ; Coats of Petition, 
£40 ; Auctioneer’s Costs, £180 ; Shorthand Writers’ Charges, £15 ; Trading 
Payments, £6,250 ; Mortgage on Freehold, £2,000 ; Board of Trade Fees 
£80 ; Notices in Qazette, etc , £6 ; To redeem Jewellery, £400. ' 

The Committee allow the remuneration of the trustee at a commission 
of 5 % on assets realised and 3 % on assets distributed. Without providing 
for further payments, you, are required to -write up the Estate Cash Book, 
showing the final close of the estate. You must assume that all items have 
been received fiom or paid to Banli, but analysis columns may be di.spensed 
witn. (Incorporated Accountants.) _ 

187. A receiving order was made against a debtor, September 22nd, 
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and trustee appointed with Committee of Inspection, 
empowered to fix the trustee’s remuneration The trustee did not submit 
his aooounts for audit by the Board of Trade until July 5 th following, when 
he sent in : Aifidavit verifying the Trustee’s Aooounts, Record Book, 
Estate Cash Book, Vouchers Nos 1 to 6 inclusive. 

. The Record Book, apart from entries made by the Official Receiver, only 
contained the foiiowmg :■ — •“ Minutes of a Meeting of the Committee of 
Inspection, November let: That the Trustee charge his guarantee premium 
against the Estate. That his remuneration be 6 % on realisations and 6 % 
on the sum distributed m dividends.” “ Mmutes of a Mooting of the 
Committee of Inspection, July 4 th : That the Minutes of the last Meeting 
be approved and signed That the Cash Book be signed as audited by 
the Chairman.” 

The Estate Cash Book contained the following entries, following a 
memorandum that £5 Deposit on Petition and £3 10s Cash in hands of 
Debtor, had been used by the Official Receiver for sundry disbursements : — 


diamond ring, and diamond pin, 

to ins brother 

Oot. 30 




tucky Go 
Go., Ltd , ( 
eaoh, as per Broker's 
^Contract, .. £ 

Commission 1253 


Nov 8. 

Sale by Auction of 
Debtor’s household 
furniture . . .£278 1 10 

Comn. and charges 24 5 0 


Nov, 1 


^ at Debtor’s house .. 8 6 2 

Landlord, rent of 

piemises for quarter 
ending Deo. 25, 1909 30 0 0 
Nov. 15 

Allowanee to Debtor . . 10 0 0 
Nov 15. 

Tiiistee's remuneration 
5 % on realisation . 16 0 0 
Nov 16. 

Piofcrential payment, 6 
wieks’ wages to 

Onaufteur, to Oct 5, 

^1009^. .. . IS 0 0 

Piemium on Bond . 6 0 0 


Tlstates Accoimt 


Balance in hand 


{Signed) A. C. Bedditor, 

Chairman. 

e returned by the Board of Trade s 


Audited and found correct. 

July 4, 19.. 

The books and documents v 
unsatisfactory. 

State shortly what items might be called in q-.ajtition, what further 
documents and information would be required, and what consequences 
might ensue from imduo detention of moneys. {Chartered Acoountanis ) 

' 128. A trader files his petition m bankruptcy on June 30, 1910, and 

you are instructed to prepare his Statement of Affairs. The mformation 
you are able to obtain as to his position is as follows : — . 

The Stock-in-Trade at cost is £7,200, of which £600 worth is in the hands 
of a creditor for £1,000, who is entitled to exercise a lien ; Book Debts • 
Good, £9,730, Doubtful, £120, worth Gs. 8d in the £, Bad, £150, 
Pixtures and Fittings (after depreciation), £230 ; Cash in hand, £10 ; Bills 
Receivable, £1,100 (held by Bankers against overdraft of £4,000, the 
balance of which is secured by a second charge on debtor’s freehold property 
and by the guarantee of his brother); Customers’ bills under discount, 
£1,600, of which £200 is ascertamed to be bad, and £100 is doubtful' 
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Freehold Property, £3,000, subject to a first mortgage of £2,000. The 
tJnsecured Creditors amount to £29,000, in addition to claims for Bates, 
Taxes and Wages araouulmg to £240. Tho Stock-in-Trade and the Book 
Debts (outside the bills) are estimated to be worth 75 % of their face value, 
and the freehold property, which coat £2,800, is valued at £2,200. Subject 
to the modifications above stated, the assets are worth tlioir book values. 

You learn that the debtor had a surplus of assets of £5,000 on ifanuary 1, 
1908, smee when he has withdrawn £3,000 per annum m equal monthly 
instalments Hia profits for year ended December 31, 1908, were £2,100, 
and for 1009, £420, smoe which time he has not made up his books. 

From these details you are required to prepare as nearly as may be in 
statutory form : — (a) A. Statement of Affairs ; (6) a Deficiency Account 
{Inf/Orporated Accountants ) 

/ 139. Prepare an miaginary Deficiency Account for a wholesale trader, 
■who commenced business four years ago with a capital of £2,600, and made 
£100 profit dnring the first two yeaia, his present liabilities being £17,600 
and assets estimated to realise £10,300. The imaginary items of the account 
must not exceed twelve m number, and should be representative of items 
usually found in such accounts. (Ghartered Accountants ) 

A 130. From the following figures prepare Statement of Affairs and Defi- 
ciency Account as at Decomber 31st. Assume that the Stock realises two- 
thirds of its value, tho Fixtures one-half, the Shares par, and the 
Doubtful Debts one-third. On January lat, two years ago, the debtor 
commenced business with a capital of £3,175. Hia profits for the first 
two years amounted to £2,027 10s. 6d , and his drawings were £1,600 a year. 

Cash, £116 10s. 6d. ; Stoek-in-Trado, £600, Debtors: Good, £3,600 ; 
Doubtful, £900; Bad, £780; Fixtures and Fittings, £282; Shares, £260, 
Creditors, unseourod (including £960 for wife), £6,950 ; Creditors, secured, 
£1,250 ; Value of securities held by creditors, £1,760 ; Preferential Claims 
for Bent, Rates, and Taxes, £96. {Inoorpoiaied Accountants.) 

131. At a meeting of the creditors of A, trading under tho style of 
A, B & Co., the following statement was submitted — 

Assbxs. 

£ 

Book Debts, £6,270, esti- 
mated to realise , . . , 4,600 

Furniture and Fittings, £300, 
estimated to realise . . 200 

Shares, £3,000, estimated to 

realise 100 

Stock 1,600 

Cash 70 

Surplus from security held 
by Creditors 600 

6,870 

Less Preferential Creditors 220 


tJnsecured Creditors — 


Preferential daims 


£10,660 


£10,660 


Upon discussion, it appeared that B (the cash creditor) having been a 
partner in the firm, had retired two years prior to the date of the meeting, 
receiving £3,000 for his mterest m the business, of which sum £2,000 was 
left in the business as a loan at a minimum interest of 4 %, a higher rate 
on a sliding scale to be paid according to profits. No formal notice had 
been given of the retirement of B, and the creditors whose claims existed 
at the date of his retirement amount to £7,600. You are invited to state 
your criticism of thb position as presented to the creditors. (Incorporated 
Aeepuntanta.) 
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132. The Statement of Affairs of an estate to be wound up under a deed 
of assignment is as follows : — ^Liabilities : Creditors Unsecured, £6,326 j 
Creditors Fully Secured, £4,800 (value of security, £3,500) ; Creditors Partly 
Secured, £1,720 (value of security in a Life Policy for £2,000, £650) ; 
Preferential Creditors, £108. Assets ; (1) Debtors, £2,200 ; (2) Stock, 

£600 ; (3) Plant and Fixtures, £600 ; (4) Property held by secured creditors, 
£5,500, less claims, £4,600 ; Life Policy as mentioned above. Assets Nos. 
1, 2, and 3 realised at an abatement of 20 % , No, 4 realises £4,600 ; No. 5 
in full. Prepare Trustee’s Summary Account, deducting £230 for costs, 
ai^ show the first and final dividend. (CAarteted Accountants.) 

/^33, A receiving order was made against A. Boot, on June 25th. 
Tiio following are the balances of his books at that date : — 

£ £ 

Unsecured Creditors 3,D40 

Capital Account, A. Boot 700 

J. Smith, Loan Account . . 664 

W. Jopp, Loan Account 12,654 

Stock .. 4,113 

Fixtures and Fittings , . .. . . 260 

H, Finlay (Rent one year) 360 

H. Jonas, Manager (£1.60 per annum) . . . . 100 

Collector, Rates and Taxes 86 

Cash in hand and at Branches 110 

Horses, Carts, etc 261 

Bill Receivable ^ 169 

Sundry Debtors 2,446 

Cash at Bank 366 

Freehold and other Property 6,000 

Policy of Insurance (Surrender Value) . . . . 1,778 

Profit and Loss 776 

Drawing Aooovmt, A. Boot 1,219 

Interest on Loans 1,926 

Contmgent Liability on Bills Disooimted, £358 
not expected to rank 

£18,393 £18,393 

On January 1st previous, there was a surplus of assets of £700. J. Smith 
holds a first charge on the policy of insurance. W. Jopp holds a second 
charge thereon, and also a charge on the Freehold and Leasehold Property. 
The Stock, for the purposes of the Statement, is valued at £3,600. Of the 
Book Debts, £291 are doubtful, and are estimated to produce £100 j £287 
are bad, The loss on tradmg between January 1st and June 26th, was 
£776. 

Jtfake out the Statement of Affairs and the Deficiency Account in the 
fd™a reqmred under the Act. {Chartered Accountants.) 

"'134. Prepare a Statement of Affairs of Messrs. Lawson & Co. from the 
following : — Cash in hand, £1® , Debtors : Good, £500 , Bad, £60 
Doubtful, £1,000, estimated to realise £760; Creditors Unsecured, £2,600 
Creditors Partially Secured, £1,200 (estimated value of security, £800) 
Creditors Fully Secured, £1,900 (estimated value of security, £2,400) , 
Landlord for Rent, £270, the yearly rent being £240 ; Works Manager for 
Salary, £160, his yearly salary being £360 ; Liabilities on Bills Discounted. 
£650, all of which are expected to be met on maturity; Stook-in-Trade, 
cost, £860, estimated to realise £180. There is a liability in respect of a 
contract which the debtors cannot complete, owing to the failure, amoimt 
unlmown, but estimated at £300. Bills Receivable on hand, £75, estimated 
to produce £20. {Chartered Accountants.) 



CHAPTER XI 

The Double-Aoooxiht System 
PAI tLlAMBNTAB.Y COMPANIES. 

The expressions “ single ” and “ double ” account systems refer 
not to systems of book-keej)mg but to methods of presenting 
accounts. In both cases the accounts are derived from books 
kept in double-entry form. The distinction between the two 
systems begins and ends with the manner of preparing the final 
accounts. The basic principle regulating the preparation of a 
single-account Balance Sheet is the necessity to provide for any 
wastage of capital out of revenue in order to ascertain the true 
profits for the period. The double-account Balance Sheet draws 
sharp distinctions between revenue and capital, and, from the 
strictly theoretical point of view, disregards direct provision for 
capital waste, provided that all renewals, repairs, and maintenance 
have been charged against revenue. 

It cannot be said, even in the case of companies whose accounts 
are prepared on the single-account method, that they are legally 
obliged in all cases to provide for capital wastage prior to the 
division of profits The view of the legislature with regard to 
what may be conveniently called double-account companies appears 
to have been that the realisation of the assets, and the consequent 
ascertainment of any wastage which may have occurred, of com- 
panies possessing their degree of permanence was so remote that it 
was unnecessary to make any direct provision in the Balance 
Sheet for the depreciation of the assets. It must, however, be 
remembered that provision for such waste is sanctioned in some 
oases, and enforced in others, by the statutory form of the accounts. 
It must also be borne in mind that where the statutory form of 
the accounts does not appear to anticipate provision for wastage, 
such provision is, nevertheless, very frequently made. The student 
will be wise, therefore, to refrain from condemning the double- 
account system, as he frequently does, on the ground that no 
deductions for depreciation are possible from the asset accounts. 

The double-account system is generally applied to public utility 
undertakings of a permanent nature, e.g. railways, gas and electric 
light comiianies, and it has the advantage of clearly setting out 
the expenditure of capital upon fixed assets. But tliis convenience 
is apt to blind its advocates to the inherent defect that such assets 
may not all be of a permanent kind, however thoroughly they 
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may be maintained ; and that some of them may, and frequently 
do, become valueless, or may even disappear altogether. Many 
assets are incapable of bemg maintamcd in perfect condition out 
of revenue. Even if they do not wear out quickly, m the end 
wastage is inevitable, not to mention the fact that improvements 
and fresh inventions are bound, sooner or later, to render them 
obsolete That being so, it is rmsoimd to attempt to justify the 
retention of capital expenditure in the accounts at cost, without 
reserving for such wastage. Because of this, many parliamentary 
companies create general and special reserves out of revenue 

Origin of Double-Account System. — The double-account system 
is of statutory origin, and is compulsory in the case of some 
parliamentary companies, such as railway, tramway, and gas 
companies ; and is adopted voluntarily by other public under- 
takings. The system was first prescribed under the Regulation 
of Railways Act, 1868, and was subsequently applied to certain 
other public enterprises, which were considered to have subscribed 
their capital for the creation of a specific and permanent under- 
taking. 

Parliamentary Companies. — The term “parliamentary com- 
pany ” is commonly applied to a company created and incorj)orated 
by a special Act of Parliament, and which is governed by the 
provisions of the particular Act under Avhich it was formed. For 
convenience and umformity, certain “ Companies Clauses ” Acts 
have been passed from time to time. These Acts contain regula- 
tions of a general kind, similar to those contained in the Ai’ticles 
of Association of a limited company, and relate to such matters 
as borrowing powers, voting powers, the transfer of shares, audit 
of accounts, and so forth. It is usual for parliamentary com- 
panies to adopt, in whole or in part, the provisions of one or more 
of the Clauses Acts, and, so far as they may be adopted, they 
form an essential part of the company’s special Act, proAoded 
they are not inconsistent with the Act. 

The principal Clauses Acts are : The Companies Clauses Acts 
of 1846, 1863, 1869, 1888, and 1889 ; The Land Clauses Consolida- 
tion Acts of 1845, 1860, 1869-1883 ; The Gasworks Clauses Acts 
of 1847 and 1871 ; The Railway Clauses Acts of 1845 and 1863 ; 
Harbours, Docks and Piers Clauses Act, 1847 , The Tramways 
Act, 1870 (Parts II and III) ; The Waterworks Clauses Acts of 
1847 and 1863 ; The Electric Lighting Clauses Act, 1899. 

S. 65 of the Companies Clauses Consolidation Act, 1845, enacts 
that “ all the money raised by the company . . . shall be applied 
... in carrying the purposes of the company into execution.” 
This section appears to have been very literally kept m view by 
the legislature, when devising the form of the statutory accomits. 

The ordinary limited company is subject always to the Com- 
panies Act. Any provisions contained in the Articles or 
Memorandum of Association of such companies w'hich conflict 
with the Companies Act are ultra vires , whereas the special Act 
under which a parliamentary company works is itself part of the 
law of the land. 
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Parliamentary companies differ in some respects from the 
ordinary limited company. Some of these differences arise from 
the public, or semi-public, nature of their business, and are men- 
tioned later ; such, for example, as the limitation of dividends 
in gas and -water companies, the “ sliding ” scale of dividends 
adopted by some gas and electric lighting companies, the obliga- 
tion to offer fresh issues of capital by means of public auction, 
and the power to issue share capital at a discount, the latter 
a privilege which, it will be remembered, is allowed to non-parlia- 
mentary companies only under the severe restrictions of S. 47 of 
the Companies Act, 1929 

The Statutory Forms o£ Account. — The business carried on by 
most parliamentary companies is in the nature of a monopoly; 
and the legislature, with this fact m view, was apparently of the 
opinion that the public were entitled -to be assured that the capital 
raised had been properly apphed in constructing and equipping 
the undertaking; and so sharp distinctions have been drawn 
in the statutory forms of account between receipts and payments 
on capital account and receipts and payments on revenue account, 
the question of the present value of the fixed assets being ignored. 
In their anxiety to achieve this object, the authorities appear to 
have rather lost sight of the fact that, if the statutory accounts 
were adhered to strictly, they were inaugurating a new system 
of ascertaining profits. But no system of accounting can really 
affect the economic demands of any commercial undertaldng. 

A double-account Balance Sheet is divided into two parts. 
The first, or capital section, deals on the credit side -with the actual 
cash produced by the capital issued and raised, either by sub- 
scription or loan ; and, on the debit side, -with the fixed assets 
in acquiring which the capital has been expended The second 
section assumes the form of a general Balance Sheet, to which 
the balance of the first section is carried, and in which the fioaUng 
assets and liabilities, incidental to the conduct of the busmess, 
together with any reserves there may be, and the balance of the 
revenue account, are set out in statutory order. 

The balance of the first section of the Balance Sheet represents 
either the amount of capital which remams in liquid form, or the 
extent to which debt has been incurred, or the floating assets have 
been encroached upon, in order to meet the expenditure upon 
fixed assets. The &st section of the Balance Sheet is practically 
a cash statement, showing how the whole of the money raised for 
the purpose of the undertaking has been expended, and therefoie 
no provision for wastage or depreciation can be deducted from 
the cost price of the fixed assets, as they can m the single-account 
Balance Sheet. 

All the pomts mentioned above are exemplified in the Balance 
Sheet of one of the leading Eailway Companies, which appears 
at pp . 682-3 and 686-8. These statements are in the form required by 
the First Schedule of the Bailway Companies {Accounts and Returns) 
Act, 1911, which came into operation on January 1, 1913, and the 
Order issued in 1929. The first section of the Balance Sheet is 
headed “ Receipts and expenditure upon Capital Account.” On the 
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credit side of the account all capital moneys received, by the issue of 
shares, debentures, loans, premiums, etc., are set out in summarised 
form and totalled; and, on the debit side, particulars are given of 
the assets which have been acquired by means of the capital receipts. 
The shareholder is thus able to satisfy himself that the paid-up 
capital has been expended upon the acquisition, equipment or 
extension of the undertaking for which it was subscribed. The 
balance, as between receipts and expenditure, represents the 
surplus or deficiency, as the case may be, between the amount 
subscribed and the amount expended upon capital account (in 
this instance a surplus), and is carried to the second section of 
the account. Incidentally, it may he noted that the assets and 
liabilities appear on the reverse sides to those ordinarily adopted, 
a divergence from common usage to which the authorities appear 
to be partial. The first part of the Balance Sheet is thus in true 
“ Account ” form as distract from the recognised Balance Sheet 
form. 

The form of aU double-account Balance Sheets is practically 
identical with the account referred to, allowing, of course, for natural 
variations in the character of the expenditure. The only exception 
of importance occurs in the Balance Sheet of electric light companies 
There the total of the capital receipts and expenditure is carried 
to the general Balance Sheet, and not the balance only. 

Computation of Profits. — ^It is often contended — ^m text-books, 
at any rate — ^that the main distinction between the single and 
double-account systems lies in the difference of principle upon 
which profits are computed. It is said that, whereas under the 
single-accormt system all capital wastage is- made good prior to 
the ascertainment of profits, the double-account system regards 
as divisible profit all excess of income over revenue, after provision 
has been made for the proper maintenance of the assets. This 
opinion may find support from the construction of the statutory 
forms. But in actual practice they are not adhered to with literal 
strictness, for the majority of companies employing the system 
make a practice of creatmg reasonable reserves and apportion- 
ments prior to dividing profits. Illustrations of this practice wiU 
be found in the detailed explanations of the accounts occurring 
later in this chapter. The statement is also not infrequently 
made that when once an asset has been acquired and is scheduled 
in the first section of a double-account Balance Sheet, it remains 
there for ever at its original cost. To a certain extent this criticism 
is true, but here again it must be condemned as too sweeping, as 
wdl be explained later. Biuther, it is often said, but inaccm-ately, 
that all repairs and replacements are charged against current 
revenue, as and when they occur. Much expenditm-e imder these 
headmgs is provided for by regular charges to a repairs or renewal 
fund, in order that such expenses may be averaged as between 
one period and another. In the case of gas and electric fighting 
companies, the formation of such funds is specifically provided for 

But the fact remains that under the two systems the method 
of ascertaining profits is frequently divergent. The form of the 
double-account Balance Sheet appears to prohibit the periodical 
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writing down of the assets on the face of the account, as is the 
common practice under the single-account system. It must not 
be assumed, however, that obsolescence and wear and tear are 
not taken into account by companies which employ the double- 
acoomit system. The fact is that, in many cases, large reserve 
funds exist to meet such wastage. An illustration of prudent 
provision of this kind will be found in the Railway Company’s 
Balance Sheet (see p. 688), where reserves appear amounting 
to over £10,000,000 

While the apparent intention of the legislature is that the 
capital assets shall not be revalued or written down from time 
to time, provision is made in the statutory accounts dealmg with 
the mamtenance of such assets for separate entries of transfers 
to or from Depreciation Ikmds and Suspense Accounts, and, in the 
Balance Sheet, all such Depreciation Fimds and Suspense Accounts 
are required to be separately shown. While this provision for 
depreciation is not compulsory, such reserves are actually made 
by prudent Boards of Directors. 

Probably the most pertinent objection that can be brought 
against the double-account method is that expenditure which 
represents dead capital and is unrepresented by any tangible 
assets (such as abandoned property, parliamentary costs, pre- 
liminary expenses, etc.) is apt to be lost sight of altogether. 

Although there is much to be said for several of the criticisms 
to which reference has been made, students are apt to accept 
them too literally, and to ignore the fact that they need qualification 
when apphed to many undertakings employing the double-account 
system. 

Railway Companies. 

Prior to the Railway Gompanies {Accounts and Returns) Act, 
1911, the accounts of railways were published half-yearly. Under 
that Act the publication of accounts is only required once a year. 
Although relieved of the necessity of preparing half-yearly 
accounts, the directors have power, under the Act, to pay interim 
dividends on account of the first half of the year, if the profits 
of the company appear to be sufiioient to justify them. Clause 1 (1) 
of the Act states that : “ Every railway company shall annually 
prepare accounts and returns m accordance with the forms set 
out in the first schedtde to this Act, and shall submit their accounts 
to their auditors in that form.” The present form of the accounts 
is largely the result of the work of a committee of railway 
aoooimtants appointed in 1906, and may be said to represent the 
last word in double-account construction 

Typical mget of Railway Accounts. — ^At pp. 682-8 will be 
found the published accounts of a leading British Railway 
Company. It has not bien considered necessary to reproduce 
the whole of the statements and abstracts obligatory under 
the Act of 1911. Some of these statements are statistical, and 
others are merely schedules analj’-smg and elaborating some of 
the, figures which appear iu the accounts proper. But the state- 
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ments reproduced form a complete set of acooimts proper, 
showing the finanoial result of the year's work and the position 
of the company at its conclusion. 

The statements which precede No. 4 statement in the published 
accounts, and which elaborate the receipts on capital account, 
are ; — 

No. 1 (a). Nominal Oapital, authorised and creeded by the 
Company 

This is the usual statement common to all the double-account 
companies, and gives a summary of the various Acts of Parliament 
obtained by the company, and the extent to which the capital 
(shares, stock, loans and debentures) authorised thereunder has 
been created. It does not show the actual issues of such capital. 
These are set out in Statement No 2. The stocks issued by 
railways are usually more varied and numerous than is the case 
with commercial companies. They are known under many names, 
but are usually divided into various classes of guaranteed or 
preference stocks, bearing fixed rates of interest, and ordinary 
(preferred and deferred) stocks, entitled to such portion of the 
remaining profits as it may be deemed advisable to distribute. 

No 1 (6). Nominal Capital authorised and created by the 
Company, jointly with some other Company. 

The information contained in this statement is similar to that 
given in {a) above. 

No. 1 (o). Nominal Capital authorised and created by some 
other Company on which the Company either jointly or 
separately guarantees fixed dividends. 

This is capital, the fixed mterest upon which may become a 
liability of the guaranteeing company. 

No, 2. Share Capital and Stock created, as per Statement No. 1 (a), 
showing the proportion issued. 

This statement shows the various stocks (other than debentures 
and loans) in the order of their creation, and the extent, if any, 
to which each class is entitled to a fixed or preferential dividend. 
It also shows the amount created and the amount issued to the 
public ; any conversions of stock into stock of some other 
denomination ; the net amount on which dividends are payable , 
the calls in arrear, and so on. Premiums received and discounts 
allowed on capital issues are not shown in this statement, but 
in No. 4, 

No. 3. Capital raised by Loans and Debenture Stock. 

This statement gives particulars of the capital raised by loans, 
debentures, rent charges, etc , with particulars of the interest 
payable on each issue. As a general rule, the borrowing powers 
cannot be exercised until at least one-half of the ordmary share 
capital has been paid up. It may be noted that the issues of 
capital shown in Nos 2 and 3 form the first two items on the 
credit side of No. 4 statement reproduced at pp. 682-3. 
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We now come to : — 

No. 4. Receipts anS, Expenditure on Capital Account. 

This appears at pp. 682-3. It is the first account of the 
sequence of the accounts proper. The statement shows, on the 
one side, the total receipts on capital account from all sources, 
and, on the other side, the various assets acquired by means of 
the capital raised. The first cost of all fixed assets acquired is 
charged in this account. The methods by which depreciations 
of, or deductions from, these asset accounts are dealt with will 
be referred to later. It will be noted that a break is made in the 
statement in order to show the total expenditure upon railway 
traction proper, as compared with the expenditure incurred upon 
other forms of traction, or upon the varied subsidiary enterprises 
of a modem railway system. On the credit side the receipts from 
the issues of capital (Statements Nos. 2 and 3) are shown, and 
in addition the premiums and discounts on such issues are detailed 
separately. The balance of this statement is carried to the 
general balance sheet. If the receipts are in excess of the expen- 
diture, the balance appears as a liabihty ; but if the expenditure 
is in excess of the receipts, the balance appears as an asset. 

The expenditure on capital account is further elaborated in : — 

No. 4 (a). Subscriptions to other Companies. 

This statement gives the detail of the third item from the 
bottom on the debit side of No 4 statement, and contains par- 
ticulars of any sums invested in other undertakings under statutory 
authority. 

No, 6. Details of Capital Expenditure for Tear, 

This information is set out in considerable detail in accordance 
with the Act, and agrees, in total, with the middle column of 
No. 4 statement. It is complementary to No. 4 statement and 
amplifies the details of the capital expenditure for the year. 

The earniugs and expenditure on revenue account are 
elaborated in : — 

No. 10. Receipts and Expenditure in respect of Railway Working. 

This account is confined to the working of the railway proper, 
and gives details, on the one side, of the earnings of the railway 
from passengers, mails, parcels, goods, etc., and, on the other side, 
of the cost of working the railway and maintainmg the lines and 
rolling stock. 

The actual expenditure upon maintenance is the basis of the 
figures appearing m the statement for maintenance and renewal, 
but, in some cases, they will need adjustment, by means of 
appropriate depreciation funds, m order that the accounts of the 
year may bear a just proportion of the wear and tear aiiplicable 
to the period. The estimate of wastage is based upon past 
experience and is agreed by the accountant and the engineer. 
If the actual outlay upon maintenance falls short of the sum 
estimated as necessary for the period, a further charge should be 
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made and carried to the relative depreciation fund. Excess of 
expenditure under any heading may be adjusted in the same way. 

Abstracts of the principal expenditure accounts denoted by 
letters in the margin of the statement are set out in detail. In the 
abstracts for maintenance and renewals the transfers to and from 
depreciation funds are shown separately. In all the statements 
and abstracts the corresponding figures for the previous year are 
given for purposes of comparison. 

Nos. 11 to 16 inclusive. 

These statements give in detail the results of working the 
various subsidiary businesses carried on by the company, e.g. 
steamboats and hotels. As the capital invested in these businesses 
is shown separately in Account No. 4, their direct earnings in 
relation to the capital employed can be readily ascertained, but 
it will be recognised that the indirect earnings of such businesses 
as “ feeders ” of the railway are included in the railway earnings. 
The Irish steamers of the company doubtless attract traffic 
to the railway, the earnings from which are included in the 
railway working results. 

No. 8. Revenue Receipts and Expenditure of the whole 
undertaking (see p. 686). 

The gross receipts and expenditure, and the net receipts, as 
shown in separate statements Nos. 10-16, are summarised in 
this statement; and the not receipts from miscellaneous sources, 
such as rents, dividends, and bank interest, not covered by special 
statements, are then added The resultant figure represents the 
total net income. 

No. 9. Proposed appropriation of Net Income (see p. 687). 

This is the appropriation section of the revenue account, and 
shows the total amount of net revenue, the deductions for debenture 
interest and other fixed charges, and the manner in which it is 
proposed to appropriate the balance. 

It will be noted that these statements follow in the order 
stated, and contain comprehensive details of the revenue receipts 
and expenditure and the proposed appropriation of the resulting 
profits. 

No. 9 (a). Interim Dividends Paid. 

This is an additional statement giving particulars of the 
dividends paid during the year. The total of this statement 
appears as a separate item in the General Balance Sheet. 

No. 17. Electric Power and Light Account. 

This is more in the nature of a statistical return. It shows 
the number of units and the cost of the electric current generated 
by the company for power and lighting purposes. The electric 
current manufactured is almost entirely charged out against the 
various other departments by which it is consumed, but the account 
cannot be reconciled with the expenditure accounts as published. 
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No. 18. The General Balance Sheet. 

This discloses the financial position of the company. It will 
be noted that in these accounts the transactions on capital account 
have resulted m an excess of capital expenditure over capital 
receipts of £9,489,900 3s. 2d , as shown in INTo. 4 statement. In 
accordance with the principles of the double-account system, the 
excess appears as an asset in the general balance sheet. 

As all the fixed assets of the railway have been dealt with in 
No. 4 statement, there only remain the floating assets, such as 
cash, stores, book debts, and so on, for inclusion in the general 
Balance Sheet. Under the double-account system, floating assets 
are not chargeable against capital receipts, as they are of a 
fluctuating nature. In effect, the company has provided out of 
its reserves, renewal funds and undivided profits not only a large 
proportion of the cost of its fixed capital assets, but the sum 
necessary to provide the floating assets. 

Among the credit balances on the liabilities side of the general 
Balance Sheet appear the outstanding debts due to creditors of 
various classes, the various insurance, superaimuation, provident 
and compensation funds, the balance of revenue available for 
dividends, and the general reserve and depreciation funds, Super- 
annuation funds are contributed to by the company. Provident 
funds are usually staff funds placed for investment with the 
company The depreciation funds require a word of explanation, 
and should be carefully considered. 

As a general rule, it may be assumed, except where one railway 
has been purchased by another, that the capital expenditure shown 
in a company’s accounts represents the actual first cost of the 
undertaking, plus capital additions (e.g. a new station), less dis- 
placements (e.g a dismantled station). No additions are made 
to the expenditure for increment in value, nor are any deductions 
made for reduction in value, and the capital expenditure, therefore, 
represents cost. Whether or not the cost is less or greater than 
the value is not disclosed, but this pomt must be borne in mind. 
The term “ depreciation ” is generally considered to mean a 
permanent reduction in value, but, in railway accounts, a Dejire- 
ciation Fund usually means a Renewal or Maintenance Fund, 
i.e. a fund established to meet the future cost of renewing plant 
now in use and/or to provide for the cost of repairs not executed 
currently. 

In the accounts of a railway company, the renewal of wasting 
assets is provided for by debiting the revenue account, and 
crediting an appropriate depreciation fund or reserve account, 
with an amount considered adequate to meet any waste that 
may have occurred. The provisions for wastage so made are 
left to accumulate from year to year In this way future com- 
mitments in respect of relaying the permanent way, rebuilding 
bridges, replacing rolling stock, or similar needs, are duly provided 
for, and the cost of such replacements is equalised as between 
one year and another. In the case of assets which it is not 
proposed to replace or retain at the end of their useful life, the 
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original cost is credited to capital expenditure account, and debited 
to the depreciation fund accumulated for that purpose ; and, in 
this way, the asset is entirely written out of capital expenditure, 

It will be noted that the statutory form of the accounts 
assumes the creation of reserve funds for various pur])oses, and 
provides for their disclosure in the general Balance Sheet, In 
most cases, similar reserves existed prior to the Act of 1911, 
but they freq[uently remained undisclosed under the old form 
of accounts. 

In the statutory form of accounts now m use provision is made 
in the general Balance Sheet for the setting out of any suspense 
accounts there may be. Such accounts usually consist of deferred 
expenditure awaiting allocation, or of expenditure to be spread 
over a period of years. 

Wasting Assets. — ^In order to illustrate the methods employed 
in connection with some types of wasting assets, let us assume 
that a railway company has purchased a motor char-a-banc at a 
cost of £1,000, and that it does not propose to replace tins motor 
when worn out five years hence. The procedme would be as 
follows : Upon the purchase of the motor, the capital expenditure 
account would be debited with the origmal cost, viz. £1,000. 
Every year one-fifth of this cost, £200, would be debited against 
revenue through No. 8 statement (“ Eevenue, Eecoipls, and 
Expenditure of the Whole Undertaking”), and credited to a 
special depreciation account raised for that purpose. At the end 
of five years, when an amount equal to the original cost of Iho 
motor had been accumulated, the special depreciation fund would 
be closed by transfer to the capital expenditure account. The fact 
that the original cost of the char-a-bano had been elimmatcd 
frorq the capital expenditure account would be indicated by means 
of a credit entry, printed in italics, in No. 4 statement (“ Receipts 
and Expenditure on Capital Account ”). 

The above method is probably the most usual one, but the 
instalment will vary with the assumed life of the asset. Other 
methods are ; — 

(а) A fixed percentage applied to the diminishing value. 

(б) A sinking fund aUowing for (say) 4 % compound interest. 

(c) A fixed “ programme ” by which the difference between 

the assumed annual wastage and the actual expenditure on 

repairs and renewals is set aside. 

There is no uniformity of method, and a company may 
employ one method for one class of asset and another for a different 
class of asset. 

An example of an item written out of capital in the manner 
described above is shown, in itahes, at p. 682, i.e. “ Canals Or 
£3,875 16s. Od.,” representing, in this case, probably a sale of 
surplus land. 

That the principle of providing for wastage is recognised by 
railway companies is illustrated by reference to the general 
Balance bheet at p. 688, whore it will be seen that provision for 
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future renewals amounting to £8,265,910 has been accumulated, 
in addition to a general reserve frmd of £2,000,000 for contin- 
gencies. It must be understood that the ordinary current renewals, 
for which no depreciation fund has been accumulated, are charged 
against revenue year by year, as and when they are incurred. 
The depreciation and reserve funds referred to above are in 
addition to the ordinary repairs and replacements charged against 
revenue, and are provided in recognition of the fact that wastage 
occurs in connection with assets which may not require imme- 
diate renewal. It must not be assumed that all railways adopt 
the same methods in similar circumstances. That would be 
unwarranted. 

A question set at the Institute of Chartered Accountants’ 
examination affords an illustration of divergent treatment of 
capital expenditure : — 

“ A railway station built fifty years ago at a cost of £50,000, 
having become inadequate to deal with the increased traflSo, was 
rebuilt at a cost of £250,000. The materials of the old station 
wore sold and realised £5,000. How should the matter be dealt 
with in the railway company’s books ? ” 

The answer required by the examiner was to the following 
effect : — 

“ The company having ascertained that, owing to the increased 
cost of labour and materials, it would cost £76,000 exactly to 
replace the old station, would charge that sum, less the £6,000 
realised on the old materials, or £70,000 net, to revenue. The 
remainder of the cost of the new station, viz. £180,000, would 
be capitalised. This treatment represents the actual policy 
adopted by one of the principal British railways. Such method 
of apportioning capital expenditure is not, however, by any mean 
universal. Other railways, including leading Dominion and Colonial 
railways, would charge the cost of the old station, £60,000, to 
revenue (to which would be credited the £5,000 realised), and the 
whole of the balance of the cost of the new station, £200,000, to 
capital.” 

In some cases, assets of a substantial nature, but with a short 
life, may be charged direct to revenue over a number of years. 
A gravel pit containing 50,000 tons of gravel is purchased for, 
say, £1,260, and the cost is charged to a suspense account. The 
cost of obtaining the gravel from the pit is charged to Gravel 
Pit Working Account, and this account is debited, and the 
suspense account is credited with 6d for each ton of gravel 
removed The actual work or works for which the gravel is used 
is debited, and the Gravel Pit Worldng Account is credited with 
the actual cost on a tonnage basis. The worldng account balances 
each year, except for stock in hand, and the suspense account 
is closed when the 60,000 tons have been obtamed. 

Other instances could be enumerated to illustrate the fact 
that the principles of railway accounting are not always identical 
and are influenced, to some extent at any rate, by the particular 
views of the management, and probably also by the financial 
exigencies of the moment. 
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iM-TEEa^AL Income Accounts. 

A railway company’s earnings arise chiefly from the charges 
for conveyance of passengers, parcels, mails, goods, minerals, and 
live stock, and so the internal books and records are very different 
from those employed by a company whose income is mainly 
derived from the sale of goods. In a retail shop, for example, 
the cash takings can be closely verified by comparison with the 
selling value of the stock handled, but in the case of a railway 
other means must be adopted to ascertain that the receipts are 
duly brought into account. The methods of control may be 
briefly considered in connection with the conveyance of passengers 
and goods, which, in the main, are cash and credit transactions 
respectively. In each case the object of the railway aocoimtant 
is to see that all receipts are brought into account as they arise, 
and not as paid ; in other words, that there shall be a debit and 
a credit for each transaction. 

Passenger Traffic. — ^In the case of passenger receipts, the debit 
is recorded from the sales of tickets. The accountant supplies, 
on requisition from a station, the tickets which it is anticipated 
will be required during a stated period. These are printed in 
separate numbered series for each station to which bookings are 
in operation, for each class of carriage and each type of ticket. 
When received by the station, the tickets are examined, agreed 
with the requisition, entered in the Ticket Stock Book, and the 
requisition is then receipted and returned to the aocoimtant. 

As an illustration, assume that station X receives on January Ist, 
4,000 first-class single tickets to issue to station Y. The entry 
in the Ticket Stock Book would read : — 


„y» STATION, FIRST-CLASS SINCLB. 


Bate Reeeivei. 

Last^ro^usHve 

QuantUti Received. 

8110119 . . 

4000 

4,000 

111119.. 

8000 

4,000 


A separate page is kept for each station, and each description 
of ticket is separately recorded, and a continuous record is shown 
of all supplies of each description. 

The tickets required for immediate use are placed in the ticket 
tubes in the booking office, and as each ticket is sold the date of 
issue is impressed by a machine. As the bookings for each train 
are completed, a record is made in the Train Book of the bookmgs 
by that train (see p. 672). 

The Train Book, in addition to recording the cash received, 
constitutes a valuable record of the issues of tickets, and is the 
basis upon which the Monthly Passenger Betum is compiled. A 
specimen of this return is given at p. 673. This return, which is 
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sent to the accountaiit, shows, for each variety of ticket, the 
closing numbers, total issues, fares, and amount ; and the total 
m money of this return is the gross station debit. Various deduc- 
tions may be made from this total for authorised refunds, etc., 
but these need not be detailed. The tickets, when collected, are 
sorted and exammed by the accountmg staff, and are agreed in 
various ways with the Passenger Eieturn, the arithmetical accuracy 
of which is also verified. 

ftoods Traffic. — Goods traffic obviously requires different 
methods. JFor example : John Brown (consignor) tenders 1 ton 
of sugar for conveyance from X to William Jones (consignee) 
at Y, and requires, in addition to the rail conveyance, the cartage 
of the sugar to and from the railway stations at X and Y respec- 
tively. Brown hands the railway company a consignment note, 
showing full particulars of the consignment, including the weight, 
and stating whether the carriage charges are payable by him or 
by Jones. We ^1 assume that the latter is to pay. The company 
collects the sugar by lorry, weighs it at the station, and verifies 
the consignment note generally, but the future movements of 
the sugar do not here concern us. The consignment note is 
handed by the checker to the invoice clerk, who, having ascer- 
tained the appropriate rate, prepares the Goods Invoice, as shown 
oppos’te 

This invoice, after it has been copied in a tissue book, accom- 
panies the sugar to Y, at which station it is examined and verified 
by the checker and mvoice clerk. If Jones has a credit account 
the charges are posted to his account ; if he has no account they 
are collected from him on delivery. If the charges had been 
invoiced in the “ Paid ” column, no amount would be collected, 
but the various items would nevertheless be verified. 

At the end of every month each station forwards to the 
accountant an Abstract of Goods Traffic, showing in detail invoices 
for traffic forwarded to and received from every other station. 
The abstract prepared by station X, showing the invoices for 
traffic forwarded to station Y, would be entered in the form shown 
at p. 676. 

The totals shown by the Abstract of Received Traffic from 
station X (assuming them to be “Paid, £49 3s 4d ” and “To 
Pay, £56 2s Od.”) will be counterbalanced by corresponding details 
shown in the Abstract of Goods JReceived and Forwarded from 
station Y. 

It will be seen that by this system one station acts as a check 
upon the other, and when the abstracts are agreed by the accountant 
the gross debit of station X for the month (ignoring traffic with 
other stations) is : — 


£ B. d. £ 

Goods Traffic Forwarded. Paid .. 60 5 6 
Goods Traffic Received. To Pay .. 56 2 0 


£116 7 6 
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And the gross debit of station Y (again ignoring traffic with other 
stations) is : — • 

£ s. d. ^ a. d. 

Goods Traffic Forwarded. Paid . . 49 3 4 
Goods Traffic Received, To Pay .. 17 6 3 

£d8 9 7 


Assuming that the total debits arising at station X are those 
mentioned above, the Station Balance Sheet for the month supplied 
to the accountant, would read : — 



A detailed form of a Station Balance Sheet is given at pp. 678-9. 

The Station Cash Book and the books dealing with the collection 
of accounts, the remittance of cash to Head Office, etc , need not 
be detailed here, since they present no unusual features. 

The accounts in the head office General Ledger concerned 
with station earnings are not less than two — ^the 1'raffi.c Eeceipts 
Account, which at t& close of the year shows in total the receipts 
carried into Railway Working Account (No. 10) in the published 
accounts already referred to ; and Stations Account, which is the 
summary of all the Station Balance Sheets, the balance of which 
at the close of the year is shown in the General Balance Sheet 
Statement (No. 18) of the published accounts as “ Outstanding 
Traffic Accounts.” 

The necessary entries in the -head office boolrs for the month’s 
transactions are on the following lines : — 

Stations Account. Dr. 

To Traffic Receipts Account 

For Traffic Receipts as per Traffic Book for the 
month of January 

{Being the summary of all receipts appearing 
on the Dr side of “ Station Balance Sheets ” 

[including £359 17s. 9d for station X].) 

The debit side of the head office Gash Book would show the 
cash received from stations (including £248 7s. 6d from station X), 
and this would be posted to the credit of “ Stations Account,” 
the balance of which would then be the total of the balances in 
the Station Balance Sheets (mcluding £45 IBs. lid. at Station X). 

Por summary purposes the Station Balance Sheets are entered 
in an abstract book known as the Traffic Book, which has at each 
side of the folio the names of the stations and columns with the 
headings shown at the foot of p, 678, 
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LOAMSHIRE RAIL- 

BALANOB SHEET OE STATION. 



Passenger. 

Parcels. 

Goods. 


Total Beceipts {Journalised as above). 

Balance from previmis monBi {as per Stations Account in Ledger). 
Total Debit. 

Cash Bem%tted {as per Gash Book). 

Balance to next month {as per Stations Account in Ledger), 
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EaILWAY CLEABINa HOUSB. 

The Railway Clearing House, established by statutory authority, 
deals with all “ Through Traffic ” divisions which have been 
ignored above. Where more than one company conveys any 
passenger or goods, the traffic is returned separately by the station 
to the accountant, though on Imes similar to those indicated for 
purely local traffic. All the returns pass to the Clearing House 
through the accountant’s office of the company concerned, and 
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the cash receivable from through traffic is part of the station debit, 
and is merged in the company’s receipts The returns are checked 
in the Clearing House, and the receipts are apportioned between 
the various companies concerned on agreed bases, having regard 
to the mileage conveyed by the several companies and, in the 
case of goods traffic, to the services rendered by the terminal 
companies, ''Obviously, if three companies are concerned in the 
carriage of a consignment, and each carries it ten miles, the two 
terminal companies, in addition to then share for transit, are 
entitled to additional allowances for the use of their stations and 
for the services rendered by their employees in loadmg and un- 
loading the goods. The Clearing House, after apportioning all 
the receipts of all the companies, debits each company with the 
cash receivable by them, and credits each with the ascertamed 
proportions due to them, and an abstract known as a “ settlement ” 
is sent to the companies concerned. The balance thus ascertained 
to be due to, or by, each company is also advised to them on the 
lines stated at p. 681 

It will be seen that the Railway Clearing House performs work 
analogous to that of the Bankers’ Clearing House, and acts as 
agents for the settlement, on balance, of the many and varying 
accounts between the companies. The working expenses of the 
clearing are kept distinct from the traffic receipts divisions, and are 
separately paid by the companies. In certain cases divisions of 
thi'ough receipts are dealt with by private settlement, and not 
through the Clearing House, but these are the exception, and usually 
arise when one of the parties is not a member of the Clearing 
House, e.g small motor coach proprietors. It is not possible in 
this brief survey to deal fully even with this one section of railway 
accounting, and the above remarks do not purport to give a 
precise or full record of the work which is necessary to enable 
a company to account correctly for its earnings. 


Inttdejtal ExnENniTtJEE Accounts. 

The “ Expenditure ” accountmg methods employed by the 
difierent companies vary considerably, but as a rule this work 
is performed in detail by the departmental accountants, the 
principal departments being the “Stores,” “Permanent Way,” 
“ Locomotive,” “ Carriage and Wagon,” and “ Traffic.” The 
chief accountant will receive from the various departments the 
accounts of all descriptions, moluding wages, requiring payment. 
A list or book showing in detail the accounts due for payment 
is submitted to the directors, and cheques for the same are 
authorised and issued. The list or book will be entered in total 
only on the credit side of the Cash Book, and posted to a columnar 
account for “ Sundry Working Departments ” in the General or 
Key Ledger. The departments having been debited, a periodical 
statement (monthly, four-monthly, or other period) is received 
from each department showing the disposal of its debit, and this 
information is journalised and the necessary debits are passed to 
the expenditure and personal accounts concerned. The depart- 
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mental accounts in tho General Ledger are merely accommodation 
^personal accounts, and automatically balance at the close of the 
year, stock being debited to a “ Stocks of Stores and Materials 
Account,” which is a separate item in the General Balance Sheet 
(Form 18 in the published accounts). As much use as possible 
is made of columnar Ledger accounte, and the modern tendency 
is to substitute direct postings from abstract books for Journal 
entries. Where, however, a transaction is of permanent interest, 
a Journal entry with suitable narration is made A specimen of 
a combined Abstract and Journal which has been adopted is 
shown on p. 672 . The object of this is to combme tho detail formerly 
shown each month in a Journal with the undoubted advantages 

Railway Oleaeihg House Monthly Statembst, 
Januaey, 19... 


Loamshire Railway Company. 

Dr. 

Or. 


£ 

£ 

Passengers 

Parcels 

! ! 1,800 

6,000 

Goods ... 

Live Stock 

Minerals 

Coal 

Balance due by Clearing House 

7,820 

660 

420 

10,960 


1,020 


m,840 

m,840 


On the above authority the company, in their books, will 


Debit. Railway Clearing House ilfiW 

and 

Credit. Traffic Receipts iJ.,020 


and receive, in due coui’se, £1,020 from the Clearing House. 

of an Abstract Book, as well as providing a postmg medium for 
the General Ledger accounts. 

This book has the advantage over an ordmaiTy Journal of 
assembling together recurring items which frequently require 
comparison, and in this manner it facilitates the work of both the 
i,ocountant and the auditors, and obviates the labour of repeating 
each month the details shown in the body of the Journal. 

Full Journal entries are advisable in connection with Capital 
Account entries, as these particulars "may be referred to fifty or 
one hundrod years hence. An entry based on details shown in a 
voucher or a subsidiary book, which has long ago been sold as 
waste paper, is of little practical use. 

The importance of proper costing systems and of full records 
of the expenditure of the great spending departments of a railway 
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No. 4.— RECEIPTS EXPENDITURE AND 



company need no emphasis. The cost of manufacturing a par- 
ticular article for a company’s ovm use may, and doubtless would, 
be lost sight of if the Avages and materials in connection therewith 
were charged direct to the ultimate expenditure account concerned. 
If, e.g., a railway company installs the plant necessary to manu- 
facture reinforced concrete, they could charge the labour and 
material employed direct to (say) Repairs of Stations, but if so 
they would not know if the concrete was costing more or less than 





RAILWAY COMPANIES 683 

OW CAPITAL ACCOUNT. Cr. 



tile current market price. A Concrete Manufacture Account is 
therefore set up, and precise details are kept, not only of the cost 
per cubic yard of the material, but of the different items which 
make up that cost. The cost of labour is not dealt with as one 
unit, but IS subdivided over the different operations, e.g. bending 
and wiring reinforcement, erecting forms, stripping and cleaning 
forms, mixing and placing concrete, finishing and erection. 

The actual cost for each operation per yard is calculated and 
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compared week by week, and, to facilitate ready comparison, a 
graph of the result is prepared. If the cuive shows an upward 
tendency, and no adequate reason for it is given, steps are taken 
if possible which will cause the curve to descend. Similarly, the 
cost of handlmg goods, coal and oil consumption of locomotives, 
and many other unit costs are prepared which, although not 
necessary to account for the expenditure, are necessary to control 
it. Where necessary, the unit cost is expressed in hours of labour 
instead of money. The comparison of the expenditure of one 
period with another is also very necessary, and for this purpose 
the items shown in the Expenditure Abstracts (Account No. 10) 
are subdivided exhaustively, and a close and continuous scrutiny 
is made of the component details. 

Statistical Returns. 

The Bailway Gompanies {Accounts and Returns) Act, 1911, 
requires railway oompames to publish not only the financial 
statements referred to above, but also elaborate statistical returns. 
While these returns are not purely financial, and do not form 
part of the double-account system, they, together with the financial 
statements, are of great assistance in ascertaining the position of, 
and the work done by, the company. 

They supply the following information : — 

No. I {A) Mileage of Lines Open, Maintained and Run Over. 

No. X. Principal Materials used durmg Year for Repairs and 
Renewals. 

Miles of Line Renewed durmg Year. 

(It can be ascertained from these tables if the 
company have renewed a fair proportion of their 
track during the year, and reference to Abstract A 
of Account No. 10 will show if the company has 
reserved any sum for renewals, or has spent any 
amount previously reserved.) 

No. II. Numbers of Rolling Stock. 

(A) Locomotives, each class separate. 

(B) Rail Motors, each class separate. 

(0) Electric Vehicles, showing seating capacity. 
(£>) Carriages, in classes and showing seating 
capacity. 

(N) Goods Train Vehicles, each class and capacity 
separate. 

No. XI. Details of Rolling Stock, Repaired and Renewed, 
etc. 

(The volume of work done can, as in the case 
of the railway line, be compared with the numbers 
of stock and the repairs, etc,, charged to Abstract B 
in Account No 10.) 

No. II {F). Numbers of Rail Service Vehicles and Shunting 
Horses. 
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No. III. Numbers of Road Vehicles (in classes) and Horses 
for same. 

(The plant required for the irork performed by 
the company as per Abstract F of Account No. 10.) 

No IV. Names, Horse-power, and Tonnage of Steamers. 

No 7 Names and Lengths of Canals. 

No. VI. Names and Lengths of Quays in Docks and Harbours. 

No. VII. Names and Situations of Hotels 

No. VIII. Acreage of Land and Numbers of Houses. 

No. IX. Data of Other Industries (if any). 

(These are mainly informative statements to 
show the extent of the non-railway busmesses of 
the company.) 

No. XII. Engine and Train Mileage. 

(This is of considerable value in relation to 
the receipts and working expenses generally, and 
particularly as regards Abstract G of Account 
No. 10 (Locomotive Running Expenses). The 
receipts and expenses per train mile are unit 
figures of much interest, and although for one 
company for one year they are of no practical 
utility, when compiled over a series of years and 
compared with other companies they afford inter- 
esting and useful data of the results of railway 
worldng.) 

No. XIII. Numbers of, Receipts from, and Average Fare for 
Passengers m classes. 

No, XIV. Tonnage of, Receipts from, and Average Receipt per 
Ton of Goods Train Traffic (in classes) and Number 
of Live Stock. 

(These two returns are of interest, although in 
comparison of the averages with the corresponding 
returns of other companies, it must be borne in 
mind that the averages are irrespective of the 
length of the distance conveyed.) 

No. XV. Tonnage of Prmcipal Classes of Minerals and Mer- 
chandise and Numbers of Live Stock carried by 
Goods Tram. 

No. XVI. Summary of Principal Financial Results in Com- 
parison with those of Past Years 

These returns do not exhaust the statistics that can With 
advantage be compiled by railway companies. Other statistics 
are got out from time to time, but they are not pubhshod and 
are for private use only. Some companies, for instance, ascertain 
continuously, or at regular intervals, the passenger miles (the 
total number of miles travelled by all passengers) and passenger 
vehicles miles (the total number of miles travelled by all passenger 
vehicles). From these figures and the published returns, the 
average faro per passenger per mile, the average distance travelled 
per passenger, the average distance each vehicle is hauled, and 
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the average number of passengers per vehicle can be ascertained. 
Similar statistics are also compiled for goods and mineral traffic. 
But the cost of regularly compiling these statistics is considered 
by the majority of the companies to be in excess of their practical 
value, although for special purposes they are occasionally compiled. 

Gas Companies. 

Gas companies are, probably, the most numerous class of 
undertaking employing the double account system of book-keeping. 

Statutory and Non-Statutory Gas Companies. — There are some 
non-statutory gas companies which, chiefly on account of their 
early foundation, are not bound by the statutory form of accounts, 
although many even of these frame their published accounts upon 
similar lines. Unless a gas company possesses statutory powers 
under a special Act it is greatly handicapped, and is dependent 
upon the goodwill of the local authority for power to open up 
the roads in order to lay or repair its mains. The great majority 
of companies are worldng under special Acts or are owned by 
local authorities, and are bound by gas legislation, including the 
statutory form of aceoxmts. Local authorilies who own gas 
undertalongs are not bound by the statutory form of accounts 
prescribed by the Act of 1871, but in very many cases they adopt 
the forms. There can be no question that the standardisation 
of gas accounts has resulted in a mass of comparative statistics 
of the gi’eatost value to the industry, more especially, perhaps, in 
the direction (a) of worldng expenses in relation to turnover and 
residual products ; and (b) of gas produced in relation to coal 
consumed, wastage of gas, etc 

The Gas Companies Acts. — The more recent gas companies 
have come into existence under a special Act, or a Board of Trade 
Provisional Order, which brings them within the regulations of 
the Gas Works Clauses Acts, 1847 and 1871, and the Companies 
Olaxeses Consolidation Act, 1846, which contain general regulations 
applicable to Parliamentary companies Gas companies are thus 
exempt from the provisions of the Companies Act 1929, or the Act 
of 1908 which it superseded. 

Companies worldng under a special Act, or Provisional Order, 
enjoy a practical monopoly for the supply of gas in the district 
in which they operate. Parliament will not grant powers to 
other companies for the same district provided the existing under- 
taking works satisfactorily. 

The Gas Works Clauses Act, 1847, is the main statute regulating 
gas undertakings, and defines their privileges' and obhgations. 
borne additions and modifications are contamed in more recent 
Acts, notably in the Act of 1871, in S 35 of which is prescribed 
the form of accounts, as set out in Schedule B of the Act. This 
form of accounts applies both to companies working under a special 
Act, or a Provisional Order, and the necessity for adopting the 
form has been held to be retrospective. The Act of 1847 limits 
the distribution of dividends amongst shareholders to 10 % per 
46 
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annum, such, dividends being cumulative if the profits of any 
particular year are insufficient to pay the maximum dividend. 

Sliding Scale. — Since the passing of the Gas Works Clauses 
Act, 1847, the “ Sliding Scale ” method has been largely adopted, 
under which a “standard” price is fixed for the gas suiDplied 
If gas is supplied to consumers at a less price than the standard, 
dividends to shareholders may be increased 'pro rata. In this 
manner shareholders and consumers benefit, or suffer, together. 
Usually a reduction of Id per thousand cubic feet in the “ standard ” 
price of gas supplied to consumers carries with it the right to an 
increase of .fis % in the rate of dividend. 

Eeserve Funds. — ^Under the 1847 Act, power was given to 
apply surplus profits to the creation of a Reserve Fund, not 
exceeding in amount one-tenth of the nominal capital of the 
company. This limitation is no longer enforced, and the share- 
holders may exercise theii- discretion in accumulating out of 
divisible profits whatever reserves they may deem necessarj'. 
Other reserves were formerly permitted for certain specific pur- 
poses, such as insurance and renewals, but any such provision as 
may be deemed necessary must now be made by means of a Special 
Purposes Fund. Tlus fund is limited to an amoimt equal to 
10 % of the capital, includuig premiums. The Reserve Fund 
may be drawn upon to make good any deflcionoy in the authorised 
dividend, or to meet any special contingency. 

Borrowing Powers. — ^The special Acts of all gas companies 
invariably confer borrowing powers, and these are usually limited 
to one-third of the paid-up capital of the company. Since the 
Act of 1877, fresh issues of capital are made by public auction 
or tender, and all premiums obtained in this manner on new 
issues are treated as capital profits. 

The tendency of modem gas legislation is to create a common 
interest between consumers and shareholders ; reduction in the 
price of gas to the consumer coincides with an increase in dividends 
to the shareholders, and Dice, versa. 

Provision for Wasting Assets.— Gas companies furnish further 
illustration of the fact, already pointed out in connection with 
railway companies, that assets are not always maintained in the 
Balance Sheet at their onginal cost. In some modern instances, 
power has been given to gas companies to set aside profits for the 
purpose of cancelling capital no longer represented by tangible 
assets The majority of gas companies also recognise the obliga- 
tion to provide for depreciation in many of the shorter-lived assets. 
Although the statutory form of accounts would appear to suggest 
that such provision was not contemplated, the Income Tax 
authorities since 1912-13 have recognised the necessity for pro- 
visions of the kind, and m addition to repairs the Commissioners 
now allow Wear and Tear at the rate of 10 % on the written-down 
value of meters (ordinary and pre-payment), cookers, and gas 
fires; and 3 % on the written-down value of gasholders, excluding 
tanks unless constracted of steel or iron. No allowance is made 
in respect of the mains, services, and fittings. AU repairs and 
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renewals of these assets are, however, chargeable against current 
revenue ; and any exceptional expenditure in this direction may 
be spread over a term of years. Reasonable allowances may also 
be claimed for abandoned, or obsolete, works or plant. 

Typical Set of Accounts. — We will now turn to the accounts 
of the Croydon Gas Company, reproduced at ^ip. 692-5. 

The first Statement reproduced (0) is preceded by “ A. State- 
ment of Ordinary Capital," and “ B. Statement of Loan Capital,” 
in which the powers obtained under the various special Acts for 
raising capital and loan issues are set forth, with particulars of 
the amount authorised, the maximum dividend, mterest payable, 
the total paid up, the balance remaining to be issued, and similar 
details. These statements are exactly on the same lines as those 
given later on in connection with electricity accounts, and show 
the authority upon which capital has been raised and the balance 
of the company’s resources remainiag unissued. As a general 
rule, capital powers are granted to cover limited periods only. 

It has already been stated that new capital is usually offered 
by public auction. In some cases the “ auction clauses ” are also 
extended to loan issues. 

The actual amount of capital raised under the various Acts 
appears on the credit side of the Capital Account. 

It will be noted that G. Capital Account, reproduced at p, 653, 
follows closely on the lines of the “ Receipts and Expenditure on 
Capital Account ” prescribed for the use of railway companies. 
The capital expenditure is analysed as between the assets employed 
for manufacture and distribution, much in the same manner as 
the relative revenue expenditure is dealt with. The total capital 
expenditure is marshalled opposite the capital raised for the 
purpose, and the statement thus discloses the balance in hand, 
or over-spent, upon capital account. This balance is carried to 
the second section of the account, the General Balance Sheet, as 
shown at p. 695 As is the case with railway companies, 
the statutory form of accounts makes no provision for capital 
waste by means of the direct deduction of depreciation from the 
assets. Such waste must be provided for by the creation of specific 
funds. Most companies do not permanently capitalise their 
expenditure upon assets of fleeting value, such as stores and 
fittmgs, but hold such expenditure in suspense in the General 
Balance Sheet, reducing it from time to time by charging substantial 
amounts to revenue. 

All renewals are charged to revenue as and when they occur. 
In cases where worn-out assets are replaced by more modern and 
costly substitutes, care must be taken that only the additional 
value of the new asset, as compared with the cost of the replaced 
asset, is taken to capital. The amount so capitalised should 
represent, as closely as possible, the increased efficiency of the 
undortaldng arising from the expenditure. 

On turning to D. Revenue Account, we find that, in accordance 
with commercial practice, and contrary to the form of some 
statutory accounts, the revenue of the undertaking appears on 
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D.— REVENUE ACCOUNT FOR THE HALF-YEAR ENDED 
DECEMBER 31, 19 .. 
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D.— BEVBHUE ACCOUNT EOE, THE HALF-YEAR ENDED 

DECEMBER 31, 19 continued. Cn 



E.— NET REVENUE ACCOUNT FOB THE HALF-YEAR ENDED 
DECEMBER 31, 19., — continued. Cn. 



F.— RESERVE FUND ACCOUNT FOR THE HALF-YEAR ENDED 
DECEMBER 31, 19.. — continued. Cr. 
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the credit side of the accoimt. Tho revenue from private con- 
sumers is separated from that derived from public services, and 
the net produce of the sale of residuals is stated after deducting 
wastage and the cost of wages Expenditure is grouped under 
convenient departmental headings. As a necessary consequence 
of this arrangement, the wages, both capital and revenue, are 
similarly analysed. 

Several details in tho original form of the statutory accounts 
need amplification or modification in some directions, owing to 
more modern processes of manufacture, and in consequence ot the 
later practice of installing slot meters, and letting cookers, heaters, 
and fittmgs. 

It will be observed that a co-partnership scheme has been 
adopted by the company, a sum having been set apart out of 
revenue for this purpose. Co-partnership principles were first 
introduced by the South Metropohtan Gas Company, and have 
now been adopted by several companies, and have proved beneficial 
both to the companies and their employees. The bonuses payable 
to employees usually vary with the price of gas, as is the case with 
the shareholders’ dividends, in cases where the sliding scale has 
been adopted 

j®. Net Bevenue Account is similar to the appropriation section 
of the commercial form of Profit and Loss Account, and needs no 
explanation. 

F. Reserve Fund Account contains particulars of the revenue 
accumulated by appropriations out of profits under the powers 
of the company, after providmg for dividends at the standard 
rates As is the case in the accounts under review, this fund 
should be invested in gilt-edged securities and allowed to ac- 
cumulate. Any depreciation written off the investments of a 
reserve fund must be carried to the relative reserve fund, and 
not taken direct to the Revenue Account. 

Q. Insurance Fund Account — ^This fimd, when created by 
gas companies, is limited to an amount equal to one-twentieth 
of the paid-up capital of the company, including loan capital, and 
is available to recoup losses incurred by accidents, fire, strikes, 
or other such emergencies. Amounts transferred to the Insurance 
Eund are a charge against profits. The creation of an insurance 
fund is optional. 

H. Renewal Fund Account ; I. Statement of Coal and Oil ; 
J. and K. Statement of Gas Made, Sold, etc. ; L. Statement of 
Residual Products are not reproduced here. The remaining 
statements published contain useful statistics concerning their 
respective departments. 

M. General Balance Sheet (see p. fiPfi) — This account, as 
in the case of railway companies, deals with the floating assets 
and liabilities, revenue balances, and reserves of the undertaking, 
and includes the balance brought forward from the Capital 
Account. The various reserve funds, and the investments which 
represent them, are also set out, together with the debit and 
credit accounts which remain open at the close of the period. 
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The income of gas undertakings is mainly derived from the 
sale of gas, residual products, and fittings, and from the letting 
of cookers, heaters, etc. The expenditure chiefly consists of the 
purchase of the necessary raw materials, the cost of their conversion 
into gas, and the maintenance and renewal of the manufacturing 
and distributing plant. The gas sold forms the bulk of the income, 
and the sales are divided as between the public services supplied 
by contract at agreed prices, and supplies sold to private consumers 
at the current price and measured by meter. The statutory forms 
of account necessitate the separate statement of these two sources 
of income. 

Books of Account. — ^Particulars of all meters issued to consumers 
are recorded in the Meter Register. All meters are numbered, 
and are inspected quarterly. The total of the gas recorded as 
having been consumed at the close of the previous quarter, when 
compared with the present record, gives the quarter’s consumption, 
which IS entered in a Meter Book based on the Meter Register. 
As a general rule, provision is made m tliis book for the record 
of the meter readings for a complete year The Meter Book is 
written up from the records of the meter inspectors, and from 
this book, and other sources, a Gas Ledger is prepared in tabular 
form, as shoAvn at p. 698. 

The form of ledger here given covers a year’s records, 
and saves the heavy work which would be entailed if an 
attempt were made to keep separate ledger accounts for 
each consumer, and obviates the necessity of repeating the names 
of the consumers each quarter. The gas consumed is charged 
out at the current price, and shows the amount payable by each 
consumer. The total consumption for each quarter is checked 
with the total amount payable as shown by this column. The 
book combines the functions of a sales journal with those of a 
personal ledger. The items charged for gas supplied, rent of meters, 
cookers, etc., form, m detail, the debit side of the personal account 
of each consumer. The totals of the columns are added each 
quarter and posted to the credit of the relative nominal accounts 
for gas sales, meter rents, etc., in the General Ledger. 

The cash paid by consumers is posted from the Cash Collected 
Book, which is written up from the coimterfoils of the collectors’ 
receipt books. This Cash Book takes the form shown at p. 659. 
Allowances are recorded in a special Allowance Book, if they are 
numerous, or passed through the Journal, if few in number. Bad 
debts are usually dealt with in the same way. The Allowances 
Book, like the Cash Collected Book, contains columns for gas, 
meters, cookers, etc. The items appearing in this book arc posted 
to the “ Allowances ” coltunn of the Gas Ledger. 

Cash received for the sale of residual products and fittmgs, if 
recorded in the Cash Collected Book, are posted to the separate 
ledgers kept for these departments. In large companies separate 
books are usually kept for these two branches of the busmess. 
The receipts for each day are totalled and paid mto the Bank, and 
extended into the column provided for that purpose Under the 
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powers conferred by the Act of 1871, cash deposits are frequently 
demanded from consumers before the gas supply is connected. 
Receipts of this 'kind should be recorded in a special Cash Book 
and Lidger for deposits. In cases where deposits are demanded 
interest is usually allowed, and is deducted from the consumer’s 
gas account. 

The residual products from the manufacture of gas are now 
very numerous, and their sale forms an important part of the 
income of a gas undertaking. Records of these sales are kept in 
a Residuals Sales Journal, which is in the ordinary columnar form, 
with columns for coke, breeze, tar, ammonia, and other residuals. 
This Journal is posted to the Residuals Ledger, which is in the 
ordinary commercial form, and contains the personal accounts 
of the customers to whom the residuals have been sold. 

In similar manner, the purchases are recorded in a columnar 
Purchases Journal, which contains columns for coal, carriage, 
oil, fittings, stores, plant, etc. This Journal is posted to a Bought 
Ledger of the ordinary commercial form. The obligation to make 
a careful analysis of the wages will be obvious from a perusal of 
the statutory form of accounts. Accurate analysis is necessary, 
first, as between capital and revenue, and secondly, as between 
the various departments of manufacture, distribution, repair, etc. 

Wages. — The analysis of the wages, if available in time, can 
be entered weekly in the General Cash Book, and the various 
departmental accounts be debited direct with their respective 
portion of the total. Where this is not practicable, a Journal 
entry, debiting each departmental account and crediting wages 
account, can be subsequently passed through the books at convenient 
intervals 

The receipts from the various departments are carried, in 
periodical totals, into the General Cash Book, which also records 
the payments made to trade creditors, and for salaries, wages, 
dividends, and other general purposes. 

The General Ledger contains the necessary information for 
the preparation of the annual accounts. In this ledger will be 
found accounts for the share capital, loans, and premiums ; the 
various assets comprising the works and plant of the undertaking, 
under the headings required by the statutory form of accounts ; 
the investments ; the various raw materials purchased, and the 
expenses incurred ; and the summarised sale of gas to private 
and public consumers. Particulars of the sales are posted, in 
monthly totals, from the subsidiary Gas Ledger, The consumers 
are treated, for General Ledger purposes, as one individual. The 
total of the gas consumed, and the total of the meter and other 
rents accrued, are debited to the Consumers’ Account, and credited 
to Sale of Gas Account, Rent of Meters Account, etc. The total 
of the cash received, bad debts incurred, and allowances granted, 
are treated in similar manner, so that the balance outstanding 
upon the -General Ledger Account agrees, at any balancing period, 
with the details shown in the Gas Ledger, It will thus be seen 
that the General Ledger of a Gas company approximates closely 
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to that used in tho case of Banks, and embraces, in itself, a con- 
densed but complete record of the company’s financial transactions 
and position. The Trial Balance of the General Ledger, kept 
upon these lines, will provide the necessary material for the pre- 
paration of the annual accounts in the proper statutory form. 

By S. 35 of the Gas Worlcs Glauses Act, 1871, the accounts of 
gas undertakings, in the prescribed form, made up to the preceding 
December 31st, must be forwarded on or before the 25th day of 
March in each year to the local authority of the district in which 
they operate. Copies of these accounts are available to any 
member of the public upon payment of one shilling. The form 
of accounts prescribed in Schedule B of the above Act may be 
altered by the Board of Trade to meet the particular requirements 
of any undertaking “with the consent of the undertakers.” 

Income Tax. — ^For Income Tax purposes, gas undertakings were 
formerly assessed on the basis of the preceding year’s profits, under 
Soh. A, No. Ill, R. 3. The Finance Act, 1926, S 28 transferred the 
assessment to Sch D, Case I, but without alteration of the special 
rules applying to this and similar undertalangs. No deductions are 
allowed from profits for sinking fund or similar provisions, even though 
these may be compulsory under the terms of the special Act or Order. 
The practice as to allowances for Wear and Tear has already been 
dealt with, and, as m other commercial cases, the details are a matter 
of arrangement with the local inspector, or the commissioners 
Expenses incurred in obtaimng an Order imder S. 1, Gas Regulation 
Act, 1920, are allowed as deductions. 

Elbotbio Lighting Companies. 

The Electric Light Act, 1882, prescribes certain forms of account 
for use by electric lighting companies. The Acts of 1888, 1899 and 
1909, m conjunction with the Board of Trade rules, embody other 
important regulations in connection with electricity undertakmgs. 
As in the case of gas companies, electric lighting companies operate 
under special Acts of Parliament, or under Provisional Orders, 
granted by the Board of Trade, usually for a p)eriod of forty-two 
years. 

System of Book-keeping. — The functions of an electrical under- 
takmg are so similar to those of a gas company, that, subject to 
differences in technical detail, the same system of book-keeping 
applies with equal usefulness to both. As in the case of gas 
companies, meter cards are written up from the meters, the readings 
of which are periodically taken by inspectors. In due course, 
the resulting charges find their way into the Consumers’ Book, 
which, subject to technical differences, is in the same form and 
contains the same information, as that shown in the Gas Ledger 
at p. 698 The quarterly consumption of units is charged out to 
each customer at the standard price, together with any rental 
charges for meters, fittings, etc., and these two items, with the 
arrears, if any, from the previous quarter, make up the total debit 
against the consumer. The cash paid and the allowances appear 
on the credit side of the account, and the balance, if any, shows 
the amount outstanding. Tho totals of the debit columns are 
posted to the credit of the Electnoity, Meter, and Fittings Accounts 
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in the General Ledger, and the Consumers’ Book thus fulfils the 
double purpose of a sales journal and a personal ledger. The 
functions of the subsidiary ledgers and the remainder of the books 
are similar to those already described in connection with gas 
companies. 

Typical Set of Accounts. — The accounts of the City of London 
Electric Lighting Company, Ltd., reproduced at pp. 702-7, 
furnish a typical set of accounts for an electric lighting nnder- 
talong. 

The close similarity in the form of these accounts and those 
employed by gas undertalangs will be apparent. As m the latter 
case, the accounts are preceded by statements of the authorised 
share and loan issues. The Capital Account follows, and is framed 
upon the usual double-account lines. The actual amount realised 
by the several capital issues is off-set by the various assets in 
acquiring which the capital has been expended. The total capital 
receipts and expenditure are carried to the Balance Sheet in place 
of the balance only, as in the case of gas companies The Revenue 
and Net Revenue Accounts are di’afted on lines similar to those 
employed in gas accounts Reference to the Capital Account 
reproduced at 13. 703 will show that special depreciation columns 
have been provided by tins company to record the amounts written 
off capital assets during the 3'’ear, and reference to the Reserve 
Account at p. 706 will show that since the formation of the 
company a very large sum has been appropriated for the purpose 
of writing down the assets. Scrutiny of the accounts of other 
electrical undertakings will show that similar treatment is fre- 
quently adopted, sometimes by the insertion of a special depre- 
ciation column, as in this case, and sometimes by means of credit 
entries prmted in italics, in the “ expenditure during the year ” 
column, as in the transaction described at p. 669 in connection 
with railway accounts. 

Depreciation. — The position of electric lighting companies with 
regard to depreciation is somewhat different from that of other 
parliamentary companies, such as railways, whose establishment 
and functions arc regarded as permanent. Under the Electric 
Lighting Act, 1888, the tenure of electric lighting companies is 
limited to forty-two years, after which period the local authorities, 
if they so desire, have power to purchase* the undertakmg at the 
“ then value of all lands, buildings, works, materials, and plant 
of such undertakers.” In case of dispute, such value is to be 
determined by arbitration. Clearly, it is necessary to provide 
for wastage on the assets within the statutory period unless a 
heavy capital loss upon compulsory sale is to be risked. There 
can be little doubt that in the case of some electrical undertakings 
owned by local authorities, owing to non-proAiision for deprecia- 
tion, “ profits ” which were not earned have been transferred in 
relief of the rates. ; 

* Tlie local authorises may exercise this power of purchase' within six 
months of the expiration of the forty-tii o years, or within six months of the 
expiration of every subsequent period of ten years. 
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The Reyeime and Net Revenue Accounts reproduced at 
pp. 666-7 show that, during the year, provision has been made 
for (1) depreciation of office furniture and fittings ; (2) additions 
have been made to general reserve and leasehold redemption 
accounts ; (3) an amount has been written ofi stores ; and (4) a 
reserve for bad and doubtful debts exists. These reserves are set 
out in the General Balance Sheet. 

Balance Sheet. — ^The General Balance Sheet begins with the 
total receipts and expenditure as detailed in the Capital Account, 
and, as in the case of gas companies, contains particulars of the 
floating assets and liabilities, revenue balances, and reserve funds. 

The accounts of electric lighting companies are usually presented 
annually. 

By S 9 of the Blectric lAgUing Act, 1882, copies of the accounts 
for the year ended December 31st must be forwarded to the Board 
of Trade on or before March 25th following. Where a local 
authority are the undertakers, March 31st and June 30th are 
substituted for these dates (Electric Lighting Act, 1909, S 12). 
The accoimts are audited by the Board, Wt, in addition, the 
companies usually have their accounts audited by professional 
auditors. 


Water Companies. 

Although they are under no statutory obligation to do so, 
water companies almost invariably adopt the double-account 
system, and model their accounts closely upon the lines employed 
by gas undertakings. 

Water Company Acts. — Under the Water Worhs Glauses Act, 
1847, the dividends of water companies are limited to the rate 
prescribed in the Act, or Order, or to 10 % on the paid-up capital, 
in oases where no rate is prescribed. Such dividends are cumu- 
lative should the profits of any one year be insufficient to meet 
them. Surplus profits, after paying the maximum dividend, must 
be invested and allowed to accumulate as a Reserve Fmid. This 
fund must not exceed an amount equal to one-tenth of the nominal 
capital of the undertaking ; and it may be utilised to meet any 
deficiency in the maximum dividend, or to defray extraordinary 
claims or demands. When the fund reaches the prescribed limit, 
the income derived from its investment must be applied to the 
general purposes of the company. 

Companies within the Metroiiolitan district were formerly 
subject to the provisions of the Metropolitan Water Acts of 1862 
and 1871. Under the Metropolis Water Act of 1902, Metropolitan 
companies were brought under the control of the Water Board, 
which was established to acquire and manage water undertakmgs 
within the Metropolitan district. Companies subject to the Act 
of 1847 must send an account for the preceding financial year, 
on or before January 31st in each year, to the Clerk of tue Peace 
in the county where the waterworks are situated. 

Accounts. — The close similarity of the published accoimts of 
a water company to those of a gas undertaking will be noticed 









WATER COMPANIES 


711 




712 


ACCOUNTING 


from a perusal of the accounts of the Colne Valley Water Company, 
which are reproduced at pp. 709--11. The book-keeping of water 
companies is also very like that employed by gas undertalangs 
The charge made for water is either by meter, or is based ujDon 
the rateable value of the house served. Trade or temporary 
supplies are frequently the subject of special agreement. 

The form of a water company’s Consumers’ Ledger is given 
in the author’s Book-heepi-ng and Accounts, and its functions are 
there exiolained. The other books of account, subject to the 
difference m the commodity supplied, approximate very closely 
to those already described in connection with gas companies 

EXAMINATION QUESTIONS. 

1. What is the double-account system ? State briefly its objects and 
how they are attained, (Omtral Association, Accountants.) 

2. Differentiate between the terms “ double-account system ” and 
“ double-entry system.” 

In what classes of undertaking is the former system used f (London 
Chamber Commerce.) 

3. To what class of entorpriso does the system of book-keeping known 
as the double-account system apply ? Briefly explain its distinctive 
features as compared with the single-account system. (Royal Society Arts ) 

4. Submit specimens of the “ Receipts and Expenditure on Capital 
Account” and “General Balance Sheet” of a railway company. (London 
Chamber Commerce). 

6. Sketch the form of Balance Sheet as provided by law for one of the 
following undertakmgs : (a) railway company, (6) insurance company, 

entering imaginary figures therein. (Central Assooiaiion Aooountanfs ) 

6. Select an undertaking which is under statutory obligation to present 
its accounts upon the double-account system, and submit a projorma 
Balance Sheet Explain how the Balance Sheet you draft differs from a 
Balance Sheet prepared upon the smgle-acoount principle. (Royal Society 
Arts.) 

7. Distinguish between a double-entry system and a double-account 
system. In what oases is the double-account system compulsory ? Point 
out the advantages and defects of this system. (Incoi porated Accountants ) 

8. Briefly contrast the double- and single-account systems of presenting 
accounts. It is sometimes stated that no adjustments of the assets shown 
in the Capital Account of a parliamentary company are possible. Criticise 
this statement. (Chartered Institute Sect etaiies.) 

0. In what way do the accounts of railway, gas, and water companies 
differ from those of ordinary trading companies ? Sketch a Balance Sheet 
of a railway owning steamships and tugs. (Chartered Accountants.) 

10. What are the peculiarities of gas accounts and railway accounts ? 
Give an example of a Capital Account and Balance Sheet of one of them 
only. (Chartered Accountants.) 

11. “ Companies to which the double-account system is applied are 
deemed to be permanent undertakings, and, provided they maintain an 
equivalent equipment to that with which they started, provision for depre. 
elation is unnecessary.” 

Do you approve of this statement ? Give reasons for your opinion, 
and, if you consider that such provision is nocossary, state how it can be 
effected in accounts prepared under this system. (Chartered Accountants.) 

12. Are the published accounts of gas companies subject tg any statutory 
regulations J Give the rulings you would recommend for any two of the 
principal books employed by gas companies, and briefly describe the usej 
of the books you illustrate. (London Chamber Commerce.) 
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13. A railway company divides its Ordinary Stock into Preferred and 

Dcfcnod Stocks, issuing £100 of each for fJOO of the Ordinary The fnland 
Rovoriuu Offico looks upon this as an increase of Nonainal Capital, and 
doiiiands tho tax at 5a. % under tho JTmance Act, 19 . Do you consider 

this a proper doiiiaiid ? Give your roasona Supposing the company has 
to pay this i ax, u ould you treat it as a charge to capital or i-ovenue ’ Why ? 
{Chartered Accountants. ) 

14. Thoie IS a distinct diffeionco when dealing with dopiieeiations in 
double aceoiinls, ns conipaicd with the single-account system How is 
depreciation dealt with in the double-account system ? {NuMonul Union 
Teach CIS.) 

15. Why do not railwaj', dock, canal, and tramway companies charge 
Prolit and Loss ivith Hoprooiation ’ and what should an auditor require to 
enable him to judge if tho jjlant, etc , has been fairly maintained ’ {Charletcd 
Accountants ) 

16. What IS the usual custom with undertakings, whose accounts are 
compulsorily kept on the “ double-account system,” as to providing for the 
wastage of their assets ’ 

It such provision bo made, how does it generally appear in tho published 
accounts ? (Royal Society Alls) 

17. Ifow are depiceiation and renewals of fixed assets treated in tho 
accounts of an electric light undertaking ? {Chartered Accountants.) 

18. (a) What undertakings, in general, keep their accounts upon tho 
doublo-acoount system V (6) What is the pimcipal, if not the solo, loason 
for employing this form of accounts ? (National Union Teaohets.) 

19. What is tho cliflerenoo m prinoiplo between tho balance of the Capital 
Account of a BiiLish railway company as shown m tho Statutory Poiin of 
Accounts and tho Statomont of Capital Account of a lunitod company as 
shown in the annual Balance Sheet ? State bnefly your duties as auditor 
in each case with roforonce to such accounts. (Chartered Accountants.) 

80. State briefly any dofoots which the double-account system of 
accounting presents (London Chamber Coinmeice ) 

21. Briefly describe the form m which tho accounts of gas uudortakings 
aro published Explain the opoiation of the “ sliding scale ” regulations 
with logiird to gas oompamos (London Chamber Commerce.) 

28. Give a pto-foima example of a Capital Receipts and Expenditure 
Account under the double-account sj'stem State briefly how depreciation 
can be provided for under this system of accounting. (Royal Society Ails ) 

23. A special lorin of accounts is ijiosoribcd by statute for (n) railway 
companies j (1) gas oompamos , (c) building societies Give three salioiib 
features out of each torm as proscribed (Chartered Accountants ) 

24. Each of two railway companies has parliamentary powers “to 
borrow on mortgngo any sum not exceeding in tho whole £300,000,” no 
rate of mtorest bomg specified Ono company issues a 4 % DebeiituiB 
Stock at a discount of 5 %, thus receiving £285,000 ; the other, having 
betlor credit, is able to issue a similar stock at a premium of 5 %, thus 
lecoiving £310,000. Has tho latter company exceeded its powers, and has 
the .'01 trier exhausted its powers t Givo your reasons. (Chartered Accoun- 
tants j 

25. According to S. 13 of tho Regulation of Railways Act, 1808, a 
company, subjeet to certain conditions, can divide its paid-up Ordinary 
SI ook into Vretci red and Delerrod Ordinal y Stock. What aro the advantages 
of such a procedure ? Name tho conditions as stated in the Act. (Central 
Association Accountants ) 

26. Rule a form of a water company’s Consumers’ Colunmar Lodger. 
Enter therein six entries, and briefly explain the advantages of such a Ledger 
over ono of the ordinaiy kind. (London Chamber Commerce ) 

87. Oivo the ruling of a Rates Lodger suitable for a water company or 
municipal body, and illustrate its use by inserting a few items (Chartered 
Accountants.) 
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28. What do you uuderstand by the double-account systom, and in 
what oases is it employed ? 

A gas company laid down a main at a cost of £50,000. Some years later, 
owing to increased demand, the company laid down an auxiliary mam for 
a quarter of the length of the old main for £16,000, and replaced the rest 
of the main at a cost of £60,000, the coat of laying mams having increased 
bv 16 % m the meantime. 

How would you apportion the new expenditure between capital and 
revenue, having regard to the increased cost of materials and wages, and the 
fact that the old materials realised £12,000 ? (Incorporated Accountants.) 

29. From the following Balance Sheet, drawn according to ordinary 
commercial methods, construct Balance Sheets according to the requirements 
of the double-account system. 

THE CORNHILL AND LOTHBURY RAILWAY COMPANY. 

BALANCE SHEET, DECEMBER 31st. 

Liabilities. £ Assets. £ 

Ordinary Stock issued 3,000,000 Cost of Line 2,990,000 

i % Debenture Stock Cost of Rolling Stock 

issued 1,000,000 and Equipment . . 890,000 

Sundry Creditors . . 100,000 Stores, Fuel, and Supplies 

Revenue Account, in hand 110,000 

balance 60,000 Sundry Debtors . . , . 90,000 

Cash at Bank . . . . 80,000 

£4,160,000 £4,160,000 

30. From the following particulars draw up (1) the Balance Sheet of a 
company as on June 30, 19.., on the single-account system, and (2) the 
Capital Account and General Balance Sheet as on the same date cn the 
double-account system Nominal Capital, £300,000; Subsonfced Capita], 
£260,000, Debentuios at 6 %, £40,000, Trade Creditors, £16,000, Reserve, 
£16,000, Trade Debtors, £38,000, Cash in hand and in Bank, £35,000; 
Investments (Reserve), £15,000; Stock, £24,000 

Expenditure to the previous June 30: Land, £12,000; Shafting, etc., 
£136,000; Machinery, £40,000, Buildings, £13,000. 

The expenditure during the year ended June 30, 19.., was £26,000, 
£26,000, and £10,000 on the last three items, and a Depreciation Fund of 
£26,000 had been created. The balancing item of £16,000 may be taken, 
for the purposes of this question, as profit of the company. 

In what oases is the double-account system compulsory by Act of 
Parliament ! 

What advantages and disadvantages does this systom possess ? 

Illustrate your answer from the above problem. (Incorporated Accoun- 

31. Briefly describe the diSerence between the double-account and 
single-aocomit systems, and state where the following items would appear 
in the accounts of (a) a company created by Special Act of Parliament, 
and (6) a company incoiporated under the Companies Acts . (1) Amounts 
received in connection with shares subsequently forfeited; (2) premium 
received on new shares issued , (3) discount and oxponsea on Debentures 
issue , (4) Prelimmory Expenses. (London Qhamber Commerce.) 

32. A railway company had an issued and called-up capital of £16,000,000 
Ordinary and £26,000,000 3 % Preference Stock, and 3 % Debenture Stock 
amounting to £12,000,000. 

It had also at the credit of “Premium on Stocks Account,” £800,000. 

The values of the respective stocks on the market were 85 %, 76 
and 80 %. '1 

It was resolved to issue and call up £600,000 Ordinary Stock at 80 % ; 
£600,000 Preference Stock at 70 % ; £300,000 Debenture Stock at 75 % ; 
and afterwards to split the whole of the Ordinary Capital into “ Preferred ” 
and “ Deferred ” Stoolcs, giving the shareholders £100 of each class of stock 
for every flOO of stock held by them 
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Make the entries in the railway company’s books, and show how the 
capital will appear in the company’s printed accounts. {Ghartered Accoun- 
tants.) 

83. Give the forms of accounts for railways as prescribed by Act of 
Parliament, namely : Eeceipts and Expenditure on Capital Account ; 
Bevenue Account ; Net Eevenue Account ; General Balance Sheet ; and 
enter up each of the following items in its appropriate account : — ■ 


Expenditure on Line open for Trafflo .. 1,000,000 

Expenditure during Current Half-year on 

Traffic 210,000 

Share Capital received 1,100,000 

Share Capital received during Current Half- 

year 60,000 

Maintenance of Ways, Works, and Stations 10,000 

Traffic Keeeipts 100,000 

Interest on Loans 1,000 

Cash at Bankers 70,000 

Temporary Loans 80,000 

General Stores 9,000 


£1,300,000 £1,300,000 


{Incorporated Accountants.) 
34. Draw out from the following Trial Balance of the Wormwood Scrubs 
Gas Company, Ltd., Capital Account only, December 31st : — 

Db. Ob. 


Capital — £ s. d. 

First Issue, 10,000 Shares of £10 each 
Second Issue, 26,000 Shares of £10 each 
Debentures, £100,000, redeemable by 
annual drawings, 1,000 of £100 each 

Unclaimed Dividends 

Interest on Bonds, six months 

Income Tax 

Brown, J., Director . . 

Smith, W., Director 

Walton, J., Director 

Edwards, H., Director 

Cathoart, ,1. S , Director 

Sundry Creditors 


front ano loss 

National Provincial Bank 30,910 2 6 

Office Cash . 814 6 3 

Petty Cash 24 4 11 

Works .... ... .... 170,748 14 6 

Coals . . . 16,400 0 0 

Purifying Materials 1,710 10 4 

Fittings 8,416 3 10 

Public Lamps 10,000 0 0 

Sundry Debt-'ts 27,615 4 9 


£ s. d. 

100,000 0 0 
60,000 0 0 

83,000 0 0 
316 9 2 
4,160 0 0 
604 3 10 
210 0 0 
210 0 0 
210 0 0 
210 0 0 
210 0 0 
8,916 8 11 
18,604 10 2 


£266,639 7 1 £266,639 7 1 

{Ghartered Accountants.) 

36. The following are the balances m respect of Bevenue of the W. N 
& L. Railway Company at December 31st : Passenger Traffic, 
£2,242,130 17s. Id ; Merchandise Traffic, £2,542,705 6s 6d. ; General 
Charges, £191,194 14s. 4d. ; Pared, etc.. Receipts, £.569,184 13s. 7d. ; Mails, 
£107,616 6s. lid. ; Compensation for Accidents and Losses. £81,998 Os 7d. ; 
Live Stock Tr.afflo, £96 421 8s. Id. ; Maintenance of Way, £666,156 la. ; 
Locomotive Power, £1,260,844 Os. 3d. ; Minerals Traffic, £1,804,304 IBs 4d. ; 
Kents £158,277 16s. lid . ; Repairs to Properties, £26,994 14s. ; Transfer 
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Fees, £896 ; Carnage and Wagon Eepairs, £378,810 4s. 3d. ; Payment for 
Mileage of Carriages and Wagons of other Companies, £27,109 Gs ; Traifia 
Expenses, £1,769,188 8s. 8d. ; Law Charges, £16,697 4s. 8d. ; Parliamentary 
Expenses, £6,700 ; Rates and Taxes, £286,988 11s. 7d. ; Government Duty, 
£26,698 8s. ; Steamboat Expenses, £73,257 Is Id. ; Depreciation and 
Insurance on Steamers, £17,500. 

Prepare the Revenue Account for the half-year. {Incorporated Accoun- 

36. The following are the balances of the Foreipin Railway Company 
for the half-year ended December 31st Prepare in the prescribed form 
(1) Capital Account; (2) Revenue Account; (3) Net Revenue Account; 
(4) General Balance Sheet 


Mortgage Debenture Interest 30,000 

Mortgage Debenture Interest accrued .. 11,400 

Prior Lien Debenture Interest 14,000 

Prior Lien Debenture Interest accrued 3,600 

Gash at Bankers and in hand — 

London 11,000 

Abroad 4,000 

Interest received , , 35 

Investments . . . . 25,000 

Loss On Exchange 3,000 

Income Tax 2,200 

Miscellaneous Receipts 160 

Passenger Receipts , . 22,000 

Freight, Storage, etc 71,000 

Steamboat Service 2,400 

General Reserve Account . . . . . . . 2,000 

Special Trains 1,600 

Renewal of Plant Reserve Account . . . 2,000 

Trafiflo Expenses . . 16,000 

Maintenance of Way, Works, etc 8,000 

Transfer Fees .... 60 

Capital Receipts (Share and Debenture) . 1,463,000 

Locomotive Poiver . . 10,000 

Capital Expenditure to Juno 30lb . . . . 1,400,000 

Capital Expenditure half-year ended Dooem- 

ber 31st 27,000 

Government Subsidy for half-year ended 

December Slat . . 24,000 

Rimairs and Renewals of Carriages and 

Wagons 1,000 

Remuneration of Trustees for Debenture 

holders ... . 400 

Compensations, . . . . . 200 

General Charges ... ... 12,000 

Net Revenue Account, balance June 30th . . 6,066 

Dividend Account, Bolanoo of Dividend 

paid for half-year ended Jrme 30tli. . . . 6,000 

Stores on hand and iii transit, December 31st 26,000 

Interest and Discount ... . ... 1,000 

Bills Receivable 3,000 

Bills Payable 2,850 

Sundry Debtors 

London 8,000 

Abroad 16,500 

Sundry Creditors- — 

London 2 000 

Abroad 8^000 

Unclaimed Interest 160 


£1,622.200 £1,022,200 


{Ohariered Accountants.) 
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87. The books of the Wellesley Eleotrio Lighting Coiporation, Ltd., 
show the following Receipts and Payments on Capital Account for the first 
year ended December 31st, 1913 : Ordmary Shares of £10 each, £30,000 ; 
Preference Shares of £10 each, £26,000 ; Lands Purchased, £6,000 ; Buildings, 
£7,400 ; Machinery, £16,000 ; Distributing Stations, £2,000 ; Mams, £10,000 ; 
Transformers, £600 ; Meters, £1,600 , Instruments, £160 ; Eumiture, £50 ; 
Tools, £30 ; Provisional Order and Law Costs, £5,000. 

The following additional expenditure was made during 1914 : Buildings, 
£140 ; Machinery, £100 ; Distributing Stations, £185 ; Transformers, £65 ; 
Meters, £20 ; Instruments, £10 , Tools, £10 ; Public Lamps, £114. Prepare 
the statutory Capital Account of the Company as at December 31, 1914. 
{Incorporated Accountants ) 

38. The following is the Trial Balance of tho Durham Railway Company 
after the completion of the Revenue Aoooimt for the half-year ended 


December 31at : — 

£ £ 

% Preference Stock 300,000 

Ordinary Stock . . . 600,000 

4 % Debenture Stock 200,000 

Lines open for Traffic ... .... 851,950 

Lines in ooutse of Construction 6,000 

Lines not commenced 80 

Working Stock (Engines, Carnages, etc.) .. 130,000 

Contributions to Joint Lines . . . , 60,000 

Premiums on Stocks, etc., sold . . , , 26,000 

Purchase of Crand Canal 6,000 

Cash at Bank . . . . 6,000 

General Stores, Stocks on hand . . . . 10,000 

Traffic Accounts due to Company . . . 10,000 

Due from other Companies . . . . . . 1,000 

Sundry outstanding Accounts ... . 4,000 

Debts due to other Companies . . . 500 

Sundry Tradesmen, etc. . . . . . . 20,000 

Fire Insurance Fund . ... . . 1,600 

Superannuation Fund 6,000 

Balance to credit of Net Revenue Account . . 20,000 


£1,072,000 £1,072.000 


During the half-year there was an issue of £10,000 SJ % Preference 
Stock at par, which was fuUy subscribed and paid up ; also of £20,000 
Ordinary Stock fully subscribed and paid up at a premium of 6 %. Tho 
expenditure on lines open for traffic was £26,000 ; on linos in course of con- 
struction, £1,000 ; and on Working Stock, £5,000. 

Make out Capital Account and Balance Sheet in proper form. (Oharlered 
Accountants.) 

39. Tho following balances relate to the Lunar Electric Supply Company, 
Ltd , for the year ended December 31st • You are requested to make 
out (a) Capital Account ; (6) Revenue Accoimt ; (c) Net Revenue Account , 
(d) Depreciation Fund Account ; (e) Sinking Fund Account ; and (/) Balance 
Sheet as on that date. Of the balance of profit you are to appropriate 
£2,000 to Depreciation Fund, and £3,000 to Sinking Fund, before ascertaining 
the amount available for shareholders’ dividend 

20,000 Ordinary Shares, £5 each, fully paid, £100,000 ; Debentm'e Stock, 
£320,000 ; Lands and Charges incidental to acquisition, £136,092 ; Buildings 
and Works, £113,418 ; Machinery, Plant, etc , £143,175 , Mams and Cost 
of Laying, £39,817 ; Tools and Loose Plant, £2,194 ; Accumulators, £1,023 ; 
Office Furniture and Fittings, £245 ; Electrical Instruments, £200 ; Artesian 
Well, £350 ; Law and Parliamentary Charges re Companies Act, £6,000 ; 
Coal, Carnage, etc , £13,404 ; Oil, Waste, and other Stores, £1,813 ; Salaries 
of Engineers and Officers, £1,147 ; Wages at Station, £3,347 ; Repairs and 
Maintenance, £780 ; Rents, Ratos, and Taxes, £2,600 ; Management Expenses, 
£2,230 ; Law Expenses, £160 ; Insurance and .Special Charges, £480 ; 
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Interest on Debenture Stock, £12,800 , Interest on Bank Loan, £260 ; 
Interest on Sinking Fund Lavestments, £150 ; Receipts for Sale of Current, 
£46,700 ; Meter and other Rents Receivable, £1,705 ; Transfer Fees, £5 ; 
Discounts on Purchases, £70 , Received for Sale of old materials, £10 ; 
Balance to credit of last Net Revenue Account, £5,402 ; Depreciation Fund, 
balance to credit, £3.000 ; Sinking Fund, balance to credit, £6,000 ; Sundry 
Creditors, £6,873 ; Bonk Loan, £20,000 ; Capital Reserve, £4,000 ; Stores 
on hand : Coal, £2,900 ; Oils, Waste, etc., £1,200 ; Sundry Debtors, £16,600 ; 
Rates and Insurance paid in advance, £400 ; Investments on account of 
Sinking Fund, £6,000 ; Cash in hand and at Bank, £4,500. (National Union 
Teachers.) 

40 . Draw up from the following figures a Revenue Account, Net Revenue 
Account, and General Balance Sheet of the Bast and West Railway in the 
prescribed forms : Maintenance of Way, £7,033 ; Locomotive Power, 
£9,909 ; Passengers Carned, £18,418 ; Parcels Carried, £4,078 ; Rates and 
Taxes, £2,066 ; Rent Charges and Chief Rents paid, £633 ; Mails Carried, 
£669 ; Merchandise Carried, £13,661 ; Minerals Carried, £14,348 ; Traffic 
Expenses, £9,235 ; Rent paid on Leased Line, £2,062 j Carnage and Wagon 
Repairs, £2,680; Interest on Debenture Stock, £4,217; Credit Balance 
from last half-year's Revenue Account, £676 ; Forged Transfers Fund, 
£697 ; Compensation (accidents and losses), £439 ; Debts due to other 
Companies, £669 ; Rent Charge, Stock Guaranteed Dividend, £2,602 ; 
Sundry Creditors, £11,094 ; Invested m Consols, £603 ; General Stores, 
Stock on hand, £10,653 , Cash at Bankers, £11,038 ; Bank and General 
Interest, £80 ; Fire Insurance Fund, £1,716 ; Traffic Accounts due to 
Company, £7,269 ; Balance at credit of Capital Account, £3,432. [Oharlmed, 
Accountants.) 
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Hirb-Pubohasb Aooounts — ^Royaxty Accounts 
Hies Pueghasb Accounts. 

A SALB of goods is usually a complete transaction as soon as it is 
made. The ownership of the goods passes from the seller to the 
buyer on delivery to him or to his agent, and thereafter once the 
buyer or his agent has taken delivery, the right to stop in transit 
is at an end, therefore no referehce to this right is necessary. 
The seller retains no hold over the goods. The legal right of an 
unpaid seller who has delivered goods is restricted to the right to 
sue for their purchase price. In most trades, credit is allowed. 
The extent of the credit naturally varies with the general customs 
of the particular trade. Credht facilities are extended to custorners 
to enable them to sell the goods and to pay the seller from the 
proceeds of sale. Wholesale transactions are operated almost 
entirely on these principles. 

There are, however, certain forms of movable property, of durable 
character, which are frequently sold to purchasers on the basis of 
payment by agreed instalments, known as the Hire-Purchase 
System, in a hire-purchase transaction the buyer obtains possession 
and use of the articles immediately the hire-purchase agreement 
has been signed, but the legal ownership of the goods vests in the 
seller until the last instalment has been paid. 

Nature of Contract — In the ordinary form of hire-purchase agree- 
ment the seller contracts to let the goods to the buyer for a term of 
years at an agreed rate of hire payable in stated mstalments, and, 
provided all these instalments are duly paid, he further agrees to 
sell the goods to the hirer upon the completion of the agreement for 
a nominal sum, e.g. one shillmg. Should the hire purchaser fail 
to maintain his mstalments, the agreement lapses, and the hire- 
seller can re-claim his goods. Inthiswaythe hire-seller is protected 
from loss in case of default on the part of the hire-purchaser. But 
the hire-seller cannot refuse to accept the hire-purchaser’s payments, 
nor can he cancel the agreement arbitrarily to the detriment of the 
hirer, although the hirer can at any time bring the contract to an 
end, should he so desire, by failing to meet his payments. 
In some forms of agreement, the purchaser is bound to pay all 
the instalments provided for. They are in reality agreements of 
extended purchase rather than hire-purchase, and arc not often 
719 
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met with, owing to the fact that they are so much less favourable 
from the hire-purchaser’s poiat of view. Considerable competition 
exists in certain sections of the hire-purchase trade, e.g. amongst 
house furnishers, and in such trades exceptional clauses are occasion- 
ally met with which exempt the hire-purchaser, or his executors, 
from payment of any further hire instalments should the hire- 
purchascr die, or the goods be destroyed by fire, during the currency 
of the agreement. 

Assignment and Surrender.— Some forms of agreement permit 
the hire-purchaser to assign his rights to another person, others 
expressly exclude this privilege Some agreements carry a surrender 
value should the hire-purchaser desire to terminate his contract 
after a certain number of payments. In other cases a surrender 
value, although not direotly obtainable under the agreement, may 
be secured indirectly by transferring the benefit of the agreement 
to a third party in return for a money consideration. Naturally, 
it is only in the case of valuable and lasting forms of property that 
any appreciable surrender value is obtainable by either process. 
Eailway wagons, for instance, are largely acquired by collieries 
under hire-purchase agreements, and in their case “ re-finaiioing ” 
by one or other of the methods indicated is a not uncommon 
occurrence. 

Legal Ownership of Goods. — ^In all forms of hire-purchase 
agreements the legal ownership of the goods is designedly withheld 
from the hire-purchaser until he has duly paid all his instalments ; 
and since, therefore, he is not the owner of the goods it follows 
that he cannot legally sell or pledge them. Any sale or pledge he 
may purport to make would be fraudulent and ineffective as 
against the true owner. 

The forms of property that are made the subject of hire-purchase 
are numerous. Pianos, bicycles, encyclopaedias, motor-cars, furni- 
ture, gramophones, radio receivers, and other articles of domestic or 
personal use are all obtamiible on hire-purchase terms. Probably 
one of the most important examples of the application of the system 
is in the acquisition of railway trucks by oollieries. Small locomo- 
tives for colliery and other purposes are also obtainable on the 
hire-purchase system. Many hotels are furnished on these terms. 

Book-keeping Records.— Hire-purchase transactions call for 
special methods of treatment and record in the books of both 
buyer and seller. Articles of personaJ or domestic utility, purchased 
under the system, do not need our consideration from the buyer’s 
point of view, but in trading transactions it is important that 
goods so purchased should be properly recorded by both parties 

In addition to a proportion of the actual sale price of the goods, 
every instalment payable under a hire-purchase agreement neces- 
sarily includes an amount which represents compensation to the 
seller for (a) mterest on the postponed payment, and (6) the risk 
of loss. The need for an allowance for interest will be obvious, 
and experience shows that the risk under the second heading is 
considerable. In many cases, goods reclaimed, owing to default, 
are badly damaged, and, in any case, they are second-hand, and 
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can only be disposed of at reduced prices. It is also a common 
experience to find that goods sold cannot be traced owing to 
fraudulent abuse of the system. 

The percentage to be added to lower the nsk of bad debts varies 
with the article sold and the class of purchaser Clearly, the risk 
is greater in respect of a personal luxury such as a gold watch 
than it is with a commercial necessity like a railway wagon. 
Broadly speaking, the basis on which the seller calculates his prices 
is the “ Cash down ” price plus interest, plus a reserve for bad 
debts, and he divides the total into a number of instalments to 
be paid over an agreed period. 

The seller thus regards the transaction throughout as a sale for 
deferred payments, the hire clement being imported into the agree- 
ment merely for his legal protection. The book-keeping record 
is based on the same assumption, the instalments received being 
regarded as payments on account. Obviously it would bo wrong 
to treat instalments received as payments capable of being credited 
to revenue, seeing that, under the terms of the agreement, the 
subject-matter of the agreement becomes the property of the hire- 
purohaser at the end of the term. 

Alternative Methods. — Two methods are employed by the 
seller to record hire-purchase transactions. 

(i) He treats the goods delivered as stock, the question of 
profit bemg dealt with only as and when the successive instalments 
are paid. Or, 

(ii) He treats the transaction as a sale for that portion of the- 
agreed price which represents the value of the goods aiiart from 
interest and other charges. The amount thus debited to the pur- 
chaser IS liquidated by the agreed instalments which, as we have 
seen, include an allowance for mtorcst. This method involves 
taking credit for the whole of the seller’s profit on the transaction 
at the moment the agreement begms to run 

The Methods Contrasted. — ^The second method is perhaps the 
more theoretically accurate. It gives the period when the sale 
was effected the credit for the trade profit, and relegates to later 
periods the benefit of the interest and bad debt allowance forming 
part of the instalments. The results by this method are, however, 
liable to be falsified if any appreciable part of the contracts are not 
completed, and losses are subsequently incurred in disposing of 
the goods. The system is, perhaps, best suited to largo commercial 
transactions wherem the interest factor is of piinoipal importance 
The first method errs, if at all, on the side of caution, since it provides 
ample reserves for loss on unfulfilled contracts The adj’ustmcnt 
of interest between successive periods is not, however, so accurate 
as by the second method, but in short-term agreements dealing 
with articles of personal use this consideration is not always of 
paramount importance. 

Procedure by First Method. — A separate sales journal is kept 
for hire-purchase sales, and when agreements are concluded full 
details relating to them are entered in this book The sale is 
recorded at its cost price, other columns being provided for memor- 
47 



722 


ACCOUNTING 


anda as to the full price charged and the number of instalments 
by which it is to be paid. 

A. Memorandum Ledger is kept for all hire-purchase sales, 
and an account is opened for each agreement under the name of 
the purchaser. In this ledger the customer is debited, at the 
outset, with the total of the instalments due from him, as shown 
by the memorandum columns in the Sales Journal above referred 
to ; a note giving the cost price of the goods must be made at the 
same time in the purchaser’s account, as the information will be 
needed at balancing times for profit purposes, 

The periodical cost price totals of the Hire-Purchase Sales 
Journal are credited in the trading account of the business, and 
are debited to an account entitled “ Stock out on Hire-Purchase 
Account ” in the nominal ledger. This is the substantive entry 
for the hire-purchase sales effected, the entry in the hire-purchaser’s 
memorandum ledger being merely statistical. 

All cash received from individual hire-purchasers is debited 
in the Cash Book of the business in the ordinary way. It is 
credited : — 

(а) In detail in the personal accounts of the hire-purchasers in 

the (memorandum) Hire-Purchasers Ledger. 

(б) In daily or other periodical totals in the “ Stock out on Hire- 

Purchase ” account in the nominal ledger. It is frequently 
useful to have an extra analysis column ruled in the Cash 
Book to contain the hire-purchase receipts, and to allow of 
their being posted in total in the nominal ledger. The use 
of this column follows the ordinary lines of columnar book- 
keeping. The crediting of the hire-purchase receipts in 
periodical totals in the “ Stock out on Hire-Purchase ” 
account forms again the substantove entry for the trans- 
action, that in the memorandum ledger being informative 
only. 

At the end of any stated period, the outstanding balances 
of the customers’ accounts in the memorandum ledger are extracted, 
and the proportion of profit included is deducted from each balance. 
The reraahiing figure in every case consists of the unpaid portion 
of the original cost. The resulting amounts are totalled and, 
collectively, constitute a valuation of the instalments outstanding 
on a cost price basis The figure thus arrived at is credited in the 
Stock out on Hire-Purchase Account for the current period, and is 
brought down on the dehit side of the same account as an asset, 
in the manner with which the student is familiar in connection 
with ordinary stock-hi-trade. 

The inclusion of tlie hire-purchase stock valuation on the 
credit side of the Stock on Hire Purchase Account will, ordinarily, 
result in that account showing a credit balance representing the 
profit realised on hire-purchase transactions for the period. Should 
the account show an adverse balance, it will, of course, represent 
a loss. The profit or loss thus shown is transferred to the trading 



HIRE-PURCHASE ACCOUNTS 


723 


HIRE-PURCHASE DAY BOOK. 



HIRE-PURCHASERS MEMORANDUM LEDGER. 

Name £>/ Hire-Purchaser ; J. Bray. 

Address ; Deepvale Hoxise, W. 

Agreement . No. 012. 

Hate: September 1, 19... 

Article . Motor Bicycle B11264. 

Cost Price : £48. 

Instalments ■ 12, quarterly, £6 10s. each, September 1, ID.., and 
thereafter. 

Total Instalments • £78. 
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GENEBAL LEDGER. 


Stock out on Hncn -Purchase. 



account of the business m the ordinary way. The above procedure 
is followed for each succeeding period, the treatment throughout 
proceeding on a stock basis, much as if the stock were transferred 
at cost price from a head office to a branch, or from one department 
to another, instead of being delivered to the customers for use. 

The method is illustrated by specimen entries on p. 723 

In some cases the personal accounts of the hire-purchasers are 
taken into the double entry. Where this method is adopted, the 
selling price is posted from the Sales Book in detail to the Hire- 
Purchasers Ledger, and in total to the credit of Hire-Purchase 
Sales Account. Since the personal accounts are then part of the 
double entry, the posting of the instalments received from the 
cash book is sufficient to complete the double entry on that side. 

At balancing dates, the total of the outstanding instalments, 
as shown by the balances on the Hire-Purchasers Ledger, is carried . 
down as a credit balance or Hire-Purchase Sales Account, the effect 
being to contra the debtors for balance sheet purposes, and to leave 
on Hire-Purchase Sales Account an amount equal to the instalments 
received. This latter amount is transferred to the credit of Trading 
Account. The impaid instalments are valued as before, i.e. reduced 
to cost, and debited to Stock out on Hire-Purchase Account, and 
credited to Trading Account. The balance on Stock out on Hire 
Purchase Account is taken into the Balance Sheet as usual, and 
closed to the following year’s Trading Account, ^ Under this 
method the Stock out on Hire Purchase Account is similar to an 
ordinary Stock Account, whereas under the Memorandum system 
already outlined, this account is really the Hire Purchase Trading 
Account. Variations of the two methods are frequent in practice. 

Procedure by Second Method.— By this method the cash price 
of the goods for an out and out sale, and the loading for interest 
and risk of loss, which together constitute the hire-purchase price, 
are separately treated. Each transaction is entered in a special 
Hire-Purchase Sales Book, the hire-purchaser’s Ledger account is 
debited with the cash price, and the seller’s trading account is 
credited as if it were an ordinary sale. The whole of the difference 
between the cost of the goods disposed of and their cash selling 
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price, i.e. the gross profit, is thus taken credit for in the seller s 
Trading Account for the period during which the sale was effected, 
and is not, as under the “ stock ” method, spread oyer the term of 
the hire-purchase agreement. By this method the later years of 
the agreement derive no benefit from the transaction, except the 
interest on the outstanding instalments. If the majority of agree- 
ments are duly fulfilled this method is satisfactory; and, even if 
the hire-purchaser fails to complete, the loss should not be great, 
because the hire-seller has in hand all the instalments paid prior 
to default, and on the average, these should cover the loss following 
a sale of the goods as “ second-hand.” But the method is not very 
suitable for small short-term agreements, where the instalments 
include substantial loading for risk 

The cash price debited to the personal account of the hire- 
purchaser is treated as an ordinary loan at interest. The accrued 
interest, at the rate assumed, is charged up at periodical intervals, 
and the instalments received are treated as payments in reduction 
of the combined debit, Assuming that the calculations are made 
correctly, the balance of principal and interest remaimng on the 
account at the end of the agreed term will exactly equal, and be 
extinguished by, the final instalment paid 

Should the hire-purchaser fail to maintain his payments, the 
goods must be treated, for accounting purposes, as having been 
repurchased by the seller for the amount of principal and interest 
remaining unpaid on the personal account at the date of default. 

This method proceeds upon the assumption that hire-purchase 
sales are ordinary commercial sales subject to payment by instal- 
ments at interest. The assumption is inaccurate, and, in so far 
as any losses are anticipated through default, reserves must 
be raised out of revenue before accurate gross profits can be 
ascertained. 

The method is illustrated m the subjoined example (see p. 726). 
A Third Method. — ^Where the cash price method is applied to 
short-term agreements concerned with small amounts, a variation 
of the foregoing methods is sometimes employed 

The total of the agreed instalments is incorporated in the book- 
keeping at the outset, and is divided into (o) the cash sale price 
of the goods, (b) the addition for gross profit, and (c) the addition 
for compound interest. 

When the sale is effected, the total of (a), (b), and (c) is debited 
to the personal account of the hirer, and is credited to an account 
in the nominal ledger called Hire-Purchase Sales Account, or by 
some analogous title. 

At the end of the trading period (a) the aggregate total cash 
sale prices of the goods sold plus (6) the aggregate additions for gross 
profit are transferred from the Hire-Purchase Sales Account to the 
credit of the ordinary sales account, and ultimately find their way 
to the Trading Account of the business. The total additions for 
interest (c) are transferred from the Hire-Purchase Sales Account 
to the credit of a separate Hire-Purchase Interest Suspense Account 
for the period during which the sale was effected 

The incidence of the interest so held in suspense it worked out 
over the years involved, and the percentage attributable to each 
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THE SHAFTON COLLIERY COMPANY, LIMITED. 

HlBE-PtmoiiASB OT 30 Wagoks at £40 apeeice, payable by 12 Haeit- 
Yearey Instaembitts oe £100. 

(ISlOTK. — Cash selling price, £995 8s. Interest, 6 %, with half-yearly rests.) 
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successive year is ascertained in round figures Every year the due 
percentage of suspense interest arrived at m this way is transferred 
from the Hire-Purchase Interest Suspense Account to the credit of 
the Interest or Profit and Loss Account of the firm, and at the end of 
the agreed term the Interest Suspense Account for the year during 
wliicii the sale was effected closes automatically. Separate interest 
suspense accounts are kept for the interest added to each year’s 
sales, and several of these accounts are necessarily open at any 
given time, in different stages of exhaustion, e.g if the term for 
which contracts are made is four years, there will be five interest 
accounts open simultaneously. 

Examfle ,. — In 1931, goods costing £78, the cash sale price of 
which would be £105 15s. Od., were sold on hire purchase for £10 
per quarter payable for 3 years (£120 in all), the first payment 
being due at the end of the first quarter. 

The interest in tliis case works out at 8 % per annum, and the 
£120 ultimately payable can be analysed as follows: — 


£ s. d. 

Coat price . 78 0 0 

Addition for gross profit 27 15 0 


Cash sale price . . 
Addition for interest — 
First year 
Second year 
Third year . . . . 


£120 0 0 

£105 16s. Od. is credited in due course to the firm’s Trading 
Account in the ordinary way through the Hire-Purchase Sales 
Journal. 

£14 6s. Od. is credited to 1931 Hire-Purchase Interest Suspense 
Account, and the hire-purchaser’s Personal Ledger account is 
debited with £120 

If all sales for 1931 took place on the first day of the year, it 
would be correct to transfer the whole first year’s interest to the 
credit of the 1931 Profit and Loss Account on December 31st in 
that year, as is done above, and, similarly, to transfer the whole of 
the second and third year’s interest respectively to the credit of 
1932 and 1933 Profit and Loss accounts in due course. This 
assumption is, however, not reasonable, for sales are usually spread 
fairly equally throughout the year. 

In an ordinary case, therefore, only one-half of the first half- 
year’s interest (£3 15s. Od. or 26 '3%) should be transferred to 
the credit of the 1931 Profit and Loss Account; the second half 
of the first year’s interest and half of the second year’s interest 
should be transferred to the credit of 1932 Profit and Loss Account ; 
and the second half of the second year’s interest and the first half 
of the third year’s interest pass in due course to the credit of 1933 
Profit and Loss Account, and the second half of the third year’s 
interest is credited to the account for 1934. 

In the particular example given above the interest and percentage 
calculations can therefore be revised as follows . — 


£105 16 

£7 10 0 (52 0 %) 

4 16 5 (33-8 %) 

1 18 7 (13 5 %) 

14 6 I 
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Amount to he credited to the first year . 
Amount to be credited to the second year 
Amount to be credited to the third year . . 
Amount to be credited to the fourth year 


£ s. d. 

3 16 0 (26 3 %) 
6 3 3 (43 3 %) 
3 7 5 (23 7 %) 
0 39 4 ( 6 8 %) 


Total 


. £14 5 0 (100-0 %) 


The method illustrated for an individual sale can be applied 
to all similar sales effected during 1931, i.e of the balance standing 
to the credit of the 1931 Hire-Purchase Interest Suspense Account, 
26 • 3 % should be transferred in one sum to the credit of the Profit 
and Loss Account for 1931, and 43-2 %, 23-7 %, and6-8 % respec- 
tively should be transferred to the Profit and Loss Accounts for 
1932, 1933, and 1934, when those accounts are prepared. 

Under this system, four interest suspense accounts will always 
be open simultaneously. At the end of 1931, the Profit and Loss 
Account for that year will be credited with its due proportion of 
interest by transfers from the Interest Suspense Accounts opened 
ra 1931, 1930, 1929, and 1928 

The Hire-Purchaser’s Records. — ^The entries for recording hire- 
purchases are necessarily the converse of those employed by the 
hire-seller. In addition, the hire-purchaser must take into account 
depreciation on the goods in process of being acquired, if they are 
used in the purchaser’s business. Hotels, offices, and printing works 
are frequently equipped on the hire-purchase system. Tailors’ 
and bootmakers’ sewing and other machines are also acquired in 
this way. In all such cases there is need for accurate accountancy. 
Perhaps the most important development of the system is in 
connection with the purchase of railway wagons by collieries. 
Here the amounts involved are usually heavy, and it is essential 
correctly to apportion and record the instalments paid. 

The simplest method of dealing with transactions of this Idnd 
is to proceed upon the converse of the “ cash price ” method already 
explained. Por book-keeping purposes, the transaction is regarded 
as a purchase at a stated cash price payable in equal instalments, 
which include interest at an agreed rate over the period. The rate 
of interest assumed in hire-purchase agreements can usually be 
ascertained or approximated — 6 % is not unusual. Given the rate 
of interest, the cash price of the goods can be obtained by reference 
to an annuity table, since it is the present worth of the senes of 
instalments, with compound interest at the stated rate. 

JWhen the agreement is signed, the hire-seller is credited with 
the assumed cash price of the wagons and Wagons Account is 
debited with the same amount. Thereafter, the two accounts are 
worked independently. At the end of each year, or other stated 
period, the hire-seller is credited with interest at the assumed rate 
on the balance of his account, and the Profit and Loss Account is 
debited with a similar sum. The periodical instalments paid to 
the hire-seller are debited to his account, and, if all calculaticns 
have been accurately made, the hire-seller’s account will automati- 
cally close when the final instalment has been paid. 

'The Wagons Account is regarded throughout as an asset account. 
Depreciation should, therefore, be written off periodically at an 
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agreed rate, just as if the wagons had been purchased in the ordinary 
way. The fact that they have been acquired on extended terms 
of credit does not add anything to their useful life. But coal wagons 
have a considerable span of useful life, and most of their component 
parts are replaceable A rate of from 6 % to 10 % on the diminish- 
ing balance will usually meet the requirements of the ease. All 
repairs and replacements should be charged to revenue in addition 
to providing for depreciation. 

These methods are illustrated in the following example. 

Illustration — On January 1, 1933, the East West Colliery acquired 
on hire-purchase terms from the Bath Wagon Company fifty wagons on 
a five years’ agreement at £10 per wagon per annum, the instalments 
to commence on December 31, 1934. The rate of mterest involved may 
be taken to be 6 % per ammm. Wagons are to bo depreciated at 6 % 
per annum on the diminishmg bolance. Show the Wagons Account and 
the account of the Bath Wagon Company in the colliery’s books. 

BATH WAGON COMPANY. 


(Hibe-Pitbohash or Fifty Waoons at £10 peb Annum fob Five Ybabs ) 



(Illustration continued on page 730.) 


When incorporating the Wagons Account and the Personal 
Account of the liire-sellcr in the Balance Sheet of the hire-purchaser, 
it is not correct to show the former account as an asset for its full 
amount and the latter as a liability. The cash price credited to hire- 
seller, and reduced from time to time, is a fictitious and generally not 
an enforceable liability. Similarly, until the hire-purchase agree- 
ment has been fulfilled, the gross balance of the Wagons (or Wagon 
Purchase) Account represents a fictitious asset. For Balance Sheet 
purposes it is necessary, therefore, to deduct the credit balance of 
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the hire-seller’s account from the debit balance of the WagoBS 
Account, and to show the difference between these two balances on 
the assets side of the Balance Sheet, under the heading of “ Wagons 
in course of Hire-Purchase ” or other descriptive title. Thus in the 
Balance Sheet prepared on December 31, 1933, in the example 
given above, the balances on the Wagons Account and the Bath 
Wagon Company’s Account would be offset against each other, 
and the difference between the two balances, viz. £247 5s. 2d., 
would appear on the assets side as representing the interest to 


WAGONS ACCOUNT. 
WxaON PUBOHASB Accouiw. 



date of the East West Colliery Co. in the Wagons held under Hire- 
Purchase Agreement ^ 

The cash price of the wagons, on a 6 % interest basis, is found 
by reference to annuity tables to be £42-1236 per wagon, The 
difference between that amount and the £50 per wagon eventually 
paid represents the loading for interest at 6 % per annum. 

The total cash price of the wagons, viz. £2,106 3s 8d., is debited 
to the Wagons Account and credited to the Personal Account 
of the Bath Wagon Company. The same entry would, of course, 
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be made if the wagons were actually purchased on a deferred 
payment basis, instead of being acquired under a hire-purchase 
agreement. From a book-keeping pomt of view, the two forms 
of agreement are assumed to be identical in effect, provided the 
hire-purchase instalments are maintained. 

The Wagon Company is credited every year with one year’s 
interest at 6 % upon the balance standing to its credit, and is 
debited with the £600 paid annually on December 31st under 
the hire-purchase agreement. By this process the balance on the 
Wagon Company’s account is extinguished at the end of the fifth 
year. 

The Wagons Account is treated as an ordmary asset account, 
irrespective of the special terms under which the asset is being 
acquired. Depreciation at 6 % per annum is written off the 
wagons in the ordinary way. 

Alternative Method o! Record. — Upon examination of the 
foregoing accounts it will be seen that each annual payment can be 
analysed according to the following table; — 



Interat^aid to 

Depreciation 

Proportion of 
Annual Payments 
attributable to 
Wagon Purchase 

Book Value of 

end of Year. 

First year . 
Second year 
Third year . . 
Fourth year 
Fifth year . . 

£ s. d 
126 7 6 
103 19 1 

80 3 10 

66 0 0 

28 6 0 

£ 8 d. 

126 7 6 

118 15 10 
111 13 3 
104 19 3 

98 13 3 

£ s. d 
247 6 2 
277 6 1 

308 2 11 
340 0 0 
373 0 9 

£ s. d. 
247 6 2 
624 10 3 
832 13 2 
1,172 13 11 
1,546 14 8 


This analysis affords an alternative method ot dealing with the 
transaction in the books. The proportions for Interest and Depre- 
ciation of each annual payment can be debited to accounts opened 
under these headings, and transferred, m due course, to the Profit 
and Loss Account, the proportion attributable to Wagon purchase 
being debited to an asset account opened under that title. The 
latter account wiU show an ascending balance year by year. When 
the purchase has been completed, the Wagon Purchase Account 
will show the same balance (£1,645 14s. 8d.) arrived at under the 
method first explained, 

It is optional which of the two methods is adopted, and, so far 
as the Balance Sheet is concerned, the same figure results from 
either method, viz the amount represents the net capital portion 
of the total wagon purchase payments at any particular date. 

In some cases a rough-and-ready rule is adopted in regard to 
wagon hire-purchase payments. Thus one-haK of each annual 
contribution may be capitalised, the remainder being charged to 
revenue to cover interest and depreciation Or the difference 
between the total hire-purchase price and the estimated value at 
the end of the hire-purchase period may be written off to revenue 
by equal instalments over that period. Such methods usually 
err on the side of caution — as would be the case if £250 only were 
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capitalised each year in the example given — ^bnt they are neither 
scientific nor accurate. 

Sales jtoe Defbbebd Payment by Instalments, tNOLUDiNG 
Interest. 

Transactions of this kind are not common in respect of goods 
mainly because the terms inTolyed are not so satisfactory for either 
party as those of a hire-purchase agreement. The seller parts with 
the legal ownership at the commencement of the transaction, and 
cannot reclaim the goods should the buyer default in his instalments ; 
the only guarantee for the fulfilment of the agreement is the personal 
credit of the buyer. The buyer assumes an obligation to pay the 
whole of the instalments, and is forced to keep the goods. He 
cannot determine his conta-act at an intermediate date by returning 
the goods to the seller, except with the latter’s consent, 

In practice, these transactions are generally recorded in the 
books of both seller and buyer at the cash price of the goods, i.e. 
at the present worth of the series of instalments contracted for 
between the parties. The entries necessary are upon the same 
lines as those for hire-purchase transactions. The seller treats 
the buyer as a debtor for the “ cash value,” charging his personal 
account with periodical interest at the rate assumed, and credits 
the same account with all instalments received in reduction of the 
debt. The personal account of the buyer is closed by the payment 
of the final instalment. The buyer treats the seller as a creditor 
for identical amounts, and the personal account of the seller is 
the converse of the personal account of the buyer in the seller’s 
ledger. 

The buyer must depreciate the cash price of the asset on his 
books irrespective of the fact that he is paying for it over an 
extended period. 

In the books of the seller the whole of the gross profit made 
forma part of the trading results for the period in which the scale 
was affected. Inasmuch as there is no legal right to reclaim the 
goods, the seller must make such provision for bad debts as his 
experience of this class of business proves to be advisable. 

The other methods of record, aheady explained m connection 
with hire-purchase agreements, can be extended, in case of need, 
to the record of pure instalment purchases and sales, without 
material alteration. 

Repayment op Purchase Advances by Instalments, Including 
Interest, 

Sometimes a loan is made upon a specific piece of property, in 
order to assist a would-be purchaser, and repayment is stipulated for 
in the form of a series of equal yearly or half-yearly instalments. 
These repayment instalments are adjusted to include the interest 
on the advance. On this principle a building society makes mort- 
gage advances to its members. Each loan is made for a safe propor- 
tion, usually two-thirds to three-quarters, of the value of the property 
which the member wishes to acquire. The balance' of the purchase 
money has to be provided by the would-be purchaser, and forms 
a margin for the security of tiie society. 
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From the standpoint of the building society, the aspect of thfe 
transaction is really that of a loan, which is debited periodically 
with interest at the agreed rate, and is reduced by the payment 
of the instalments as they fall due. The debit balance of the 
Illustration . — A B purchased a cottage for £400, paying £127 13s. 0d 
from his own resources, and bonowmg £272 6s 6d from a building 
society, repayable over a term of three years at the rate of £100 per annum. 
The cottage was paid for on December 31, 1934. The building society 
instalments fall due on December 31, 1936, 1936, and 1937. The rate 
of interest is 6 % per annum Show A B’s accounts, depreciating the cottage 
at 6 % per annum on the diminishing balance. 

COTTAGE ACCOUNT. 
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(Loan Account.) 


1935 
Deo. 31 
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95 
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third Instalment . . 
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0 

0 
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„ One year’s Interest 
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96 

15 

0 






0 

0 





£100 


z 


borrower’s account will, of course, disappear upon the payment of 
the last instalment. Should the borrower fail to maintaiu his 
instalments, the society can enforce its mortgage security, and realise 
the property by auction, or by private sale, and repay itself any 
balance that may be outstanding. Any surplus remaining may 
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belong to the society or to the borrower according to the terms of 
the mortgage deed 

From the standpomt of the borrower, the transaction is the 
converse of the foregoing. He pui’chasos the property from its 
owner at a stated cash price, part of which he provides out of his 
own resources, and the balance of which he obtains on mortgage 
repayable by a stated series of instalments. He therefore treats 
the purchase and the loan as separate transactions in his books, 
debiting the full cost of the property to a propert;^ account (to be 
suitably depreciated) and crediting the amount of the loan to the 
building society’s account, to be repaid by instalments. 

Income Tax.- — ^The hire-purchase of railway wagons and their 
treatment for the purpose of Income Tax has been made the subject 
of an official note by the Inland Hevenue Authorities. The method 
of treatment which is officially approved is the cash value method, 
the hire-purchaser obtainmg from the seller a certificate of the price 
at which he would sell the wagons outright for cash, and the differ- 
ence between this cadi value and the total instalments payable 
being “ treated as hire and allowed in equal annual amounts spread 
over the term of the agreement.” 

If no certificate from the seller of the cash price is available, 
the value is allowed to be “ computed from the aggregate amount 
payable under the agreement on the basis of a 5 % interest table.” 

Wear and Tear is also allowed on the cash value at a rate to 
be settled by agreement or by appeal, and the cost of reconstruction, 
and all renewals of parts, are allowed as repairs, except in so far 
as the expenditure may constitute an extension. Where wagons 
with dead ends are improved by the addition of spring buSers, 
£6 per wagon is to be added to the capital value of each wagon 
(and depreciated) and the balance of the cost of conversion is allowed 
as a loss. 

Where wagons m the course of hire-purchase are “ re-finanoed ” 
— i.e surrendered in order to obtain a cash payment and re-hired 
on a new hire-purchase agreement for a fresh period — ^the old allow- 
ances for hire ceases and a new allowance for hire begins, but the 
old allowance for Wear and Tear continues without reference to 
the new agreement. 

Depreciation. — ^This matter is dealt with at pp 728-9. 

Royalty AccotrNTS. 

Definition. — The term “royalty,” as employed in commerce, 
expresses a payment, somewhat of the nature of rent, made for the 
right to use certain classes of productive property. The most 
common instances are patent rights, mineral rights, the rights to 
publish or reproduce literary compositions, to perform stage plays 
or music, and to reproduce works of ait. In every ease payment is 
made to the owner of the rights in question. The owner’s property 
m the rights usually deteriorates in value by effluxion of time. 

From the standpoint of the recipient, royalties are income, 
but they are not entirely income. The return of a proportion 
of capital must be regarded as embodied in each payment, because 
a time usually arrives when the rights themselves cease to be of 
value. This is especially the case with mineral royalties. In 
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cases where royalties received are made the subject of accurate 
book- keeping, a sinking fund should be provided, out of current 
receipts, for the ultimate redemption of any capital invested in 
them. 

Royalties are usually business expenses from the standpoint 
of the payer, and, as such, their record calls for no special treat- 
ment. Mineral royalties, however, are an exception to this rule, 
and as agreements entered into between the owner and the lessor 
of mining rights usually embody special features, the book-keeping 
records must be adapted accordingly. 

Basis of Calculation. — ^Most forms of royalty are calculated 
on the basis of the payment of an agreed sum of money in respect 
of each use of the rights conferred, e.g upon each article manufac- 
tured under patent rights, or each occasion upon which a stage 
play is performed, or a book or piece of music is sold. Mineral 
royalties are usually based upon an agreed sum of money for each 
unit of mineral extracted, e.g 6d. per ton on every ton of coal won 
from a specified area or seam. 

Mineral Royalties. — In the case of mineral rights, certain 
additional stipulations are frequently inserted in the agreement 
between the parties, in order to secure equitable treatment amidst 
the uncertainties and vicissitudes tp which mining operations are 
subject. 

When granting a lease of a coal-bearing area upon a royally 
basis the landowner almost invariably stipulates for the payment 
of a fixed minimum sum in every year. If he did not so protect 
his interests it is conceivable that the lessee might fail to exploit 
the mine to the best possible advantage, and, as a consequence, 
the income of the landlord would suffer. The amount so agreed 
is called Minimum, Dead, or Fixed Rent. 

Minimum, Dead, or Fixed Rent. — This must be paid whether 
minerals be won or not, but if the agreed royalty on the tonnage 
basis exceeds the minimum rent, the royalty" is payable in lieu of 
such rent. When new collieries are in course of development, 
the minimum rent clause, if unqualified, is occasionally found to 
operate adversely to the tenant during the earlier years of the 
lease. During these years, the tenant is engaged in sinking shafts 
and driving roads to open the coal scams, and the output of coal 
is sometimes meagre, notwithstanding which the aimual minimum 
rent is payable to the landlord. In order to make the bargain 
more equitable, it is usually agreed between the parties that, 
during a limited time, the tenant may claim for Short-workings . 

Short -Workings. — This term is used to express the difference 
between the amount by which the actual royalties payable in respect 
of the output on the agreed basis for a period given fall short of 
the minimum rent fixed by the lease. In other words, if the 
minimum rent payable to the landlord is larger than the royalties 
the excess is termed short-workings. A special clause is usually 
inserted in colliery leases which entitles the tenant to recoup 
himself for short-workings if and when the royalties payable exceed 
the minimum rent. 
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Illustration . — ^If the output of a colliery for the firat.year is 10,000 tons 
and the ipyalty payable is 6d. per ton, with a minimum rent of £500 
per annum, the short-worlungB for the year would apiount to £260 — ^i.e. 
£500 (minimum rent) minus £260 (royalty at 6d. per ton on 10,000 tons) 
= £250. If the output of the second year amounted to 30,000 tons, 
the normal royalties payable would be £760 ; but if the lessee is entitled 
to “ recoup ” the short-workings of the previous year, amounting to 
£260, he would only pay the landlord the minimum rent of £500. 

As a general rule, the privilego of recouping short-wor longs exists 
for a limited time only, and is usually confined to the first three or 
five years of the lease. Any short-worhings not recouped within 
the specified time are irrecoverable. 

These considerations, of course, afiect the book-keeping of the 
colliery, and need special treatment which may perhaps be best 
explained by a typical illnstration. 

Illustration . — The lease of a colliery is granted upon the basis of a 
royalty of 6d. per ton on the coal raised, subject to a minimum rent o{ 
£1,000 per annum ; the tenant has power to recoup short-workings during 
the first five years of the lease, but not afterwards. 


The output is as follows : — Tons 

(1923) first year 20,000 

(1924) second year 30,000 

(1925) thiid year 36,000 

(1926) fourth year 45,000 

(1927) fifth year 60,000 

(1928) sixth year 100,000 


It Will be seen that the minimum rent of £1,000 is the equivalent 
of the royalty of 6d. per ton on 40,000 tons. 

In the fii-st year, the tonnage royalty would be £600, but the 
minimum rent of £1,000 is paid under the lease, the difference 
between the two (£500) constitutes short- workings which the tenant 
trusts to be able to recoup in later years when the colliery is fully 
developed. 

In the second year, the tonnage royalty would be £760, but 
the minimum rent of £1,000 has to be paid ; the difference of £260 
between the tonnage royalty of that year and the minimum rent 
forms further short-workings, and is added by the tenant to the 
£500 he already has to recoup, if possible, in later years. 

In the third year, the toimage royalty would be £876, but the 
£1,000 is paid and £125 is added by the tenant to his short- 
workings : the latter now amount to £875. 

In the fourth year, the tenant begins to he able to recoup 
his short-workings payments of the earlier years. The tonnage 
royalty would be £1,125 (6d. per ton on 45,000 tons), but the tenant 
claims to offset against this £125 of his short-workings, and only 
to pay the minimum rent of £1,000. The tenant’s recoupable 
short- workings are then reduced to £750 

In the fifth year, the toimage royalty would be £1,250, but 
the tenant claims to recoup a further £260 of his short- workings 
and to pay again the mmiinum rent of £1,000, and so his short- 
workings are thereby reduced to £600 Since the period for recoup- 
ing short-workings is limited to the first five years of the lease, 
the tenant will never be able to recover this £600 ; and, if it has been 



ROYALTY ACCOUNTS 737 

held up on his hooks in earlier years, it must bo written off as a 
loss to his revenue account. 

In the sixth y'ear, the full royalty of 6d. per ton on the output 
is payable (£2,500). Had this improved output come in the fffth 
year instead of the sixth, the tenant would have been able to recoup 
the rest of his now irrecoverable short-workings ; the fact that he 
is not able to do so is, of course, one of the hazards inseparable 
from any form of mining. 

The principle followed in recording these facts m the tenant’s 
books is as follows : — 

Book-keeping Buies. — The tenant’s Profit and Loss Accomit 
must be debited each year, in any case, with the tonnage royalty 
on the actual output for the year. The royalties paid in earlier 
years representing “ short-workings ” may be treated as an asset 
so long as there is a reasonable probability that they will be recouped 
in later years. Should this probability be unrealised, they must 
be written off to the Profit and Loss Accoimt of the undertaking. 
When in the later recoupment years the royalties paid are less 
than the tonnage royalty for the year, by reason of the recoup- 
ment of previous years’ short-workings, it is still the tonnage 
royalty upon the actual year’s output that becomes chargeable 
to Profit and Loss Account. Where short-workmgs acciunulate 
as an asset and eventually become irrecoverable, they must be 
written off g,s a loss. The question as to whether it will be 
possible to recoup the short-workings existing at any given date 
before the limit of time for doing so expires, is, in every case, one 
to be decided by the responsible engineer in charge of the property, 
or by an independent expert. It is advisable, however, to err on 
the side of caution in upholding short-workings, since coal-mining 
is never free from the element of uncertainty. In this example, 
it is assumed throughout that reliable expert opinion contemplated 
the eventual recoupment, within the five years, of all the earlier 
years’ short-workings ; otherwise it would have been inadmissible 
to hold them up as an asset in the manner shown. 

First Year . — The Profit and Loss Account is debited with the 
actual tonnage royalty upon output (£500) ; Short-worldngs Account 
(an asset accomit) is debited with the £600 short-workings ; the 
items, forming together the minimum rent of £1,000, are credited 
to the landlord’s personal account, and paid to him in cash. 

Second Year . — ^The Profit and Loss Account is debited witfi the 
actual tonnage royalty upon output (£760) ; Short- worlongs Account 
IS debited with a fm’ther £250, raising it to £750, the landlord’s 
pensonal account is credited with the two, items, forming the 
mmiraum rent of £1,000, which is paid to him in cash. 

Third Year . — The Profit and Loss Accoimt is debited with the 
actual tonnage royalty upon output (£875) ; Short-workings 
Account is debited with another £125 ; and the two items, 
forming together the minimum rent of £1,000, are credited to the 
landlord’s personal account, and discharged in cash. 

Fourth Year (First year of recoupment). — ^The Profit and 
Loss Account is debited with the actual tonnage royalty upon 
48 
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oiitput (£1,126), and the landlord’s personal account is credited 
with this amount. In order to reduce the landlord’s credit balance 
to the £1,000 minimum rent payable, a transfer of £125 is made 
from the Short-workings Account to the debit of the landlord’s 
account, and the £1,000 then standing to his credit is discharged 
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in cash. The short-workings (asset account) balance is thereby 
reduced to £760. 

Fifth Year (Second and final year of recoupment). — The Profit 
and Loss Account is debited with the actual tonnage royalty 
upon output, £1,260, and the landlord’s personal account is 
credited with this amount. In order to reduce the landlord’s credit 
balance to the minimum rent of £1,000 payable, a further transfer 
of £250 is made from Short-workings Account to his debit, and 
the resultant balance of £1 ,000 in his favour is discharged in cash. 

By this transfer, the balance of the Short- workings Account has 
been reduced to £500. But now no further sum can be recovered, 
and the £500 must consequently be written off as a loss. The 
management have been over sanguine as to the eventual recoupment 
of all the short-workings within the period allowed, and it would have 
been better had a proportional part of the item been written off 
in earlier years. 

Sixth Year . — The Profit and Loss Account is debited with the 
actual tonnage royalty on output (£2,500) and the landlord’s 
personal account is credited with a like sum. As there is no longer 
any power to recoup short-workings, this amount is paid him 
in cash, The accounts are as stated at pp. 738-9. 


EXAMINATION QUESTIONS. 

1 , Explain -what you understand by a hire-purchase agreement. Show 
how the books of a furniture dealer, selling goods on the hire-purchase 
system, should be kept, and insert a few typical entries in the various books 
which you name. 

Show on what principles the Trading Account and Balance Sheet of a 
business of this kind should be constructed. (Incorporated Acoountanta.) 

2. A gas company deals in stoves on the hire-purchase system. On 
January Ist A purchased a stove from the company for 60s., to be paid 
by twelve equal quarterly instalments of 4s. 7d. each. 

The stove cost the gas company 37s. 8d. 

The four quarterly instalments payable in the first year were duly received 
by the company. 

How should these transactions appear in the company’s Ledger, so that 
the year is credited with its proper proportion of the profit earned ? (The 
question of depreciation can bo disregarded). (Chartered Accountants.) 

8. On March 1st the B. S. Coal Company obtained wagons on the hire- 
purchase system. The price of tho wagons was £1,160. Payment was to 
be made, as to £160 down and as to the balance at £200 per year with 6 % 
interest. 

The B. S. Coal Company write off 10 % depreciation each year, 

Construct the necessary Ledger accounts in the books of the company, 
showing in detail the entries. (Incorporated Accountants.) 

4 . If a company hires wagons or other property on the purchase 
system, by which they become the absolute property of the company after 
a fixed number of payments, would you apply the annual payments to 
increase the value of the item “ Wagons,” or how otherwise ? (Chartered 
Accountants.) " 

6. A colliery company acquires 100 railway wagons on the hire-purchase 
system. Payment has to bo made by annual instalments to include principal 
and I interest. Pending the payment of the final instalment, how will you 
treat the Wagon Account in the books, and show this asset of the company 
from year to year 1 (Chartered Accountants.) 
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6. In the accounts of a firm purchasing wagons or other plant on the 
hire system, under agreement that the payments should extend over a 
period, how would you deal with the annual payments to the vendors m 
the Balance Sheet and Profit and Loss Accounts of the purchasing company ? 
{Gharterad AccountanU . ) 

7. Ought depreciation to be charged to revenue in respect of (hire- 
purchase) wagons not yet the property of a company, and, if so, upon what 
sum ought it to be calculated ? (Chartered Accountants.) 

8. A colliery company hires 100 wagons on the deferred-purchase 
system over a term of seven years, the rent being payable by quarterly 
instalments of £200, with an addition for repairs of £2 per wagon per 
annum Assuming the wagon company’s charge for interest on the cash 
price of the wagons to be 5 % per annum, make the Journal entries for the 
first year necessary to apportion the quarterly payments between Capital 
and Bevonue, (Chartered AcoourOants ) 

9. In tho case of collieries, explain the difference between rents called 
according to locality “ oertam,” “ minimum,” or “ dead rents,” and 
“ tentail,” “ royalty,” or “ acreage rents ” ; and in what way rents of the 
first-named order overpaid, but subject to merging in rents of the second 
order, should be treated in the Balance Sheet. Explain also, when wagons 
are held on the “ Hire and Purchase ” system, how these would be treated 
in the colliery books. (Chartered Accountants.) 

10. Explain briefly, by means of pro-foi-ma examples, how “ royalties ” 
and “ short-workings,” arising out of a mining lease, are dealt with in the 
books of the lessee of a colliery. (Royal Society Arts.) 

11. Define “ dead rent ” and “ short-working ” in tho case of a colliery. 
In what circumstances is it proper to uphold the latter in the Balance Sheet 
as an asset ? How would you estimate its value ’ (Chartered Accountants.) 

12. Tho leape of a colliery contains a clause which gives power to recoup 
short-workings over a term of years 

What IS meant by this concession ? 

What are your duties, as auditor, with regard to the treatment of short- 
workings in the annual accounts of the colliery ? (Chartered Accountants ) 

13. A clause in the lease of the Blackflelds Colliery Company gives power 
to recoup short-workings over a term of four years. 

What is meant by this concession ? 

Draft specimen entries showing how the accounts of the colliery would 
be affected, assuming that the clause became operative at the close of the 
first year’s working. (Royal Society Arts.) 

14. In the case of a colliery, what evidence would you call for with respect 
to charges for dead rents, tentail rents, or acreage rents, in order to be 
satisfied that all such charges were brought in and dSy entered in the books ? 
(Chartered Accountants.) 

15. The following item appeared amongst the ossets of a colliery company 
of which you aro the auditor : Short-workings, £2,868. 

Explain its meaning, and state whether, and on what conditions, you 
would allow it to be treated as an asset. (Chartered Accountants.) 

' 16. A lead mine is leased by A to B for a period of years at a dead rent 
of £300 per annum, merging into a royalty of 10s. per ton. on all ore gotten. 
In the first five years this tonnage is as follows : First year, 968 tons ; 
second year, 234 tons ; third year, 616 tons ; fourth year, 430 tons ,• fifth 
year, 28 tons. B pays on account in the first year £300, and in the .second 
year £50 (and has made no further payments to A during the five years). 
Prepare the necessary personal and nominal accoimts in B’s Ledger, showing 
these transactions, and bringing down balances, if any. (Incorporated 
Accountants ) 

17. The Coal Mine Company, Ltd , took a lease of a colliery from G. Kisoh 
for 99 years from September 29th, at a groimd rent of £60 a year, payable 
half-yearly, and a royalty of 6d. per ton, with a minimum royalty of £80 a 
year, payable half-yearly. During the first year the Company raised 2,600 
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tons, and during ttie second year ended September 29th, 4,000 tons. The 
several amounts to G. Risch were paid twenty-one days after becoming due. 
Write up both Personal and Nominal Acoounts, and balance them at the 
end of each year. (Ohartered Accountants.) 

18. The Goaley Colliery Company, Ltd , pay a royalty to a ground land- 
lord of 9d. per ton of coal raised, with a minimum of £1,200 per annum, with 
power to recoup ^ort-workings. In 1929 they raised 20,000 tons ; in 1930, 
30,000 tons ; in 1931, 44,000 tons. How would you deal with these items 
year by year in the Profit and Loss Accounts and Balance Sheets of the 
company ? (Lancashire and Oheslvire Institutes.) 

19. What are the duties of an auditor with relation to the accounts of 
coal and mine owners on the one hand, and lessees of coal and other minerals 
on the other hand, and what steps would you take to ensure that the interests 
of both are protected ? (Ohartered Accountants.) 

SO. Explain the following terms in connection with royalty acoounts ! 
Dead Bent, Short -worldngs, Bedeemable Dead Bent, Surface Bent, Footage, 
Acreage, Tentail, Minimum Bent. (Centtal Association Accountants.) 

21. In auditing the accoimts of lessees of minerals, what evidence would 
you require as to the several responsibilities of the lessees ; and would you 
call for any, and what, proof that the charges against profit and loss for 
minerals worked were correct beyond the return of the lessees’ engineer 
or mineral surveyor t (Chartered Accountants.) 

22. A coal company has a lease of an area of coal, and also owns an area 
of freehold coal. What steps should you take to ascertain that Bevenue 
was bearing its proper annual charge in respect of the coal got ? (Ohartered 
Accountants.) 

23. A colliery company obtained a lease of a coal mine at a dead rent 
of £500 per annum, merging into a royalty of 6d. per ton, with power to 
recoup short-workmgs. The output for the first four years was as follows : 
let year, 10,000 tons; 2nd year, 16,000 tons; 3rd year, 30,000 tons; 4th 
year, 60,000 tons. Show the entries in the books of the company bringing 
down the balances at the close of each year. (Central Association 
Accountants.) 

24. The Hard Coal Colliery Company, Ltd., agreed to purchase from 
the International Wagon Company, Ltd., 100 railway wagons, at the price 
of £60 per wagon, paymg for the same by half-yearly instalments of £300, 
such instalments to include interest on the unpaid purchase money at the 
rate of 7 % per annum. 

The date of the purchase was January 1st, and the first half-yearly 
instalment was due July 1st. 

Write up the Hard Coal Colliery Company’s Account in the wagon 
company’s books for three years, and also write up the Wagon Account 
in the colliery company’s books for the same period. (Chartered Accountants.) 

26. A colliery company acquires a lease of a mineral area for a term of 
sixty years at a minimum certain rent of £600 per annum, merging into a 
royalty of 6d. per ton on coal worked in periods, each of three years. 
Assuming the royalties on coal worked during the first year amounted to 
£100, in the second year £400, and in the tliird to £700 (leaving £300 of 
certain rent forfeited), make Journal and Cash Book entries, and post to 
Ledger accounts on the basis of the first two years’ ront having been 
paid at the end of each year, and the rent of the last year being unpaid, 
showing the amount chargeable to Brofit and Loss in each year. (Ohartered 
Accountants ) 

26. The Maes-y-Gwyn Colliery Company, Ltd., took, on January 1st, 
upon leaso from the landlord (Evan Ap Thomas, Esq , J.P.) a coal- 
bearing area upon the following terms, viz. a minimum rent of £300, merging 
into a royalty of 6d. per ton, with power to recoup “ short-workings ” over 
the first three years of the lease. 

The annuel output of the colliery was as follows : first 5 Bar, 5,000 tons ; 
second year, 11,000 tons ; third year, 14,000 tons ; fourth year, 20,000 tons. 

Show the Landlord’s Boyalties and Short-workmgs Accounts as they 
would appear in the company’s books. 
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a?. A colUory is worked under a thirty years’ lease at a royalty of 8d. 
a ton, with a rnmimuni j^early rent of JC1,000, with power to recoup short- 
woi'kinga In the first year 25,000 tons are worked ; in tho second, 26,500 ; 
in the third, 24,500; in the fourth, 31,000; and in the fifth, 30,500 tons 
How would you deal with the respective years’ royalties, both in Profit 
and Loss and in tho Balance Sheet ? (Oliartered Accountants.) 

28. The Pontyfiraith Colliery Company, Ltd., took from the Earl of 
Landore a lease of a ooal-bearmg area for a period of twenty years, from 
January 1st, upon the terms of a royalty of 0d. per ton upon the output, 
with a minimum rent of £200 per annum, and with power to recoup short- 
workinga over the first four years of tho lease. 

The annual outputs for the five years following the granting of the lease 
were as follows : first year, 6,000 tons ; second year, 8,000 tons ; third 
year, 10,000 tons ; fourth year, 10,000 tons ; fifth year, 12,000 tons. 

Show the Royalties, Short-workings, and Landlord’s Ledger Accounts as 
they would appear in the books of tiie Colliery Company. 

29. On January 1st, James Fincham became tho lessee of a challr pit on 
the terms of paying a minimum rental of £1,000 per annum, mergmg in a 
royalty of 4d. per ton. The output in the first year was 30,000 tons, m the 
second year, 40,000 tons, and m the third year, 70,000 tons. Show how you 
would treat the royalty and rental m James Fmcham’s books, the lease 
providing that minimum rent not merged in royalty could be deducted out 
of future royalty in excess of the minimum on the footing that James 
Fincham would in the course of five years have increased the output to 
at least 300,000 tons. (Qhaitered Accountants) 

30. A landlord leased his oollieries to a company for thirty years at a 
dead rent of £600 a year, merging into a royalty of 6d. a ton, with power 
of recoupment over the period of the lease. 

The company’s output for the first seven years was as follows : 
First year, 6,000 tons ; second year, 16,000 tons ; third year, 20,000 tons ; 
fourth year, 24,000 tons , fifth year, 26,000 tons ; sixth year, 26,000 tons ; 
seventh year, 24,000 tons. 

How will these workings be shown in the annual Profit and Loss Accounts 
and the Balance Sheets of the company ? {Chartered Accountants ) 

81. The Northern CoEiery Company, Ltd,, took a lease of a coal mine 
for a period of twenty years from January 1st. Under the lease a 
royalty of 6d. per ton upon the output was payable, with a minimum rent 
of £400 per annum, with power to recoup short-workinga over the first five 
years of the lease. 

Show the Royalty, Short -workings and Landlord’s Accounts m the books 
of the colliery company, assuming ttiat the annual outputs for the first five 
years of tho lease were : first year, 10,000 tons ; second year, 16,000 tons ; 
third year, 17,000 tons ; fourth year, 18,000 tons ; fifth year, 20,000 tons. 
{London Chamber Commerce.) 

33. The R Colliery Company, Ltd., leased a property from A at a royalty 
of la. 6d. per ton, with a minimum rent of £2,000 per annum. Each shear's 
excess of minimum rent over royalties is recoverable out of the royalties of 
the next five years. 

In the event of a strike and the minimum rental not being reached, the 
lease provided that the actual royalties earned for the year discharged all 
rental obl’gations for that year. 

The results of tho working were as follows- First year of tho Company, 
ended December 31st, actual royalties, nil; second year ended December 31st, 
actual royalties, £650; third year ended December 31st, actual royalties, 
£1,850, fourth year ended December 31st, actual royalties, £2,260; fifth year 
ended December 31st, actual royalties, £2,800; sixth year ended Decem- 
ber 31st, actual royalties, £3,500; seventh year ended December 31st (strike), 
actual royalties, £1,900; eighth year ended December 31st, actual royalties. 
£3,000. 

Write up the Minimum Rent Account and the Royalties Account, showing 
the amoimt charged to Profit and Loss Account each year. {Chartered 
Accountants.) 
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33. Lund & Co., Ltd., leased from Lord A for fifty years from Sep- 
tember 29th oertain lands for mining purposes at a surface rent of £40 a year 
and a royalty of 6d. per ton on the minerals raised. The minimum annual 
payment for royalty was fixed at £200, any deficiency m tonnage of one 
year to be set ofl against the tonnage of a subsequent year. During the 
first three years the quantity of mmerals raised was : First year, 4,000 
tons : second year, 9,000 tons ; third year, 14,000 tons. There was paid 
to Lord A in the first year £240 and in the second year £240. Make out 
both personal and nommal accounts from the above figures, and show the 
balance due for the third year. (Ghartered Accountants.) 

34. A colliery company took a lease of a coal-bearmg area for a period 
of twenty years from January 1st, upon the terms of a royalty of Gd. 
per ton upon the output, with a mimmum rent of £400 per annum, with 
power to recoup short-workings over the first four years of the lease. 

You are required to show the Royalties, Short-workmgs and Landlord’s 
Accounts in the books of the colliery company, assuming the output for 
the first six years of the lease to be as follows : first year, 6,000 tons ; 
second year, 8,000 tons ; third year, 16,000 tons ; fourth year, 20,000 tons ; 
fifth year, 18,000 tons ; sixth year, 16,000 tons. {Ghartered Accountants ) 

38. A and B, colliery proprietors, take a twenty-one years’ lease at a 
dead rent of £600 per annum, mergmg into a royalty of Is. a ton. The 
dead rents are recoverable out of royalties paid within five years 800 tons 
were raised the first year, 4,600 the second year, and 75,000 the third year. 
100 colliery wagons were purchased on the hire-purchase system, by which 
the wagons, at the end of ten years, heoamo their absolute property in con- 
sideration of 16 b. a month for each wagon. It was assumed by the firm 
that each wagon would be worth £40 at the end of the ten years. Show 
the Ledger accounts for Dead Bents, Royalties, Furchase of Wagons for 
the first throe yeara (Ghartered Accountants.) 



CHAPTER Xin 
Store and Cost Accounts 

Store-keeping and Stock Accounts. 

Preliminary to dealing witli the question of cost accounts, it is 
necessary to devote attention to store-keeping records. The 
word “ stores ” in this connection means the raw materials or 
other articles used in manufacturing goods or carrying on a 
business, but not goods held in stock for sale purposes. There can 
be no satisfactory costing system unless there are accurate and 
systematised records of all stores received and issued. In every 
business it is essential to maintam a proper check upon the 
numerous items passing in and out of stock which are covered 
by the somewhat vague title “general stores.” Indeed, in a 
manufacturing business, such records are vital, as the counting 
house is dependent upon the factory for much of the information 
required for pricing and invoiemg goods sold or work done. The 
value of the work of the costing department is also largely 
dependent upon the accuracy of the store-keeper’s records. 
Slackness or inefficiency in keepmg stores will have far-reaching 
effects. 

An Efficient Store-keeping System, — ^The raw materials employed 
in different businesses are so diverse in character that it is 
impossible to frame hard-and-fast store-keeping rules, or to submit 
rulings capable of miiversal adoption. All that can be attempted 
is to outlme the main principles applicable to all store-keepmg 
records. The first essential is that the store-keeper should be 
trustworthy and capable, and the second that the recording system 
should work correlatively with the costing and financial records 
of the business, and provide an efficient chedc upon all goods 
entering and leaving store Most of the time of the store-keeper 
is usually occupied in loolang after the goods m his charge, and 
for this reason the system should be as simple, and the books 
as few in number, as possible. In all cases the actual stores ledgers 
should be written up by a member of the counting-house staff, 
and not by the store-keeper. These ledgers should be designed 
to show the quantities of the various materials which should be 
in store at any time, and periodical stocktakings should be made 
to test the accuracy of the stock in hand 

The materials in stock are recorded on separate cards attached 
to each bin, sack, shelf or locker, and the store-keeper will note 
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particulars of all goods received into, or withdrawn from, stock 
on these cards. Simple forms of cards are illustrated below. 


BIN OB LOCKEB OABD. 

No. of Bin Where kept 

Nature of Goode Iiiinit ; Maximum 

Minimum 


Stock Eeceived. 


BIN OB LOCKEB CABD. 

Department. 

Bin No Description 



Note — ^T his card is suitable to t^ttaoh to bins or lockers prior to stock. 
taking It is particularly helpful for stocktaking purposes in oase.s where 
a count can take place a few daj's beforehand. On the actual day of 
stocktaking individual checks or tests are made here and there, and the 
cards are collected and dealt with in the office. 

These cards are totalled periodically, and agreed with the balances 
shown in the Stores Ledger. Discrepancies disclosed at these 
halanoing periods must be inquired into at once. This is often 
a tedious task, hut to delay mvestigation is fatal. When the 
stock of any particular material is running low, the store-keeper 
must send a formal requisition to the ordering and buying 
department. Tn no circumstances should he be empowered to 
order goods direct. The store-keeper should record particulars of 
all his requisitions in a Stores Purchases Book, a suitable ruling 
of which is shown at p. 747. I^iH particulars of the actual quan- 
tities of goods received should he recorded against the requisitions. 
It is not wise to hand the invoices for the goods to the store- 
keeper, lest he should be tempted to avoid the trouble of an 
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independent count and assume that the invoice quantities are 
correct. The invoices should be cheeked in the counting-house 
against the “ goods received ” records in the Stores Purchases 
Book, and deficiencies should be referred to the suppliers of the 
goods. In some instances the store-keeper will receive goods 
which he has not requisitioned, the buymg department having 
ordered special materials for particular jobs or contracts direct. 
These goods will be recorded by the store-keeper in the Stores 
Purchases Book, and their arrival notified to the office. In some 
cases the store-keeper may receive partially or completely manu- 
factured goods from the works, and these may be conveniently 
recorded in a separate “ Stores Received ” book, ruled in a similar 
manner to the Stores Purchases Book, 

Issue of Goods from Store. — ^No goods must be issued from 
store except agamst a properly completed requisition form, 
Carbon duplicate books of requisition forms are sometimes supplied 
to foremen, and afford a useful record of stores requisitioned. 
Similar books are issued for credit slips. These requisition forms 
require careful scrutiny, as the accuracy of the eventual charging 
up of the job or contract will depend upon the care with which 
the particulars are recorded. The requisitions must be signed by 
the foreman requiring the goods, and must state the quantity 
required and the order number of the job or contract for which 
it is to be used. Stores remaining “ over ” from any job or contract 
should be entered by the foreman on a credit slip and returned 
to the store-keeper, who must treat them as ,an entirely fresh 
receipt of stores. Stores or materials issued for use in the works 
(e.g. oil, grease, etc.) should be noted as issued to the department 
concerned, and, if needed for machmery repairs, the shop number 
of the machine should be entered. IVom this information the 
proper manufacturing charge will be eventually formulated. All 
goods issued should be recorded in the Stores Issued Book, a 
ruling of which appears at p. 748, In some cases it may be con- 
venient to duplicate this book to some extent under various 
headings to avoid subsequent analysis work. Where the work is 
heavy, the store-keeper’s books may conveniently be duplicated 
for alternate days or weeks to enable the stores clerk to keep 
pace with his work. Materials purchased for special contracts or 
jobs do not remain long with the store-keeper, and may, if desirable, 
be recorded in a separate book. On p. 748 a useful form of 
Summary of Stores Issued is given from which postings to the 
Stores Ledger are efiected. In some cases it may be advantageous 
to record the issues for repairs, or for factory or shop use, in 
a special Abstract of Stores Book, a rulmg of which is given 
at p. 760. 

The Stores Ledger. — ^The duty of posting this book should be 
undertaken by a member of the coxmting-house staff (“ costs 
clerk ” or “ stores clerk ”) He will analj^e the information 
contained in the store-keeper’s books, requisitions, credit slips, 
invoices, etc., and post the Stores Ledger therefrom. A simple 
ruling of a Stores Ledger is given at p. 751. It will be seen on 
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reference to this ruling that the Ledger accounts are. designed to 
show the number or weight of any item of stores which should 
be in stock. The balances shown in the Stores Ledger should 
agree with the balances shown on the cards attached to the bins 
or lockers as described above. One of the chief objects of the 
Stores Ledger is to provide a financial check upon the stores 
purchased and issued The basis upon which this Ledger is 
opened is that of the stocktaking at the close of the last financial 
period. A separate ledger opening is provided for each stock 
item of importance, whilst one or more general accounts are 
utilised to collect the less important items. It is generally advan- 
tageous to record at the head of each account the maximum and 
minimum of the stock of each item allowed and required 
respectively. When the minimum has been reached, notice should 
at once be given to the ordering department. At the periodical 
stocktakings for checking purposes, the records of the store-keeper 
are necessarily dealt with as quantities or weights, The stores 
clerk, however, has to deal with values also when costing jobs 
or contracts. Theoretically, these records should balance with 
those of the financial books, but, in practice, they rarely do. The 
margin of discrepancy should not, however, be large, if care is 
exercised by the stores clerk when compiling his figures. In 
addition to affording a check upon the store-keeper, and indicating 
the stock of any particular article m hand, the Stores Ledger also 
shows the position of the article m the warehouse, and greatly 
simplifies the task of the ordering department and of stock- 
taking. The employment of the card-index system in place of the 
older forms of Stores Ledgers is growing in popularity. 

Cost Accounts. 

It is unnecessary in view of modern business conditions to 
emphasise the need for accurate cost accounting. Whereas, prior 
to the war, cost accounting was regarded as a necessary nuisance, 
it is now recognised to be of the first importance ; and praotically 
every manufacturing firm, in the country to-day has adopted 
accounting 'methods enabling aocm’ate cost accounts to be kept. 
The great changes in maniifacturing expenses resulting from the 
war have rendered pre-war costings useless, , and made it more 
difficult, and at the same time more necessary, to keep costing 
calculations abreast of tlie constantly changing conditions. 

The object of cost accounts is to enable a manufacturer to 
ascertain the actual cost, direct and indirect, of each article, ton, 
or other unit he manufactures, or of each job, process or contract 
he estimates for or completes. In most cases it is impossible to 
arrive at absolutely exact results, but close approximation to 
accuracy should be possible ; and though cost accounts are quite 
distinct from the financial aecoimls, yet reconciliation between 
the two independent sets of results should he aimed at. No 

S osting from the one set of books to the other should take place, 
ut both sets of records should he so designed that periodical 
coi^parisons may be made. In the' limited S2)ace available in a 
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general text-book, it is impossible to attempt more than a brief 
explanation of general prmciples, relieved 'wiicre possible by 
practical illustrations. Having acquired the basic principles of 
costing, the student should be able to apply them to the exigencies 
of any business with the technical requirements of which he is 
familiar The principles underl3dng all systems of costing are 
identical, but the application of those principles varies with the 
class of undertaking 

Advantages of Cost Aecoimtiag.— A proper system of cost 
aocountmg enables a manufacturer: — 

(а) To ascertain the actual cost of production of any article, 
process, or job, or the output of a department , to analyse and 
classify the constituents of such cost, and to regulate selling 
prices accordingly 

(б) To base estimates and tenders upon actual past experi- 
ence of cost ; to compare the results of trading periods, and the 
cost of diSerent methods of manufacture, or the employment 
of different lands of material and classes of labour ; to ascer- 
tain what effect an increase in wages or a reduction of working 
hours has upon the cost of production. 

(o) To locate weak points in his factory system and to 
eliminate processes which are inefficient or extravagant To 
find out the departments or articles of manufacture that do 
not pay, and generally to locate profit and loss. In the absence 
of accurate costing records, the manufacturer may be making 
considerable profits in one department and, without knowing it, 
be losing a large part of them in some other department. 

{d) To obviate theft, waste of time or material, incapable 
management and inefficient workmanship. 

(e) To assist in fixing reliable values when stocktakmg. 

Systems of Cost Accounting. — Costing is so closely interwoven 
with actual factory administration that it is impossible to 
stereotype any particular system even for all businesses in the 
same trade. The student who desires to specialise m the subject 
has a wide choice of text-books at his disposal. A convenient 
series is published by Messrs. Gee & Co. in the “ Accormtants’ 
Library.” In this series of volumes the subject has been divided 
as follows : — 

Multiple Coating . — “ A system applicable to undertakings 
where a number of products are involved, bearing little or no 
relation to one another in cost or selling price, and in which the 
manufacture is organised to a high degree of specialisation in 
parts.” Examples are cycles, boots, small tools, furniture, 
hosiery, and similar products, the parts of which are standardised 
to a high degree. The manufacture of such things necessitates 
constant and regular processes and involves repetition. It will 
be obvious that it would not bo practical to take, say, a single 
pocket-knife and cost the different parts separately. The costing 
system is designed to deal with the separate processes in each and 
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every stage so as to arrive at tiie total cost for a given, number 
of articles. 

Terminal Costing. — ^This method is applicable to xmdertakings 
where definite contracts are entered into and completed, e.g. the 
building of a bridge or a ship, and is suitable for Engineers, Con- 
tractors, Builders, etc. By carefully tabulatmg every expense in 
material and labour, and charging each contract account with its 
proper proportion of shop or works charges and general oncost 
e25)enses, a figure of cost will be arrived at capable of comparison 
with the actual price received for the job or contract. If these 
industrial accounts are accurately kept, the aggregate result shown 
should agree with that of the financial ]Eb:ofit and Loss Account. 
But that is a consummation seldom achieved ! 

Single Costing. — This is applicable to undertakings where there 
is a natural unit of cost, e.g. per barrel or per ton, and is suitably 
employed for Breweries, Collieries, Mines, Quarries, etc. 

Process Costing, — ^This system is applied to undertakings con- 
cerned with the conversion -of material, and where valuable by- 
products result from the manufacture of the principal article, as 
in the case of Chemical industries. Tanneries, etc. 

Operating or Working Costing. — This method is applied to 
Bailway, Tramway, Electric Light, Gas and Water undertakings, 
etc,, where the ordinary books of account contain, in themselves, 
the data necessary for costing the unit concerned. 

Difficulties of Devising a System. — ^The above division of the 
subject is useful, though perhaps somewhat arbitrary considering 
the difficulty of classifying modem enterprise with such precision. 
The chief obstacle confronting the practical accountant is not the 
difficulty of designing a theoretically excellent costing system, 
but that of inducing the manufacturer so to organise his works 
as to permit the essential data to be collected. For this reason 
the costing system m use is, in many oases, a compromise 
between the accountant’s ideal and the existing organisation of 
the manufacturer. 

The usefulness, and incidentally the expense, of any costing 
system will depend largely upon the adequacy of the organisation 
of the factory, and it must be remembered that what a large 
factory can afford to do is generally beyond the power of the small 
factory. No knowledge of the technical details of a business is 
necessary for accurate financial records, but when devising a 
costing system accountmg skill needs to be combined with a 
knowledge of the manufacturing processes employed and of the 
routine by which the costing data is collected. Much of this 
detail will be supplied by the foremen and workmen, and despite 
the many elaborate mechanical applicances in the shape of time 
clocks, time cards, indicators, stores records, and so forth, the 
fact remains that reliance must m the end be placed on the not 
too dependable human element The aim of the financial accounts 
is to ascertain trading results. The object of cost accounts is to 
analyse the expenses incurred in the manufacture of an article 
into its component parts. If the costing system is to be anything 
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but a waste of time, it must be accurate and kept constantly up 
to date, and tlie manufacturer can accomplish this only at the 
cost of much trouble and expense. 

The author has met costing experts of a temperament so 
enthusiastic as to hold the view that costing systems should be 
devised to carry the figures through to the financial books and 
final accounts. It is suggested, however, that even if this were 
practicable, the expense would probably prove prohibitive, and 
practice proves that, even with the most elaborate costing systems, 
the usual financial books are kept. Experience also suggests that 
some costing experts are apt, in their zeal, to overlook the fact 
that elaboration may overstep the line where usefulness ends and 
waste of time and money begins ; nevertheless, as indicated later, 
the costing records should be frequently compared with the financial 
records, and agreement achieved as nearly as may be. 

Elements of Costs. — ^Broadly speaking, the costing system of 
any business is in reality an analysis of the Manufacturing or 
■Trading and Profit and Loss Accounts. The debits appearing in 
these accounts resolve themselves into : — 

(a) Items which are directly related to and chargeable against 
the articles manufactured, such as materials and labour. Direct 
expenses of this nature are called Prime Cost. 

(b) Expenses which cannot be so directly dealt with, such 
as Rent, Rates, Office Salaries, Bad Debts, Audit Eee, etc. 
Indirect expenses of this nature are termed Oncost, Overhead, 
Fixed, Establishment or Burden Expenses. The combined totals 
of (a) and (6) represent Gross Cost or Oost of Production. 

It will be seen, therefore, that the typical coating system will 
deal with : — 

(а) Labour directly chargeable to the article, job or process. 

(б) Materials directly chargeable to the article, job or process. 

(c) Overhead expenses apportionable as oncost upon some 
consistent and equitable basis. 

The cost of labour and materials will vary with the turnover, 
but oncost expenses will remain more or less fixed. 

Laboub. 

It is probably the exception in these days to find the daily 
or hourly basis of paying wages in operation In cases where 
wages are paid on this basis, the costing records under this head 
will be a comparatively simple matter. Where the time system 
is in vogue the men will be booked into the works cither by a 
time-keeper, or by means of one or other of the many mechanical 
time-recording instruments now available, and which are operated 
by each workman inserting his numbered key in a clock or 
depressing a lever, and thus recording the time of his attendance 
upon a sheet, which, in some cases, is afterwards utilised as the 
actual Pay Sheet, when priced, totalled, and extended at the end 
of the week. 
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Where mechanical recorders are not used, the time-keeper will 
write up a Time Book from his records, or from checks handed in 
by tbe men. From the workmen’s point of view all this is very 
simple. For the purpose of the costing, however, it becomes 
necessary to analyse the total wages paid in detail in order that 
each article or job may be charged with its due proportion. In 
some works the old method of sending a clerk round the works 
to collect information is still in vogue, but is being steadily 
superseded by mechanical recording mstruments and cost cards. 
kVhere practicable, labour is now almost invariably remunerated 
upon a piece-work basis, i.e. a definite price is agreed for each 
job or process. Although fat and lean jobs pass through a factory, 
yet, provided the foreman distributes the work impartially, the 
wages paid will average themselves equitably in the long run. 

Bonus or Premium System . — A method of payment now growing 
in favour is the Bonus or Premium System. Under this system 
a time limit is fixed for each job. The worker is given a certain 
time in which to finish a given piece of work, for which he is paid 
at the usual hourly rate. In addition to this, he is paid either 
(1) a definite percentage of any saving he may effect, or (2) a 
premium equal to the percentage of time saved ; i e. (1) he is 
paid, say, either a third or a quarter of his wages for the time 
saved, or (2) if he saves, say, 10 % of the time allowed, he is paid 
an extra 10 % of the wages earned. 

The following illustration of the Premium Bonus System shows 
that the method is only advantageous to the worker up to a 
saving of half the time allowed for the ]ob. Above that the 
advantage to the worker steadily decreases whilst the employer’s 
benefit continues to increase. 

Illustration . — A worker is given ten hours to do a piece of W'ork, his 
rate being, say, 2s. per hour. If the full ten hours be taken he earns 20s. 


Time 

earned. 

Hus Bonus 

earnodhy 

Workman 

pel hour 
earned 

Amount 
saved by 
Employer 

9 

s. d. 

18 0 

s. d. 
1/lOth, 1 10 

s. d. 

19 10 

e. d. 

2 24 

B. d. 

0 2 

8 

16 0 

2/lOtha, 3 2 

10 2 

2 4J 

0 10 

7 

14 0 

3/lOths, 4 2 

18 2 

2 7 

1 10 

6 

12 0 

4/lOths, 4 10 

16 10 

2 9i 

3 2 

5 

10 0 

6/JOths, 5 0 

IS 0 

3 0 

6 0 

4 

8 0 

6/lOths, 4 10 

12 10 

3 24 

7 2 


6 0 

7/lOths, 4 2 

10 2 

3 5 

9 10 

2 

4 0 

8/lOths. 3 2 

7 2 

3 7 

12 10 


2 0 

9/lOths, 1 10 

3 10 

3 10 

16 2 


If the job is finished in five hours the worker’s bonus is 6s. 
and the saving to tbe employer is 6s. Talcing the extreme case 
of the job being completed in one hour, the worker’s bonus is 
only Is. lOd., whilst the employer’s saving would be 16s. 2d. It 
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may be argued that the time fixed for the job should make it 
impossible for it to be done in less than, say, half the time allowed, 
but, however that may be, the workman has no inducement to 
still further reduce the time. Incidentally, it may be stated that 
60 % bonuses are very general m machme shops to-day, the 
inference being, therefore, that with some additional advantage 
accruing to the worker further time could be saved. 

Where the extra payment to the worker takes the form of a 
percentage of the time saved, the advantage to the worker is small 
in the early stages and increases all the way through to an alto- 
gether disproportionate extent. This is exemphfied in the following 
table : — 


taken, 

1 

earned 

a 

I Piua Bonna on Time Saved. 

Total^ 

per h<ra 

7 

Amount- 
Saved by 
Employer. 

8 

Saving. 

3 

Peicentage 

Amount. 

5 

Woiltman 

e 


s d. 

s d. 


s. d. 

s. d. 

s. d 

a. d. 

0 

18 0 

2 0 

1/lOth 

0 H 

18 2i 

2 Of 

1 9i 

8 

16 0 

4 0 

2/lOths 

0 10 

16 10 

2 If 

3 2 

7 

14 0 

0 0 

3/lOths 

1 10 

16 10 

2 3 

4 2 

6 

12 0 

8 0 

4/lOths 

3 2 

16 2 

2 6J 

4 10 

6 

10 0 

10 0 

5/lOths 

6 0 

16 0 

3 0 

5 0 

4 

8 0 

12 0 

6/lOths 

7 2 

16 2 

3 91 

4 10 

3 

0 0 

14 0 

7/lOthB 

9 10 

15 10 

6 3i 

4 2 

2 

4 0 

16 0 

8/lOths 

12 To 

16 10 

8 6 

3 2 

1 

2 0 

18 0 

9/lOlhs 

16 2 

18 2 

18 2 

1 10 


In the early stages the advantage to the worker is too small 
and for this reason the author understands that this method does 
not meet with the approval of Trade Unionists, the relative savings 
being too much to the employer’s advantage up to half the timesaved. 

In some cases a minimum wage is guaranteed, the remuneration 
being a combination of day and piece-work rates. In all cases 
where piece-work wages are paid the tendency to earn more money 
by doing hasty and bad work can only be checked by a proper 
system of viewing the work done. 

Chargeable Wages. — ^Under whatever system the wages may be 
paid, their record and analysis demand strict care. Wherever 
possible, all wages should be charged up cbrect to the job or 
contract to which they relate as indicated by the number allotted 
to the job or contract. 

If accurate records are kept, the larger portion of the weekly 
wages will be charged to definite jobs. Such wages may be called 
Chargeable Wages. 

Unchargeable Wages. — ^In all factories there will be wages 
directly relative to no particular job, such as the wages of foremen, 
labourers, engine and boiler men, time-keepers, store-keepers, 
crane drivers, and the like. In a foundry, for ii.stance, tlie bulk 
of the wages will be earned by the moulders and core-makers, 
and these amounts can be charged directly to the jobs upon which 
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they are expended. The moulders and core-makers, however, 
require the assistance of furnace men and labourers, the wages 
paid to whom need careful apportionment. This can be done in 
several ways. 

In some eases these unchargeable wages are added in the 
Profit and Loss Account to other indirect works charges, and the 
whole total of Works Oncost Expenses are apportioned on some 
equitable basis. In other oases the wages are dealt with separately 
for apportionment purposes. One method is to divide unchargeable 
wages over tihe output of the factory on the tonnage basis, but in 
a foundry this plan will not always be equitable, since castings 
vary much in value. Heavy bed-plates, for instance, involving 
perhaps very little skilled moulding work, would be chargeable 
with too high a proportion of the unskilled labour, while motor 
cylinders of intricate design, and consequent heavy moulding 
cost, are of light weight and would he seriously undercharged. 
Thus a hase-plate weighing 1 ton might be moulded for a piece- 
work price of, say, 30s., whilst a motor cylinder weighing 26 lb. 
might perhaps cost 10s. for moulding and core-making. In 
distributing or apportioning the unchargeable wages of furnace 
men, labourers, etc., the hase-plate would, on a wages basis, bear 
only three times the amount with which the cylinder was charged, 
hut on a weight basis the proportion would be 80 to 1. An 
alternative plan, therefore, is to apportion on the basis of the 
skilled or directly chargeable Wages cost. Neither system is correct 
in practice, and the prime factor, the selling price, must he taken 
into consideration when endeavouring to arrive at an equitable 
method of distributing the indirect wages. 

This method will necessaiily vary not only in different works, 
but ia different departments or shops of the same works. In a 
foundry the percentage of indirect wages to actual productive or 
chargeable wages may be as high as 200 %, whilst in a fitting or 
turnmg shop 60 %, or even 25 %, might be found ample to 
absorb the indirect wages. It will be seen, moreover, that which- 
ever plan is followed the proportion or percentage will vary from 
day to day. Hence the impossibility of dealing with actual figures 
in writing up costs, and it is customary, therefore, to charge up 
the indirect wages on the basis of the ascertained ratio for a 
preceding period. 

In the case of a machine shop, a different set of circumstances 
will arise. The actual chargeable wages can be readily analysed, 
but the unchargeable wages will need apportionment on some 
fresh plan, since neither the weight nor the skilled labour basis 
will necessarily be just, inasmuch as the employment of costly 
machinery is a factor that must also be brought into account. A 
boy may be engaged upon repetition work, having imder his 
charge two or three automatic lathes the cost of which may be 
£1,000 each, whereas his neighbour may he a highly skilled mechanic 
operating a machine costing less than £100. Circumstances such 
as these bring into prominence the question of a machine rate 
per hour, and it is not an unusual practice when dealing with 
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uncliEirgcable wages in a machine shop to carry such payments 
in bulk to a “ Shop Charge Account,” to which other items of 
expense also find their way, the final balance of which is allocated 
to the various machines upon some equitable basis. 

Analysis of Wages. — Coming back to the necessity for careful 
analysis of the wages paid, it has already been pointed out that 
we have to deal with (o) chargeable wages and (b) unchargeable 
wages The mformation necessary for the analysis will be obtained 
from the time sheets of the men. These may be either weekly 
or daily. In many cases daily sheets are more satisfactory, since 
they are more likely to be accurately filled in — certainly they 
are cleaner than those covering six days ! Wages paid under 
heading (a) will be charged direct to the job or contract, whilst 
the payments under heading (6) will form part of the Oncost 
expenses, or they will be allocated to the jobs upon some equitable 
basis. Specimens of time sheets are given below. 

DAILY TIME SHEET. 

Time Sheet, Tuesday, Apnl the 3rd, 19... 

Workman’s name s Hugh Dickson. 

Worlonan’s number : 26. Rate per hour ; la 6d. 


Workman’s occupation .. Moulder. 



Eoreman’s signature • R. Overhead. 

WEEKLY TIME SHEET. 

Time Sheet poh Week Endino 19... 


Worlunan’s name 

Workman’s number Rate per hour .... 

Workman’s occupation 



Amount payable 
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The working week usually ends on Thursday night to enable 
the wages sheets to be prepared for payment on Friday evening. 

Since it would be inconvenient to post each mdividual time 
sheet to the relevant job or jobs, or to the Capital Expenditure 
and similar accounts to which they relate, the time sheets are 
grouped and analysed in an Abstract of Woiges. A form of Abstract 
suitable for the latter class of expenditure is illustrated opposite.' 

The form opposite is similar to that for an Abstract of Wages 
on chargeable orders, except that more headings are necessary for 
the latter. The left-hand column contains order or contract 
numbers only. In practice, one order number usually collects 
wages paid to a number of men, and to prepare and balance it 
with the total weekly wages paid is frequently a long and trouble- 
some undertaking. The wages paid under each order for every 
operation are totalled, and from these preliminary sheets the 
totals are transferred to a Wages Cost Book, which serves the 
purpose of summarising and collecting the wages in a convenient 
form. The monthly totals of this book may he transferred to the 
Cost Ledger. Some form of segregation is essential, otherwise 
direct detail postings to Cost Ledger Accounts would quickly 
render the ledgers unintelligible. 

Fo detailed reference has hitherto been made to wages expended 
in connection with repairs of machinery and plant, tool making, 
new plant, or other capital expenditure, but there will always 
be expenditure week by week under these headings. Items of this 
kind will have been included in the column headed “ Chargeable 
Wages,” and as shop orders will have been issued for the work, 
they may appear at the foot of the analysis 

In some cases the analysis is carried still further, and, in place 
of the space provided on the above form for wages expended on 
plant, the actual machine numbers are shown. This plan has the 
advantage of enabling the works manager to keep himself informed 
of the cost of the repair and maintenance of every important piece 
of plant in the shops. 

Payments on Account.— Another factor which still further 
complicates the record and analysis of wages arises in connection 
with payments made on account of piece-work in progress. Some 
piece-work jobs inevitably remain uncompleted at the week-end, 
and for these payments on accoimt are made. It is necessary then 
to record such advances on the wages sheets. In a foundry, for 
example, it is customary to pay all moulders on a piece-work basis. 
Until the castings upon which they have been working have been 
“ fettled,” i.e. cleaned up and passed for d.spatch to customers, 
the responsibility for “ wasters ” remains with the moulder. 

Foundry Wages Sheet . — ^The mlmg shown opposite, or an 
adaptation of it, serves to illustrate a method by which track 
may be kept of these payments on account, so that they may 
he brought forward to the following week when the job is completed, 
and the workmen is entitled to draw the balance due to him at 
piece-work rate. 

The posting to the Cost Ledger, or Cost Time Book, is only 
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made wten the job is finished and the work has passed “ inspection ” 
and the total wages paid is known. Customarily, a moulder on 
piece-work is only entitled to payment for finished and “ passed ” 
castings, and consequently he receives an advance on account 
at day work rates. But if the castmg eventually proves faulty, 
not only would he have nothing further to draw on it, but he 
would be in debt to the amount of the advance already received, 
and must work off the debit. It is undesirable, therefore, to post 
wages paid on account to the Cost Ledger. The following illus- 
tration shows the mode of utilismg the Wages Sheet. 

lUvstration . — A moulder is working on a eylindor casting which he 
cannot complete by the end of the week. The piece-work price of the job 
on completion la, say, 12s. He has, however, spent six hours’ work on 
it, and is, therefore, entitled to draw six hours at his ordinary hourly 
rata of, say. Is. per hour on account. His name and the description of 
the work are shown m Col. 2, and the six hours worked in Cols. 6, 10, 12, 

The following week, when the job is completed, the description and 
order number appear as before on the Wages Sheet, and details are shown 
in Cols. 10 and 11 at tho pieoe-ivork rate, less the amount brought forward 
from the previous week, now shown in Col. 13. The balance due to the 
worker appears m Col. 14. 

Cols. 7. 8, and 9 have no relation to the wages columns, and are useful 
only for recording the sellmg price, value and weight of the work done. 
The total weekly output both in value and weight is thus quickly arrived 
at, and for jobbing work the weight of the castings at the recognised 
price of metal, plus wages and allowances for overhead charges, enables 
an invoice to be promptly prepared from Cols. 7 and 8. 

A further form of Wages Sheet which has proved its usefulness 
in many cases is shown at p. 763. It is rather specialised in form 
and difficult to explain lucidly in a text-book. The week’s wages 
(all at day-work rates) are calculated from the particulars con- 
tained in Cols. 11, 12, 13, and 14. The difference between the 
day-work rates paid and the piece-work rates earned in the 
previous week is brought forward in Col. 16. This balance is 
added to the total day-work wages shown as earned in Col. 14 
and as paid in Col. 16. Early in the following week the piece- 
work rates are calculated and entered in Cols. 4 to 9, and the 
balance to bo carried forward and paid in the following week is 
entered in Col. 10. 

It will be seen from the above explanation that Col. 14 -f- Col. 10 
= Col. 8, In the following week Col. 10 appears in Col. 15. 
Therefore Col. 14 of the first week -}- Col. 15 of the second week 
— Co], 8 of the first week. Thus everything that has been paid, 
as shown in Col. 16, has appeared in Col. 8, and from there has 
been charged out, appearing eventually in its appropriate place 
in the Cost Ledger. 

The balances brought forward and carried forward are shown 
in rod ink.t Where, however, the piece-work has amounted to a 
less sum than the day-work time already paid for, the workman 
is in debt. In this event the amounts are entered in the same 
columns as above, but in black ink. 

The Posting of Wages.— The student will have gathered from 
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the foregoing remarks that all wages must he charged up in the' 
Cost Books m some form or other, the postings being made from 
the Anal3^is Sheets, which have been prepared from the Wages 
Sheets. When summarised, wages will find their way to one or 
other of the following : — ,<■ 

(а) The individual cost accounts of separate jobs or contracts 
in the Cost Ledgers, unchargeable wages being posted to “ Shop 
Charges ” or some other suitable account. 

(б) The Plant and Machinery Eegister, either as a whole or 
to individual machines. 

(c) The Loose Tools Account, either as wages expended on 
makmg tools, or on repairs to, and maintenance of, existing 
appliances. 

(d) As a charge to “ Inside ” orders on the firm’s own 
account, either in connection with capital or revenue expen- 
diture. 

Agreement with Ifmancial Books. — ^It has already been stated 
that it is not advisable that Hie entries in the financial books 
should be dependent upon those from which the costing system 
has been compiled. It is, nevertheless, desirable that the Cost 
Accounts should agree with the financial books. 

This agreement can be achieved with reasonable accuracy 
with a little extra labour by making a few alterations in the 
financial books, such, for instance, as the provision of space in 
the Purchases Journal for direct purchases, and the analysis of 
the weekly wages as between direct and indirect labour, and 
similar matters dependent upon the nature of the business. 

The weekly pay cheque will be drawn as usual in accordance 
with the total wages sheets, as made up by the wages clerks from 
the time, or clock, sheets, and the items will be posted from the 
Cash Book m due course to the Wages Account m the Nominal 
Ledger. When the analysis of the wages has been completed, 
as described above, entries will be made crediting Wages Account 
and debiting Chargeable Wages Account. 

This may be effected either by means of the Purchases Journal, 
as stated above, or by means of a book ruled in similar form, 
which may be called Analysis of Expenditure Book. This book 
would be used for numerous transfers each month, not only for 
wages, but for a variety of items representing departmental or 
shop transfers of materials and general expenditure. A suitable 
ruling for such a book is illustrated at p. 763. The ruling could 
be varied to suit mdividual requirements. 

The totals of the vertical columns are posted to the debit of 
the various departments or shops, and the cross totals in the 
first column on the left hand to the credit of the appropriate 
accounts iu the Nominal Ledger. It will be seen, however, that 
these debits and credits in the Nominal Ledger involve accounts 
which cannot be extracted at balancing periods and transferred 
as they stand to the Profit and Loss Account. There will be 



LABOUR 


765 


Nominal Accounts for each shop or department, the object being 
to collect in these accounts the numerous items of Purchases, 
Materials Transferred from Stock, TJnchargeable Wages and General 
Expenditure which go to form the total of the “ Indirect Charges ” 
incurred by each shop during the period, with a Tiew to ascer- 
taining a unit of charge under this headmg in the Cost Accounts 
for the ensuing period. 

In order that the extraction of the usual Profit and Loss items 
may not be interfered with, or may be rendered possible, a 
columnar form of Memorandum Ledger will be necessary, the 
accounts appearing in which will comprise the usual accepted 
Profit and Loss Account items. Let us assume, for instance, that 
the monthly total of the column headed “ Pitting Shop ” in the 
“ Analysis of Expenditure Book ” (£71) is being posted to the 
debit of the Pitting Shop Account ip the Nominal Ledger. It will 
be necessary to analyse this total under Profit and Loss Account 
headings and to post the resulting amoimts to the respective 
accounts in the Memorandum Ledger, i.e. Wages (£42), Repairs 
to Tools (£9), Repairs to Machinery (£16), and Stores (£6). Prom 
the details in the Memorandum Ledger it will be a simple matter 
to agree the total of the items appearing in each shop account in 
the Nominal Ledger, and by means of Journal entries to com- 
pletely wipe out the items m these accounts and transfer them 
to the usual accounts in the Ledger. Although transferred from 
the shop account m the financial books in the manner described, 
the detail remains there, with ready reference to the Analysis 
of Expenditure Book, so that it can be easily ascertamed how 
the total of the Indirect Expenditme has been arrived at. This 
process is not so complicated as it may appear, although admittedly 
some labour is involved in carrying it out. 

The method explained above is, moreover, capable of further 
expansion So far only those items which actually occur in 
practice have been dealt with. An item such as Rent, for instance, 
which is ordinarily posted direct from the Cash Book to the Rent 
Account in the Nominal Ledger, might be posted mstead to the 
account of the shop to which it relates, thus being placed on 
record as a charge agamst that particular shop. At the end of 
the year the items would be transferred, through the Joiunal, to 
the Rent Account proper, and as such dealt with in the Profit 
and Loss Accoimt. The details would still remam on record in 
the closed accounts, and the information contamed in these shop 
accounts will be found to be invaluable for purposes of comparison 
in subsequent years. 

Matebiaxs. 

We now come to the second item comprised in our total cost 
of production, viz. materials. 

The student will realise, upon consideration, that materials 
caimot be charged out with the same facility as dn-ect labour, 
and also that, in the endeavour to reconcile the costing figures 
with those contained in the financial books, some discrepancy m 
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respect of materials is almost inevitable. The most that can be 
achieved is to confine the discrepancy within the narrowest possible 
limits, consistent always with regard to the cost of the time 
expended upon the task. 

Methods of Record. — The first thing to ensure is that the 
system of recording the receipt and issue of materials from store 
should be acom’ate. This matter has already been discussed 
at pp. 746-5?. 

All goods required in the workshops must bo drawn from the 
store-keeper by means of authorised requisition forms as shown 
at pp. 747. The price at which the goods withdrawn are charged 
out IS that noted on the stock cards, which consists of the cost 
price plus carriage inwards calculated to the nearest workable 
fraction per imit. These requisitions should be summarised weekly 
in a form suitable to the requirements of the business. 

Materials Abstract. — A. specimen Materials Abstract is given 
at p. 766. 

The weekly totals shown in the Abstract must be posted in 
the Cost Ledger to the job or item of expenditure to which they 
relate. All materials returned to store should be entered in red 
ink in the Abstract and deducted from the item to which they 
relate. If goods are purchased specially for any particular contract 
or job, they should be charged direct through the medium of the 
Purchases Journal, in which suitable columns should be provided 
for “ Direct Purchases ” (Number of Job, Amount, Cost Ledger 
Polio, etc.). 

The Purchases Journal will be in columnar form, with headings 
to accommodate the following particulars : — 

(1) Expenditure Chargeable Direct, for all special purchases 
made for particular jobs or contracts. 

(2) Separate Columns for each Shop, to which all purchases, 
whether capital or revenue, are posted if bought specially for a 
particular shop. An analysis of each of these aceotmts should 
be kept in a subsidiary book (le. Memorandum Ledger), as 
already explained, in order that the requisite Journal entries 
can be made at the end of the year. 

(3) Stores — ^All other purchases, of whatever description, 
should be debited to “ General Stores,” and the accounting 
methods employed for dealing with stores should be made the 
medium for charging out all issues of goods. The necessary 
entries should be made monthly through the “ Analysis of 
Expenditure Book” previously described. 

In similar manner, all expenses which directly relate to 
particular jobs should be posted from the Cash Book to the relative 
Cost Ledger Accounts. The treatment described above will 
exhaust all the expenditure for direct labour, materials, and 
expenses. 

Agreement with Financial Books. — ^As there are records m the 
financial books of all materials purchased, and m the stores books 
of all materials issued, the balance, after adjusting any carriage 
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inwards charged up, should represent the cost of the stock 
remammg in hand , hut owing to wastage, negligence, and other 
causes, this agreement is seldom achieved. The discrepancy 
should not, however, exceed defined limits, and, if it does, prompt 
investigation should follow. 

The student will appreciate that the “ General Ledger ” of the 
fiTi-incial books, with its limited number of accounts dealing with 
cash figures only, bears little or no resemblance to the average 
Cost Ledger. Once started, the Cost Ledger grows at an alarming 
pace, and the possibility of error m posting is thereby much 
augmented, while at the same time facilities for checking are 
almost non-existent as compared with those available in con- 
nection with the financial books. Some accounts are opened and 
closed agam almost immediately. Others, again, may run on for 
several years. The buildmg of a bridge or dock, for instance, may 
necessitate the opening of two or three hundred accounts for the 
one contract, and may extend over a long period. 

Costing, even in its simplest form, is a specialised branch of 
accounting, whilst in important concerns executing a variety of 
work on a large scale it becomes a complicated science, and the 
chief cost accountant may have several hundred clerks and assistants 
worldng under him. Obviously, therefore, in such cases the work 
must be split up to a great extent. 

It may he mentioned that for costing purposes Loose Leaf 
Ledgers are frequently found very useful, particularly in con- 
nection with Termmal Costing. As jobs or contracts are com- 
pleted, the sheets may be transferred to separate binders, and 
the current book or books will then contain only “ live ” accounts. 
A word here to the book-keeper who is called upon to design a 
Cost Book may not he out of place. Do not attempt to unduly 
stmt space or save paper. The great diversity of entries in a 
Cost Book is frequently not apparent until one is faced with the 
actual collection of the necessary details. When they are fresh 
in mind it is comparatively simple to record them, hut it must 
he rememhored that cost accounts may be used for reference 
pii^oses for years to come when estimates for similar work are 
being prepared. It is therefore desirable that the necessary 
information should be recorded in ampin detail and in a form 
readily understandable by others. 

Postmgs to the Cost Ledger may be made weekly or monthly, 
or even from day to day, hut lor purposes of comparison with 
the financial books it is desirable to follow the periods for which 
postmgs are made in those books. 

Sometimes a columnar type of Cost Book is found very useful, 
as, e.g., that illustrated at p. 769. Each column represents a week 
or a month as the case may be, and at the end of every four periods 
the totals are carried forward to a fresh sheet. 

In the form given it will be seen that several lines are available 
for the diverse entries previously referred to The main headings 
only, applicable to the class of busmess for which this book was 
designed, are shown. 
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The Cost Ledger. — ^In this book are assembled the various 
components of the cost of every job, contract, series of articles, 
or other unit that may be decided upon. Separate accounts are 
opened for each operation to be costed. A form of Cost Ledger 
is shown at p. 766. 

The information necessary for posting this Ledger is derived 
from the Abstract of Wages, Materials Abstract, Purchases Journal, 
and Cash Book. 

Work in Progress. — 'Although cost books are distinct from 
the financial books, they will provide the material for valuing 
Work in Progress, an item frequently found in the annual accounts 
Li some cases the value of Work in Progress assumes great impor- 
tance, and an inaccurate valuation will vitiate the reliability of the 
trading results shown by the accounts. In the absence of accurate 
costing records a trustworthy valuation is practically impossible. 
Assuming that the Cost Ledger has been written up to date so far 
as Materials and Labour are concerned, each open account will 
require to be completed by adding its appropriate proportion of 
Oncost or Overhead Charges, m order to determine the Gross 
Cost. It is usual to add to the Gross Cost some portion of the 
profit which the job as a whole ivill have earned when completed. 
If the selling price is known, as in the case of a contract, for 
instance, it can be seen whether the cost is being maintained 
within the estimate, and, if such is the case, a proiiortion of the 
profit may legitimately be added to the Gross Cost. In valuing 
Work in Progress, it is not wise to include the full estimated 
profits, but to reserve a substantial margm for contmgenoies until 
the work has actually been completed. Such prudential treatment 
will, taking one year with anoiber, generally work out equitably. 

Work Executed at a Distance. — ^When work is executed away 
from the main works, e.g. the erection of a bridge, probably large 
quantities of material will be sent direct to the site, and it will 
then be imperative for a careful check to be maintained by the 
clerk of the works or the erecting manager responsible for the 
work. ■ Arrangements must be made with the works manager to 
ensure that the receipt of all material is carefully verified and 
reoorde'd, and that full particulars are rendered in due course 
to the head office to enable the accounts to be checked before 
payment is made. Very frequently, moreover, material remams 
unused, and is returned to the suppliers or sent to the works. 
The Cost Clerk shoidd be made responsible for ascertaining that 
the contract is duly credited with these returns. 

Bkequently also, owing to the impossibility of rendering a 
proper Wages Sheet in time to enable the requisite cheque to he 
sent, a round sum is forwarded to cover the amomit required for 
the weekly wages, the balance being retained in hand towards the 
following week’s wages and expenses. In such cases properly 
vouched returns will be required each week from the Clerk of the 
Works, and also an analysis of the wages if it is necessary to 
analyse the cost of different portions of the work. 
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Oncost Expenses. 

Having dealt with direct wages and materials, we now come 
to the thit'd and last item in the cost of production, viz. Oncost 
Expenses. The term “ oncost,” embraces all expenditure essential 
to the proper upkeep of the factory, and includes all such indirect 
expenses as establishment, administration, distribution, and similar 
charges These are essential additions to the cost of production, 
although they cannot be earmarked to any particular job, contract, 
or item of manufacture, but are common to all. Broadly speaking, 
oncost covers all expenses other than direct expenses. Some of 
the items generally included in oncost are largely independent 
of the turnover, which might be increased considerably without 
much addition to them. 

Bases of Apportionment. — ^The task of the costing staff is to 
devise an equitable method of charging out the whole of the 
estimated oncost for the year over the output for the year. It 
will be clear that the only way of dealing with oncost expenses 
when calculating the cost of a particular job or article is to adopt 
some equitable method of apportionment. This is by no means 
always an easy matter, and the mode of doing it has been the 
subject of much discussion and controversy. But there can be 
no hard-and-fast rules for apportioning oncost charges, since the 
needs of each individual undertaking must be considered. The 
work executed is so diverse, and the ratio of labour to materials 
varies so widely, that rules which may be equitable in one case 
may be tneqmtable in another. In some cases, moreover, the 
organisation of the factory dictates to a greater or less degree the 
method of apportionment that must be adopted. Where a standard 
unit, e.g. per ton, per barrel, or per hundred or thousand articles, 
can be adopted, apportionment presents little difficulty, but it 
becomes troublesome when a number of diverse articles must be 
dealt with. Interestmg as the different views upon the subject 
of oncost doubtless are, general principles only can be dealt with 
in the space available in this treatise. 

Two Classes of Oncost. — ^There arc two main divisions of oncost, 
viz. {a) Shop or Works oncost, and (6) Office or Administration 
oncost. The former class (a) includes such items as the wages 
of foremen, furnace and boUer men, time and store-keepers, crane 
drivers, yard men, labourers, and the hke, whose wages are not 
directly chargeable to any particular job or contract. Under the 
same heading must also be included such items as the cost of factory 
power, lighting and heating, repairs to buildings, machinery and 
plant, Vator supply, rent, rates and taxes of the factory, depre- 
ciation, royalties, wayleaves, etc. The latter class (6) covers office 
and administration expenses common to the whole business, such 
as office, showroom and warehouse rent, rates, taxes, insurance, 
lightmg and heating, travellers’ salaries and commission, office 
salaries and expenses, directors’ and managers’ salaries, carriage 
outwards, packing expenses, advertising, etc. 

Both shop and office oncost expenses can only be added to 
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prime cost by means of estimates based upon past experience. 
In the case of a new business the experience of similar undertakings 
must be sought and utilised. Always the estimates should be 
revised at frequent intervals. 

Shop Oncost. — ^There are several bases of apportionment 
employed in connection with shop oncost expenses, e.g. a fixed 
percentage on (os) the cost of materials ; or (b) the cost of labour 
(time or cost) , or (c) on (a) and (6) combined ; or (d) a fixed rate 
per hour worked ; or (e) a fixed rate per machine hour worked ; 
or (f) a fixed sum per unit of production. 

Probably the most usual and equitable basis in most cases is 
a fixed percentage upon the cost of the direct labour included 
in the prime cost. This percentage will represent the ratio 
between the total oncost expenses and the total productive wages. 
As a general rule, the time occupied represents a closer relation 
to direct wages than to prime cost. The cost of material fluctuates, 
while the cost of labour, m normal times, is more or less steady. 
It will be obvious, however, that this method is misleading m 
cases where indirect labour forms the greater part of the cost of 
production. The hourly rate (d) is arrived at % ascertaining the 
ratio between the total oncost expenses and the total number of 
hours worked apportioned over the various jobs according to the 
time they occupy. This basis will also prove misleading if the 
plant employed comprises machines of greatly varymg cost. The 
machine rate (e) is arrived at by taking the first cost of the 
machine, less any residual value, and adding the estimated cost 
of maintenance to the rental value of the space occupied, and 
dividing this total by the estimated number of working hours 
embraced in the life of the machine. This calculation will give 
the hourly rate chargeable to each article according to the time 
the machine was operated in its production. This basis contains 
a large element of estimate, and is unsound in oases where much 
hand work is necessary There is, moreover, the fact that i,t is 
impossible to ensure that the machines shall remain at work for 
the total number of hours estimated for when the calculation 
was made. 

Enough has been said to indicate that dogmatism is out of 
place in connection with the apportionment of shop oncost , the 
individual factors of each particular case must be taken into 
consideration when fixing the basis to be adopted. It may, however, 
be claimed that, while no system will achieve absolute accuracy, 
the most eqtutable basis in most cases is the fixed percentage on 
the direct wages, a definite percentage on wages, say 50 %, bemg 
added to prime cost on the completion of the job or contract in 
order to arrive at shop or works cost. This method may not be 
very scientific, but as a general rule it is reasonably near the 
mark ; more elaborate methods may easily cost more and achieve 
loss. 

Office Oncost. — ^In some eases admmistration oncost is charged 
out as a percentage upon works cost This method is somewhat 
rough and ready, but here again iudividual conditions must be 
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considered, In some cases various items are separately dealt 
with as explained below. 

Apportionable Expenses. — trading account prepared on lines 
similar to those shown in the account given below will provide 
the details of past experience necessary for determmmg oncost 
charges. 

TBADING ACCOTINT FOR THE PERIOD ENDED 



The Shop Oncost must be apportioned on the basis which 
has been adopted as the most equitable in the ch'oumstances. 
The total of the Office Oncost expenses is usually divided equitably 
amongst the various departments, on the basis of (a) the floor 
space or cubic capacity occupied by the department; or (6) the 
output of the previous year ; or (c) the average power consumed. 
Each department then allocates its proportion of the whole over 
the articles manufactured upon the basis of the time occupied, 
or such other method as may bo judged suitable. 

Sometimes individual charges are separated from the total 
and dealt with on special lines. Such items usually consist of 
rent, lighting, heating, cleaning, superintendence, insurance, 
depreciation, and the like. The method of apportionment may 
be horse-power hours, current used (where separate meters are 
installed), cost of labour and material, or some other basis 
applicable to the circumstances. Thus, rent and rates may be 
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charged to the various departments by means of an estimate of 
the rental value of tbe space oecupied; salaries of office staff 
and travellers upon the value of the output of the previous year; 
cost of power upon the horse-power consumed; , lighting upon 
the number and wattage of lighting points in use ; depreciation and 
similar charges upon the approximate amount of capital involved; 
and so forth. Again, advertising and the cost of catalogues are. 
frequently charged out separately against the departments derivmg 
the chief benefit from the expenffiture. 

Interest. — ^Much discussion and division of opinion has arisen 
with reference to the question of including interest in oncost 
calculations. If interest is to be dealt with at all, it must be 
dealt with in its widest meaning, and this raises difficult and 
complex questions, which, it is suggested, the advocates for 
including interest frequently ignore. The allocation of interest 
between the various departments can only be made on arbitrary 
lines, and the task of fixing a reasonable rate of interest is by 
no means easy. Is it to be the rate the manufacturer could obtain 
on outside investment ? If so, what is that rate ? Are the 
changes in the Bank rate and in the values of Stock Exchange 
securities to be taken into account as they occur ? It cannot be 
denied that any process of manufacture must involve the use of 
capital for varying periods, but the exact ascertamment and appor- 
tionment of the true amount of interest chargeable involves more 
labour in most cases than it is worth. In any case, it is suggested 
that interest is more accurately treated as a portion of the profit 
earned and left out of oncost calculations Costing records should 
be confined to the actual cost to the works rather than to the 
proprietor of the business. The usefulness of costing records 
lies largely in the test they afford of the efficacy of the organisation 
and its works manager, who is, in no sense, responsible for the finan- 
cial side of the undertaking. 

Having adopted onr basis of apportionment for oncost expenses, 
we arrive at the following table of cost of any given job or series 
of articles : — 


Direct Wages 

Materials 

Direct Expenses 

Phimb OB Ebat Cost 
Works Oncost (say 60 % on wages) 

WoBKS Cost 

Office Oncost (say 16 % on works post) 
Cost ob Pboduction 
Profit 


£ 


£ 


£ 


Sbucdig Pbioe 
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WASTAG33, 

Loss o! Material. — ^It -will be appreciated that in practically 
every manufacturing process some wastage of material is bound 
to occur. In the majority of cases, perhaps, the manufactured 
article may be charged with the full weight or quantity of the 
material issued for use, there being little or no residual value in 
' the cuttings, turnings, or pieces that may be left over. In 
machining iron or steel, for instance, the borings and turnings 
would be swept up from the floor and, if a sufficient quantity was 
accumulated, it might be sold at a low figure as scrap. It would 
be impossible, however, to allocate to any particular job the value 
realised for such scrap, and therefore, in practice, the whole cost 
of the original material issued would have to be borne by the 
article manufactured. In calculating the selling price of a 
machined casting on the basis of finished weight, the loss in weight 
must be taken into account, and the full original weight be 
charged. If, however, the material under manufacture is brass, 
copper or aluminium, the question of wastage assumes a different 
aspect. The turnings or borings may amount to a considerable 
percentage of the origmal weight, and to enable a manufacturer 
to quote a competitive selling price due allowance must be made 
for the residual value of the scrap, since these descriptions of 
scrap sell for a relatively high figure, and the cost account of the 
job must be credited accordingly. Projper record, therefore, must 
be kept in order that the selling value of the scrap may be dealt 
with. 

By-Products. — ^In many manufacturing businesses another type 
of wastage occurs which requires careful watching and special 
treatment in the cost books. Such wastage may assume the 
importance of by-ioroducts, but in such cases the by-product is 
known and allowed for in the costing records. Because there is 
usually a ready sale at high prices for these materials, the manu- 
facturing processes are so arranged that the by-products may be 
produced in saleable form. A conspicuous example is the many 
residuals resulting from the manufacture of Gas, such as Benzol, 
Tar, Nitrates, Ammonia, etc. In such cases the proceeds derived 
from the sale of the residuals go to reduce the coat of the chief 
article of manufacture. In other businesses such advantages do 
not accrue, and although the resultant wastages have a certain 
value, it is desirable in the interests of economic production to 
keep the losses down to a minimum. 

illustration of Wastage. — ^As an illustration of the latter type 
of business the Rubber Manufacturing trade may be cited. It 
may be of interest to the student to illustrate the question of 
wastage by brief reference to the general process of manufacture 
incidental to the manufacture of solid band tyres. The rubber, 
if purchased in the raw or latex form as produced on the plantation, 
has first to be thoroughly washed to remove all impurities. Con- 
siderable loss occurs in this process, the ‘effect being, of course, 
to materially increase the price per lb. of the resultant washed 
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rubber. Not only is there loss in weight, but the cost of labour 
and the machinery and power used must also be taken into account. 
This process is now largely carried out on the plantations, and 
it is more general perhaps nowadays for manufacturers to pur- 
chase the rubber in the washed or creped condition, the price 
naturally being greater for rubber in this state. After washing 
and thoroughly drying, the rubber is compounded with other 
materials by means of heavy mixing machines in which the 
material is repeatedly passed between powerful rollers in order 
to produce what is then known as the dough or mixture. This 
in turn is passed through calenders which deliver the material in 
large sheets of an even and prearranged thickness. The next 
operation is the cutting of the sheets mto strips of varying widths 
by special machinery. The bases on which solid band tyres are 
built up consist of heavy steel hands which, under pressure, exactly 
fit on the felloes of the wheels. The compound, now in strips, 
IS wound longitudinally round and round these bands until the 
required size and shape is approximately obtamed So far, it will 
bo seen, no wastage or loss has occurred, apart from the loss in 
washing already mentioned. The tyre on the band is then placed 
in a circular mould, built in two pieces, and is pressed into shape 
while still cold. During this process a considerable surplus 
quantity of material is squeezed out. This uncured, or unvul- 
oanized material represents what may be referred to as wastage 
No 1. It consists of a perfectly sound compound of the original 
value of the mixing, and has had time and labour spent upon it 
in the mixing mills, calenders, and strip-cutting machines, and 
during the process of windmg on the steel bands, but masmuoh 
as it must again go through ah these operations before it can be 
used, it cannot be said to have increased in value by reason of 
the work expended upon it, and it must go back into stock or 
store for re-manufacture at the cost of the materials contained 
in it. The band tyre, therefore, must bear the full cost of the 
labour involved in the operations on the whole original mixing, 
hence it will be seen that to avoid unprofitable labour and waste 
of time, great care must be exercised in buildmg up the strip 
compound on the steel bands. 

The tyre having been cold pressed is now transferred to an 
Autoclave press for vulcanisation. During tliis process it is 
subjected to a much greater pressure, which, in conjunction with 
che heat used in curing causes a further considerable quantity 
of material to “ spew ” out of the mould. This spew having 
xmdergono the curmg process at the same time, and not being 
contained in the closed mould, is vulcanised \7ithout pressure, 
thus detractmg considerably from its value Here we have 
Wastage No. 2 This spew is certainly not of the same value as 
Wastage No. 1. It has a certain market value as waste rubber 
only, and is disposed of as such by many manufacturers of tyres. 
The improvements in tyre manufacture effected in recent years 
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COLLIEBY OOeT SHEET. 
Week ending Tons raised 


Cost per Ton 


1. Underground Wages : £ s. d. £ e. 

Getting and loading coal 

Transport 

Deputies 

Checking and ripping 

Roads and -wayleavos 

New roads 

Faults 

Sundnes 


Cost por ton £ 


11. Surface Wages : 

Labourers 

Joiners 

Fitters, smiths 

Pumping station 

Winding and ventilation . . . 

Weigh-house 

Sundries 


Cost per ton £ 


III. WorHng Expenses ; 

Timber (prop wood) 
Stable expenses . . 

Stores, underground . . 
Stores, surface . 

Pit rails 

Repairs and renewals 
Ropes and chains . . 
Bricks, lime, etc. 

Coal used 

]^nt and rates (simface) 
Depreciation 
Surface damage . . 
RnyalUes, wayleaves, etc. 
Sundries 


Cost per ton £ 


IV. Management and Administrative Charges . 
Salaries and commission 
OE&ee and travellmg expenses . . 
Bad debts and discounts . . . , 

Sundnes 


Cost per ton £ 


Total cost per ton 


Average price realised per ton £ £ 


d. 


Note. — Columns are sometimes provided for the insertion under each 
heading of the total figures to date for such portion of the financial year 
as may have elapsed prior to the current Cost Sheet. Columns for the purpose 
of comparison with corresponding periods are also sometimes useful 
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now enable a certain percentage of this spew to be used in com- 
pounding an original mixture. It is necessary, therefore, when 
arriving at the cost of manufacture to credit the spewings either 
BBTSWEBY COST SHEET. 

Brewing No Quality Date 
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of regulating selling prices, but also to ascertain that the manu- 
facturing process is being caaxied on as economically as possible, 
with a view to reducmg the amount of scrap made The data 
obtained are not only of use to the selling side of the business, 
but are invaluable to the technical or works side as indicating 
where efforts to save loss should be directed, in order to increase 
the output. 

In Chapter II, page 38, reference has been made to the 
presentation of costing results by means of graphic charts. 

A few specimen cost sheets are given on pp. '777-82. 

Fotthdry Cost Acoouut. 

A useful method of keeping in 'view the coat of Foundry work 
is a Monthly Profit and Loss Account, prepared as sho-wn at 
p. 782. This account deals with the Foundry as a whole, and 
makes no attempt to arrive at the cost of individual castings. 
Dealing first wi'th the credit side, the item “ Castings Good ” 
represents the total output m weight during the period and the 
total selling value. These figures can be obtained from the weekly 
wages sheets, if special columns are provided enablmg a full 
record to be kept, 

“ Eunners, Eisers, and Metal Run Down ” represents spoiled 
castings and overplus of metal run down. A daily record of these 
items should be kept by the foreman, and a careful watch be 
exercised by the works manager to see that the percentage is not 
unduly high. This weight can only be credited at the current 
market price of scrap of the same type. 

“ Loss in Melt,” which ought not to exceed 6 %, should explain 
the difference between the total weights into and out of the 
cupola. 

On the debit side of the account we have “ Rg Iron ” and 
“ Scrap Iron,” the figures relating to which can be obtained with 
accuracy by means of memorandum Stock Accounts kept in the 
office. These accounts, in turn, may be checked against the 
materials used, as recorded in the foreman’s “ Charge Book.” 

Similar memorandum Stock Accounts for Coal and Coke 
enable an accurate charge to be made for these items ; but it 
should be noted that the actual stocks in hand must be periodically 
cheeked with the balances shown in the memorandum hooks as 
being in stock. 

The details of “ Sundry Stores ” are obtained from the store- 
keeper’s books. Particulars of “ Wages ” are obtained from the 
Wages Sheets. 

“ Cucost Charges ” are estimated at one-twelfth of the annual 
charges, or at any other percentage that may from time to time 
prove more equitable. 

EXAMINATION QUESTIONS. 

1. Outline briefly, with eketches of books, any system of entering and 
cheeking the stores used in a monnfaotunng busmoss with whioh you are 
familiar, and of which you approve. (Royal Soeiely Arts.) 
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2. In a business consisting of various departments, in what way would 
you keep the Stock Accounts so as to (a) minimise the danger of false 
returns by the manager, and (6) prevent theft on the part of dishonest 
employees. (Royal Society Arts ) 

3. A chent of yours, who manufactures small machine parts, asks you 
to initiate a system of cost accounts in his works and to conduct a half- 
yearly audit of the costing books 

What books, other than the ordinary financial books of account, should 
you recommend your client to adopt ? 

Detail briefly the audit you would carry out. (OMrtered Accountants.) 
' 4. Draw up a system of cost accounts for a building contractor, and 

show how they would be co-ordinated with the financial accounts of the 
business. (Ohartered Accountants.) 

5. Clients of yours suspect a leakage in their stock, and request you 
to advise them as to the best method of recording the charge to, and issue 
from, stores of goods purchased. 

Select one of the undermentioned businesses, and submit a short report 
on the system you advocate, together with specimen forms : Eetail store 
(three departments) ; Engineer : Hardware merchant ; Tobacco manu- 
facturer. (Ohartered Accountants.) 

6. Describe a system of Hotel Stock Accounts for wines and spirits and 
mineral waters, and give a ruhng of a bottled wines Stock Ledger, (Ohar- 
tered Accountants.) 

Briefly describe an efflcient system of recording the receipt and issue 
of goods from store to departments m any manufacturing business with 
which you are famihar. Illustrate your answer with a sketch of a Stores 
Ledger you would recommend, and make three specimen entries therein. 
(Chart, eied Accountants.) 

8. State briefly the principles governing cost accounts, and give a form 
of Cost Sheet suitable for a manvifactuiing business, entering not leas than 
SIX items of cost relating thereto. (Ohartered Accountants.) 

9. What are the principal reasons for Cost Accounts ? What tests would 
apply to Cost Accounts so as to ensure their accuracy as far os possible ? 
(Incorporated Accountants.) 

10. Under what headings may the various systems of Cost Accounts be 
conveniently classified ? Describe briefly the undertakings to which each 
system should be applied, and the advantages of. keeping Cost Accounts. 
(Ohartered Accountants.) 

• 11. Describe shortly any system of Cost Accounts with which you aro 

acquainted, giving sketches of the book rulings and illustrative entries. 
(Ohartered Accountants.) 

12. Give a short explanation of the form and method of keeping Cost 
Accounts, and give a form of Cost Sheet of either a colliery, iron works, or 
a foundry. (Chartered Accountants.) 

13. Briefly ei^lain the system of Stock and Cost Accounts which you 
would introduce in a cigarette manufacturing business. 

Submit rulmgs of the Cost Sheet and any books you would recommend. 
In this connection deal with Tobacco ; Cutting ; Machining : Packing 
materials; Despatch; Wages and Oncost charges. (Ohartered Accountants.) 

14. State shortly (1) the advantages of Cost Accounts, and (2) draft 
a forrn of Cost Sheet for a cocoa manufacturer’s business, providing for the 
following among other items of cost which may suggest themselves to you : 
Cocoa beans. Butter, Gum, Sugar, Colourmg matter. (Incorporated Ac- 
countants.) 

16. Describe a system of Coat Accounts suitable for a builder and con- 
tractor, detaihng the nature and use of the books you would recommend, 
and showing how the Cost Accounts may be co-ordinated with the Com- 
mercial Accounts (Chartered Accountants.) 

16. Explain briefly, with examples, the system of Stock and Cost 
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Aocounta which you would introduce lot use in the office of a firm whose 
chief articles of manufacture consist of small machine parts. 

What is the step you would take in introducing the system you recom- 
mend ? (Royal Society Arts ) 

ly. Design a system of Cost Accounts suitable for a large contractor. 
State the manner in which their accuracy, or otherwise, is proved periodically. 
(Incorporated Accountants.) 

18. Select an article in common use, describe the materials, labour, and 
expenses which enter into the cost of producing it, and frame a Cost Sheet 
in a form calculated to .pre.aent details of the cost of production in the most 
useful form to the manufacturer. (Royal Society Arts.) 

19. Select a type of wholesale business, and describe an efficient system 
of recording the receipt and issue of goods from store, and illustrate your 
answer with a sketch of a “ Stores Received and Issued Book ” (Royal 
Society Arts.) 

20. Wliat books, m addition to the ordinary books of account, do you 
consider a manufacturer should keep m order to enable him to prepare a 
complete system of Cost Accounts ? WTiat information do you consider 
that such a system would provide ? (London Ohaniber Gommerce.) 

81. Smithson & Co., in addition to a general engineering and repairing 
business, are manufacturers of pumps of four standard sizes, which they 
make and sell in large quantities They desire to inaugurate a system 
which will show them the cost of production of each standard size of pump. 
Set out briefly your suggestions as to how this could be accomplished 
(Chartered Accountants.) 

82. What IS a Cost Account ? Give a specimen of a Cost Account 
suitable for use in some manufacturing business with which you are 
acquainted, giving both the ruling of such account, and also entering nob 
less than six and not more than twelve items of cost relating to that particular 
manufacture (Royal Society Arts ) 

23. As auditor to the Lys Foundry Company, Ltd., you are asked to 
investigate the costing system in operation, more particularly with a view to 
advising how, in your opimon, the undermentioned items should be dealt 
with ! (a) Indirect wages, e g. foremen, engine and boiler men, time- and 

store-keepers, labourers, etc. (5) Salaries and expenses of travellers, 
(e) Directors’ fees, managing director’s salary, and office expenses, (d) Rent 
and rates Submit your report to the directors (Chartered Accountants.) 

84. You are asked to consider and report upon the costing system 
employed by a manufacturer of cycle accessories , more particularly as to 
whether the question of interest upon capital and loans should be taken 
into account in arriving at costing results. 

Report bnefly upon the latter point. (Chartered Accountants.) 

86. A soap manufacturing company keep their Cost Accounts on the 
Card Index system. IWiat are the advantages of the system for this purpose ? 
Give an illustration of a card, and state what precautions are necessary 
where the raw material used is subject to violent fluctuations. (Incorporated 
Accountants.) 

86. Robert Rheid is a cigarette manufacturer Ho desires to inaugurate 
on efficient system of costmg Are any books or records necessary for this 
purpose other than the ordmary books of account ? If so, describe them, 
and submit rulings of any books you recommend (Royal Society Arts ) 

The Universal Patents Company, Ltd., has a monopoly of an article 
much in demand and not likely to be superseded. It pays very large 
dividends. It has no efficient costing system. Does it need one ? Give 
reasons. (Chartered Accountants.) 

28. A firm of cigarette manufacturers ask you to audit thoir Cost Accounts. 

Briefly describe the information you would expect to obtain from the 
costing clerk, and the procedure you would adopt in order to test the accuracy 
of the figures submitted to you. (Chartered Accountants ) 

61 
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89. A firm of constructional engineers carry on a business ■which is almost 
entirely done under contracts. Most of the material required is purchased 
specially for these contracts, but quantities of general materials are also 
purchased for stock. They desire to be kept advised of the progress of the 
cost and the ultimate profit or loss on each contract as completed. State 
the general outlines of a system of Cost Accounts you would recommend 
for tills purpose. (Chartered AecmmtmUs.) 

80. State the unit or units of output or earning generally in use for pre- 
paration of Cost Accounts of the following : (1) Braiveries , (2) Bricktrorks j 
I'd) Collieries ; (d) Electno light works ; (6) Gas-works ; (6) Iron and steel 
manufacturers ; (7) Tramways ; (8) Water-works. (Chartered Accountants.) 

31. Wliat do you understand by Cost Cards t Explain their preparation 
and uses. {Incmporated Accountants.) 

32. A''ou are instructed to audit the Cost Accounts of a firm of builders 
in respect of work done by them on contracts which have been completed. 

Explain shortly how you would do this (Chartered Accountants.) 

33. Erom the point of view of Cost Accounts, discuss and oompaie the 

practice of paying wages : (a) On the piece-work system ; (6) On the day- 

work basis ; (c) On the bonus or premium system. {Ohartered Accountants ) 

’ 34. What do you understand by the term “ Oncost ” T Upon what basis 
or bases do you consider it should bo calculated ? Give your reasons. 
(Ohartered Accountants.) 

85. A firm who manufacture three separate classes of goods are anxious 
to reconstruct their system of costing. They ask you to advise thorn how 
the overhead charges should be spread over the three departments. 

Select a busmess, briefly describe its characteristics, and explain the 
basis upon which, in your opinion, the overhead charges should be appor- 
tioned. {Ohaitei’ed Accountants.) 

36. Dickson Brothers manufacture two staple articles and a by-produot. 
They ask you to advise them upon what basis, or alternative bases, the 
overhead charges should be apportioned between the three departments. 

State your news in the form of a report, dealing more particularly with 
(a) Eent and rates , (6) Discount and Bank charges ; (o) Travellers’ salaries 
and expenses ; (d) Advertising ; (e) Partners’ and managers’ salaries. 

(Chartered Accountants.) 

S'?. In the Nominal Ledger of a firm of contractors you find the foUorring 
account ; — 


^ COST BOOK ACCOUNT. ^ 


Jan, 

To Balance toought down. . 
„ Goods and Materials from 

Im 

Deo Sli 

By Contracts and Charges 
„ Materials returned to 

£ 

45.000 


Stock 

”, Sundry Cash payments ’ 
„ Transfer to Trodt and 

23.000 

10.000 
200 


Stock 

„ Balance carried down . 

2.500 

3,200 


Isms Account . . . 

£60,700 



£00.700 

Jan. 1 

To Balance brought down. 

£3.200 


1 



Explain fully the meaning and use of this account. (Chanered Ac- 
countants.) 

38. The Northern Eoundry Company, Ltd , are manufacturers of steel 
castings. 

The Company has instituted a system of costing, and you are requested 
to advise ae to the basis on which standing charges and establishment 
expenses should be charged. 

The manufactures of the Company vary greatly, some of the castings 
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being of considorable size and weight, and othena very small but requiring 
intricate worlcmanship. 

The points you have to deal with are : (1) Foremen’s wages, and wages 
of labourers and others not directly charged ; (2) Rent and rates ; 

(3) Travellers’ salaries and expenses, and expenses of the forwarding 
department , (4) General ofBioe expenses j (5) Salaries of manager and 
managing director. 

■R^at would you advise ? {Chartered Accountants.) 

39. From the following particulars make out monthly Cost Sheets of a 
coke and by-product company : — 

April May. June 

Coal used 6,900 tons 7,200 tons 7,300 tons 

Coke made 4,700 tons 4,725 tons 4,776 tons 

Tar made 326 tons 340 tons 325 tons 

Sulphate of Ammonia made 90 tons 100 tons 95 tons 

Sulphuno Acid used . . . . 75 tons 96 tons 90 tons 

Benzol made 12,300 galls. 13,900 galls. 14,000 galls. 

Creosote Oil used .... 7 tons • 8 tons 8 tone 

Wages £660 £560 £566 

Stores, etc £56 £76 £76 

The prices of the above materials and products were : Coal, 8s. per 
ton i Coke, 148. 6d. per ton j Tar, 13s 3d. per ton j Sulphate, £10 16s. per 
ton J Sulphuric Acid, 4Ss. per ton , Benzol, 3 Jd. per gallon j Creosote 
Oil, 3id. per gallon (1 ton = 220 gallons). 

Show the percentage (to two places of decimals) of Coke made, of Tar 
made, and of Sulphate of Ammonia made to the weight of coal used. 
{Chattered Accountants,) 

40. When auditing the accounts of a large factory where wages are paid 
by piece-work, you find on reference to the company’s statistical results 
the following - 

Per cent Per cent 

A. Dept. Jst Year on Output. 2na Tear on Output 

Material .. .. 10,600 10-60 11,600 11-60 

Wages .. 6,260 6-26 7,260 7-26 

Packing .. .. 1,060 1-06 1,000 1-00 

Supervision .. 626 0-62 600 0-50 

What are your conclusions 1 {Incorporated Accountants.) 


41, The Engineering Company, Ltd., have works m a suburb of London, 
the Head Oifioe being in the City, where all orders for the Company’s goods 
are taken. The goods are manufactured at the works, and are invoiced 
to Head Offico at “ cost,” made up of materials, productive labour, and an 
agreed rate of 126 % on productive labour to cover “ oncost ” or overhead 
charges, viz. 6 % interest on capital employed, depreciation, and all expenses 
of the worlrs. One-fourth of any surplus on “ Oncost Account ” is credited 
to the works manager as extra remuneration, and the remainder is trans- 
ferred to Head Office as profit. The Balances m the Ledger of the 
works on January 1st were as follows : Plant and Machinery (deprecia- 
tion 7} %), £60,000 ; Loose Tools (depreciation 16 %), £8,000 j Cash in 
hand, £200 ; Freehold Land, £8,000 ; Buildings (depreciation 2 %), £16,000 j 
Stock on hand and Work m progress, £23,800 ; Hoad Office, £103,000. 

The Head Office pays all accounts and furnishes the works with 
cash required for wages, etc. The debits to the works for the yoar were : — 


Purchases chargeable to jobs 69,000 

Purchases not chargeable to jobs . , 6,000 

Cash for Productive Wages 28,000 

Cash for Unproductive Wages 6,500 

Works Salaries , 4,100 

Other Works Expenses 6,600 


£102,100 


In addition to the amounts mentioned above, the Trial Balance of 
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the Head Office on December 31st consisted of the following : 6 % First 
Mortgage Debentures, authorised and issued, £50,000 ; Ordinary Share 
Capital, authorised and issued, £100,000 ; Cieditors, £23,860 ; Goodwill 
£40,000 ; Cash at Banlcers and in hand, £19,300 ; General Reserve, £80,000 ; 
Profit and Loss Balance from last year, £7,400 , Investments, £26,500; Sales, 
£133,600; Debtors, £36,500 , Salaries and Travelling, £3,800 ; Rent, £1,200 ; 
Directors’ Fees, £2,000 ; Other Expenses, £4,600 , Debenture Interest of 
Year, £2,600 , Interim Dividend on Ordinary Shares, £6,000 ; Interest and 
Dividends on Investments, £1,760. 

The works invoices to Head Office for the year amounted to £111,600, 
and the Stock on hand and Work in progress on December 31st was £27,300. 

Show the Works “ Oncost Account ” for the year, the Balance Sheet 
of the Company as at December Slat and Profi.t and Loss Account for the 
year. Ignore Licome Tax. {Ohartered Accountants.) 

42. B. Finney commenced business on January 1st as a bicycle manu- 
facturer, malong three standard types of machine, which he designated as 
G, L, and J. His Trading and Profit and Loss Account for the year is as 
follows : — 



I By Balance £863 7 6 

He has kept “ Cost Accounts ” in respect of each type, charging out 
materials and labour at actual cost, “ Works oncost ” at 100 % on labour, 
and “ Office oncost ” at 20 % on Works cost. Finished machines m stock 
and work in progress are valued at "Worlcs cost.” From the foregoing 
information and the following particulars prepare (a) Statement showing 
profit per machine sold and total profit per cost aoooxmts ; (b) Works Oncost 
Account ; (c) Office Oncost Account , (d) Reconciliation of Profit per Cost 
Accounts with the Profit and Loss balance of £863 7s. Od. 

G. L. J. 

£ s. d. £ s. d. £ B. d. 

Average cost of materials per finished 

machine 180 1 10 0 120 

Average cost of labour per finished 

machine 0 18 6 100 0 16 6 

Number of finished machines manufao- 

factiued 846 470 290 

Machines sold 820 460 260 

Sale price per machino 4 10 0 4 16 0 3 16 0 

{Chartered Accountants.) 

43. The Paper Products Company, Ltd , owns : A paper mill, all the 
output of which IB sold to the factory at 10 % above mill cost price , the 
factory, which sells all its output to the selling department at 10 % above 
factory cost price ; the selling department. 

From the following figures calculate (a) the factory cost of output, 
showing the proportion “ Paper ” bears to “ Other Goods, Wages, and 
Charges ” ; (6) the piofit made by the Company in the year, allowing for 
(o) the reserve required to eliminate the unrealised profit on increase in 
stocks m the year, assuming that the selling department increase is in the 
same proportions as m (oh 
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Factory : Opening Stock on hand : Paper, £18,700 ; Other Goods, 
£14,800 ; Paper Purchases from MiU, £73,300 , Other Goods, Wages, Charges, 
etc., £43,900 ; Closing Stock on hand : Paper, £24,200 ; Other Goods, 
£13,500. 

Selling Department : Opening Stock on hand, £27,400 ; Sales, £148,000 j 
Wages, Charges, etc., £16,400 , Olosmg Stock on hand, £37,300. [Chartered 
Accountants.) 

44. A correspondent of a finonotal newspaper has suggested that manu- 
facturers engaged in making war material should have their profits fixed 
by Act of Parliament, and makes the foUowmg suggestion for ascertaining 
the profits on an article, assuming the seUmg price to be £100 : — 

40 
18 

20 
22 

£100 

Criticise the method suggested for ascertaining net profit, and make 
suggestions of your own for ascertaining the real profit of any contract. 
[I'ncor'porated Acaountanis.) 

45. The draft accounts of George Dickson, Ltd., for the year ended 
December 31 show a net profit of £68,000. The issued capital of the 
company is £300,000, consisting of 100,000 6 % Cumulative Preference 
Shams of £1 each, and 200,000 Ordinary Shares of £1 each. The credit 
balance brought forward from the last Profit and Loss Account amounted 
to £12,600. 

The directors decide to submit the following appropriation to the share- 
holders ! (a) To write £.5,000 ofl; the Goodwill Account , (6) to transfer 
£10,000 to Reserve Account ; (c) to transfer £1,000 to Forged Transfers 
Reserve ; (d) to redeem twenty 5 % Debentures of £100 each at par j 
(b) to distribute £6,000 as bonus to the staff j (J) to pay the dividend due 
for the year on the Preference capital (less tax). Give the entiles necessary 
to record these appropriations. (Chartered Accountants.) 

46. Draw up a form of Cost Sheet suitable for a coal-owner or iron and 
steel manufacturer, detailing the items of expenditure so that a check can 
be readily placed upon them. (Chartered Accountants.) 

47. Draw up form of a monthly Cost Sheet for the information of the 
proprietor of a colliery or chemical works, detailing the items of expenditure 
so ^at a comparison may be made with corresponding periods ; the form 
to show the total expenditure since the last Balance Sheet to the date of 
the return. (Chartered AccourOants.) 

48. Prepare a form of Cost Sheet for a colliery m which will be shown, 
first, the cost of working the coal ; second, the cost after inoludmg estab- 
lishment charges , and state what, in your opinion, should be considered 
the net cost of the coal. (Chartered Accountants.) 

49. Give a form of Cost Sheet applicable to a colliery or iron-works, so 
that such Cost Sheet shall embrace all the working debits and establishment 
charges. (Chartered Accountants.) 

50. In well-arranged works where the Cost Sueet is more than usually 
perfect in its character, can you state the extent of expenditure which such 
Cost Sheet should embrace ? (Chartered Aocountanis.) 

61. Prepare a chart showing the output of electricity and coal consumption 
of an' electric lighting company. (Incorporated Accountants.) 

52. What is a Cost Sheet ’ How is it made up 5 Prepare a sample 
Cost Sheet for a steol-rail roUing null. (Chartered Accountants.) 

53 Give a specimen of a Cost Sheet suitable for use in a colliery or m 
any manufacturing business with which you ore acquomted. (Chartered 
Accourdants.) 


Cost of Materials, say 

Wages, say 

Cost of Trading and Distributive Expenses, based on past 

expeiience, say 

Balance, being Net Profit .. 
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64. Draw up a form of weekly or monthly Cost Sheet adapted to one only 
of the foUowmg induEtriea, and pve specimen entries illustrating its 
working . (a) Colliery ; (6) Cotton-spiiming Mill : (c) Iron Hoimdry ; 

(d) Brewery, (Chartered Accountants.) 

55. In order to prepare a Cost Sheet showing the cost of the manufacture 
of any particular article, what details must he obtained and grouped 
together in order to arrive at the total cost of the article 1 Illustrate your 
answer by an example of a Cost Sheet suitable for use in a manufacturing 
business with which you are famihar. {London Chamber Commerce.) 

66. A pencil manufacturer makes two types of pencils, “ Black ” and 
“ Coloured.” They undergo two processes. Factory and Finishing Baw 
Materials used in the Factory and Ceneral Expenses are apportioned in the 
ratio of output of each class ; the output in 19 . was 24,000 gross Black 
and 8,400 grcss Coloured ; the actual cost of labour for each process is 
ascertained ; ” Other Charges ” for each process are apportioned in the 
same ratio as labour for that process ; finishing materials are apportioned 
in the ratio of finislimg labour. Jrom Uie follpi^ng particulars prepare a 
statement of the cost per gross, 'in shillings ’ arid ""penbe,' of each item hn'd 
each process in the cost of manufacture, and the profit per gross if the selling 
prices are £1 and 19s respectively • — ^Factory Baw Materials . Opening 
Stock, £3,680 , Purchases, £10,710 ; Closing Stock, £1,940 ; Factory Wages : 
Black, £4,200 , Coloured, £1,305 ; Factory Chargee, £3,710 ; Finishing 
Wages : Black, £2,000 ; Coloured, £500 ; Finishing Baw Materials : Opening 
Stock, £720 j Purchases, £3,370 , Closing Stock, £890 ; Finishing Charges, 
£1.920 ; General Expenses, £3,646. {Chartered Accountants.) 

V 67. A, who commenced business on July 1st as a piano manufacturer, 
places before you the followmg mfoimation, and asks you to prepare a state- 
ment showing the profit per piano sold (charging labour and material at actual 
cost, works oncost at 100 % on labour, and office oncost at 26 % on works 
cost), and a statement showing a reconciliation between the profit, as 
shown by the Cost Aocoimt, and the profit as shown by the Profit and Loss 
Account for the year ended June 30th in the followmg year. 

Two grades of pianos , are manufactured, and are Imown as No. 1 
and No. 2 There were no pianos in stock or in course of manufacture on 
Juno 30. 

Average cost of materials per piano : No. 1, £10 , No. 2, £8. Average 
cost of labour per piano i No. 1, £19 ; No. 2, £14. Finished pianos sold : 
No. 1, 118 ; No. 2, 205. Sale price of piano i No 1, £76 ; No. 2, £56. 
The works expenses w6re £5,240 , tlie office expenses were £3,166. 

You ate required to prepare the necessary statements, showing the actual 
profit for the year. {Chartered Accountants.) 

^ 58. From the following information prepare Pig Iron Production Account, 
showing the oo.st per ton of each Mass of expenditure and of the pig 
iron produced : — Sundry Stocks on hand, July Ist : Coal, £4,720 , Coke, 
£3,680 ; Limestone, £1,450 ; Ironstone, £3,980 ; Sundries, £2,700. Pur 
chased during the year : Coal, £21,880 ; Coke, £29,470 , Limestone, £6,080 i 
Ironstone, £18,690 ; Sundries, £7,810. Sales of Slag, £10,400 , General 
Works Charges, £4,400 ; Wages, £17,600 ; Production of Pig Iron, 32,000 
tons Stocks on hand, June 30th in the following year . Coal, £3,800 j 
Coke, £2,660 , Limestone, £1,730 : Ironstone, £3,420 ; Sundries, £2,910. 
{Chartered Accountants.) 



CHAPTER XIV 


Bank Accounts 

The book-keeping system of a modem bank is a somewhat 
specialised form of double entry. The majority of a bank’s 
transactions consist of receipts and payments of money, or transfers 
between personal and impersonal accounts, and their record 
presents no difficulty. The specialised form of aocountmg employed 
by banks arises from the fact that the daily transactions are 
extremely numerous and must for the most part be dealt with 
immediately they occur. 

A bank is either a borrower or a lender. It is debtor to those 
customers who entrust money to its keepmg, and creditor of 
those to whom it lends money. To its creditors on Deposit Account 
a bank pays interest ; from its debtors a bank receives interest. 
The difference between the interest paid by a bank on money 
borrowed, and that received on money lent, plus what the bank 
earns on its investments and minus its working expenses, forms 
the chief part of a bank’s profits. In this country, the aggregate 
paid-itp capital of banks is small compared with their ouirent 
liabilities, and it is not primarily from the employment of their 
capital funds that the greater part of their profit is made ; it is 
from a small rate of net interest or net profit on the large deposits 
they handle that they pay high dividends on their comparatively 
small capital funds. 

It is most necessary for a bank to know its own general 
position from day to day with close accuracy. It has always to 
preserve a sufficient holding of liqmd assets in order that it may 
be in a position to meet every demand made upon it. A general 
run upon the banks of this country is now hardly conceivable 
except in the extreme case of a foreign invasion, but the possibility 
exists and cannot be disregarded 

Moreover, in order that a bank may know the position existing 
between itself and its customers at any moment, its ledgers must 
be written up abreast of its transactions, otherwise there would 
be the danger of overdrawn accounts and subsequent bad debts. 
There is also the vexed question of the pass book. The pass 
book is the property of the customer ; its function as between 
banker and customer has never been defined, and the precise 
legal effect of the entries made in it is very uncertain. But 
clearly it is imperative that the pass book should be accurate, 
and be written up and ready for the customer whenever asked 
for. A customer is entitled to assume that the entries in his pass 
book are correct, and, provided always that he acted bona fide, 
can claim for damages sustained by acting on that assumption. 
Doubtless, it would be very diflacult for a business man to show 
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that he acted bona fide in relying solely on his pass book; but in 
the old case of Slcyring t. Greenwood (1826), 4 B. & C., where an 
army officer, on the faith of an erroneous credit entry in the 
accounts — analogous to the pass book-— submitted to him, spent 
money which otherwise he would not have spent, the bankers 
failed to recover the amount erroneously credited, and the decision 
in that case has on several occasions been approved. It is usual 
for auditors to apply direct to the bank for a certificate of the 
bank balance and not to rely on the pass book alone. 

In order to fulfil the requirements thus briefly indicated, a 
bank employs a large part of its staff in contmuously recording, 
in Current Account and other books and ledgers, the mass of detail 
relating to its daily transactions with customers. All its records 
are interdependent and interlocking, and as a safeguard against 
fraud each transaction is usually arranged to pass through more 
than one pair of hands. Internal checks are all the more necessary 
because the work of a bank is not capable of being checked in every 
detail, either by an independent auditor, or by the bank’s own 
inspectors ; the work involved would be too heavy, so multitudinous 
are the transactions and so quickly are they at an end. 

Before dealing with the main outlmes of bank book-keeping 
it will be of assistance to the student to illustrate and briefly 
explain a typical bank Balance Sheet, and thus give an outline 
of the transactions for which an efficient system of accounting 
must be provided. Taking the Balance Sheet appearing on 
p. 793, the following explanatory notes may be offered. 

Share Capital . — ^Modern banks, almost without exception, are 
limited companies, for the reason that all associations of more 
than ten persons formed to carry on banking business must be 
registered as companies unless already formed in pursuance of 
some other Act or under letters patent. Banking companies 
registered under the Companies Act are under obligation to 
publish a statement disolosmg their financial position before they 
commence business and thereafter twice yearly (first Monday in 
February and first Tuesday in August). This statement must 
be exhibited in a prominent position in the registered office of the 
bank and at each of its branches. This statement, known as 
“Form 0,” must contain the amount of the nominal capital of 
the company, the number of shares into which it is divided, the 
number of shares issued, and the amount called up and paid 
thereon, the liabilities and assets of the company as on the previous 
January 1st or July Ist. The leading banks usually comply with 
those regulations by exhibiting a complete Balance Sheet. Like 
other limited companies, banks are also subject to audit, and 
the audited Balance Sheet must bear the signatures of the secretary 
and manager and three directors. In order to prevent attempts 
to discredit a bank by “ bear ” sales of its shares Leeman’s Act 
directed that aU transfers dealing with the sale of bank shares 
must specify the distinguishing numbers of the shares sold. This 
is a regulation, however, which is habitually disregarded. 

Of the authorised capital of £33,000,000 shown in the Balance 
Sheet, £30,633,127 has been subscribed and £9,320,157 called and 
paid up. There is a reserve liability of £3 per share on the un- 
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called capital. The uncalled capital forms a permanent guarantee 
fund for the enhancement of the banh’s financial stability. In 
many oases the whole, or a large part, of the uncalled capital can 
only be called up m the event of liquidation, and is then termed 
the Reserve Liability on the Shares. Where this is the case it 
affords an additional safeguard for the bank’s depositors. 

Reserve or Reserve Runet. — ^This account figures in the Balance 
Sheets of most banks. As a general rule, it is partly built up by 
periodical transfers from tracing profits and partly by premiums 
received on the issue of new shares. The reserve fund of a bank 
is generally invested in Government and other gilt-edged securities, 
the investments thus held on account of the fund being stated 
separately on the asset side of the Balance Sheet, apart from the 
bank’s ordinary holding of these investments. 

Gun-ent and Deposit Accauids. — ^The total of these two items 
expresses the bank’s liability to its customers, repayable on demand 
or after a short period of notice. Some few banks show separate 
totals of their Current and Deposit Account liabilities. In some 
oases the heading is elaborated to “Current, Deposit, and other 
Accounts.” In this form the item may include staff pension 
funds, secret reserves, and any balances which it is not thought 
needful to describe with more particular detail. In some oases 
the item also includes letters of credit, circular notes, and even 
the balance of the Profit and Loss Account. It will be noted 
that in the case illustrated the liabilities to customers are nearly 
sixteen times the amount of the bank’s paid-up capital and 
reserve — a not unusual proiiortion. 

Acceptances on Behalf of Oustomers — ^These are bills payable- 
which have been accepted by the bank for its oustomers, in 
reliance upon their providing funds wherewith to meet the bills 
at their due dates. A commission is charged for the accommodation , 
and, as a general rule, a bank will only accept bills in this way 
against approved security or for a banking correspondent. The 
security sometimes takes the form of the shipping and other 
documents which cover the goods represented by the bills. 

This practice is of undoubted convenience to merchants, 
especially when a remittance of indisputable worth and negotiability 
is required for foreign liabilities and commitments, or, when the 
merchant requires immediate money, for the low rate at which 
a bill thus accepted can be discounted will more than cover the 
commission paid for the accommodation Customers accom- 
modated in this way are, of course, liable to the bank for these 
acceptances. Hence the appearance of the item on the asset 
side of the Balance Sheet also as representing the liability of the 
customers. 

Rebate on Bills not Due. — ^When a bank discounts a bill for a 
customer it immediately deducts interest on the face value of 
the bill, calculated from the day of purchase to the day it falls 
due; the interest so deducted is called discount, and is at once 
credited to “ Discount Account ” in daily totals through the “ Bills 
Received for Discount Register.” When the bank makes up its 
periodical Profit and Loss Accounts it is obviously only entitled 
to take credit for the discount which has accrued to the date of 
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balancing, the remainder of the discount being carried forward’ 
under the designation of “ Rebate on Bills Not Due,” for the 
benefit of the succeeding tradmg period. In .short, the interest 
earned by discounting bills is apportioned between the two financial 
periods concerned. This item does not appear separately in the 
Balance Sheet shown. It has, however, been allowed for in the 
Profit and Loss Account. 

Profit and Loss Account. — ^This item represents the balance of 
the Current Profit and Loss Account, and shows the amount 
available for dividend, etc In some oases short particulars are 
inset, showing the balance brought from the previous period, the 
dividends paid thereout, transfers to reserve, etc., and the profit 
for the current half-year. 

Cash. — This comprises the coin and Bank of England notes 
in hand at the head ofiBce and branches and the balance of 
the bank’s own Current Account with the Bank of England. 
These are obviously two different types of asset, but very few 
banks show the items separately. For practical purposes money 
on Current Account with the Bank of England is ranked as 
the equivalent of coin and notes actually in hand. According to 
the Macmillan Report (June, 1931), the amount of “ cash ” thus 
classed as immediately available is now about 10 -8 per cent, of the 
public liabilities of the banks, of which 4-9 per cent, is represented 
by Cash with the Bank of England. 

It is clear that the balance at the Bank of England usually 
forms a substantial part of the composite total described as 
“ Cash.” Needless to say, adequate balances of coin and notes 
for current needs are always available at every branch of a bank, 
and doubtless additional reserves are kept at the Head Office. 
Banks are not averse, however, from placing the responsibility for 
their other cash reserves as far as possible on the shoulders of the 
Bank of England. The united balances of the “ other banlcors ” 
on Current Account with the Bank of England form an appreciable 
share of the latter’s liabilities to the pubho, and the increase and 
decrease of these collective balances at different times is reflected 
and noted in the weekly statements published by the Bank. 

Balances with, and Cheques on, other Banks. — ^This item con- 
stitutes an asset only one degree less liquid than the cash balances 
dealt with above. Cheques in comse of collection on other banks 
are converted into cash immediately the process of clearing or 
collecting terminates. 

Money at Call and Short Notice, — ^This sisset is made up of 
loans at interest to bill brokers and stockbrokers from day to day, 
or for short periods, secured by the deposit of bills, bearer securities, 
or other easily realisable stocks. 

The bill brokers and discount houses — the terms are practically 
synonymous — are in some cases joint stock companies and in 
others private firms. These houses carry on the business of buying 
bills of exchange frofii the commercial community and from foreign 
and other banks. Purchases of bills are financed by obtaining 
loans for short periods from the large banks and kindred firms 
upon the security of the bills discounted. Borrowings effected in 
this manner run from day to day, or for a stated number of days. 
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rarely exceeding a fortnight, and the rate of interest is fixed at 
the time the loan is obtained. 

As the loans fall due they may be, and very frequently are, 
extended for successive periods imder a fresh arrangement. The 
bill broker frequently disposes of some of the bills he has purchased 
to the large home and foreign banks whenever the latter are 
disposed to invest funds in first-class bills. This operation is 
known as rediscounting. The bill broker derives his profit from 
the difference between the rates at -which he discounts bills and 
the rate he is forced to pay for the short loans to carry them 
or the rate at which he rediscounts them elsewhere. As a rule a 
bill broker keeps little or no cash reserve, and meets demands 
for repayment of his short borrowings out of maturities of his 
stock of bills, or by rediscounting or borrowing upon them at the 
Bank of England. 

All short loans are covered by the deposit of adequate security 
(in the form of bills, gilt-edged bearer securities, or short-term 
bonds) -with a small margin (6 to 10 %) as a reserve against 
possible loss in case realisation becomes necessary. Discount 
houses usually possess a holding of the two classes of invest- 
ments named in addition to their main business of dealing in 
bills of exchange. The other class of short loans appearing in the 
Balance Sheet of a bank are the loans made to stockbrokers from 
one fortnightly account day to the next, to enable them to carry 
over Stock Exchange transactions for their clients from one settle- 
ment to another. These loans are covered by Stock Exchange 
securities (with a margin), and because they are usually somewhat 
less realisable than the short loans to bill brokers they command 
a higher rate of interest. The securities deposited to secure these 
loans have usually been bought by speculators for a rise, the 
transactions being financed for them by their stockbrokers pledging 
the securities. Bankers favour bearer securities m this connection 
as their transfer entails neither trouble nor expense. 

Bills Discounted . — ^These are either ; — 

(а) First-class bills bought from the bill brokers, under dis- 

count, as investments for short periods ; or 

(б) Trade bills discounted by the bank to accommodate its 

customers. 

Banks favour bills as investments because they bear, as a 
general rule, the signatures of more than one firm and because 
they convert themselves into money automatically at their due 
dates with little fear of depreciation. 

In cases where the bills have been bougnt from a bill broker 
his endorsement on the bill, or his guarantee, provides an additional 
safeguard from the bank’s point of view. First-class bills are ■ 
those which have been accepted, drawn, or endorsed by a bank, 
or accepting house, of established reputation. The rate officially 
quoted by the Bank of England for discounting first-class hills is, 
as the student is probably aware, known as the Bank Bate. 
London enjoyed before the war an unrivalled position as the 
accepting centre of the world, and in the main still holds this 
position, and the bills drawn on it represent not only the discharge 
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of the commercial obligations of this country, but of those ol 
many of the great importing nations of the world. Most of the 
bills drawn on London eventually find their purchaser in London. 
The London discount houses buy bills in large quantities from the 
foreign or colonial branch banks located here, and sell them in 
turn either to the British banks or to other buyers. 

Trade Bills. — ^These, unless of the first class, or bearing the 
endorsement of a first-class house, do not form such favoured 
investments, the element of risk being obviously greater ; they 
are consequently discounted at slightly less favourable rates than 
first-class bank paper. Trade bills of short date are preferred by 
bankers for obvious reasons. 

The discount houses re-sell, or re-discount, their bill purchases 
as they think fit, either in response to a demand for bills from 
their banking connections or in order to provide funds to meet 
the recall of some of the short loans by means of which they 
finance themselves. British banks as a rule refrain from re- 
discounting bills purchased. 

Investments . — The securities held by banks as investments are 
almost wholly British Qovemmeni Securities, and are written down 
to, or even below, the current market quotation at the date of 
each successive Balance Sheet. It is not the practice of banks 
to write up their holdings of securities if current quotations show 
enhanced values. The war and its aftermath severely depressed 
the value of securities and involved the banks in a great deal of 
writing down either out of current profits or reserves — ^secret or 
open. A partial recovery in quotations has since taken place 
and the appreciation over the written down values constitutes 
a form of semi-secret reserve. If any investments of the bank 
have been lodged as security for national, county, or other public 
accounts, the amount so lodged should be set out in the form of 
a note on the face of the Balance Sheet 

Advances to Customers — ^These are the trade and other loans 
advanced by the bank to its customers. The accommodation is 
only granted, as a general rule, upon the deposit of approved 
security. The form of security lodged will natm'ally vary according 
to the trade connections of the bank and the locahty in which it 
operates. Speaking broadly, however, any form of good mer- 
chantable security is accepted for loan purposes — e.g. stocks and 
shares, bills, dock warehouse warrants, bills of lading, life policies, 
mortgages on land and buildings, and personal guarantees ; the 
latter two items, however, not being of a “ hquid ” nature, are 
regarded less favourably by bankers. 

The rates of interest yielded by the purchase of trade bills 
and by loans to customers are naturally higher than those derived 
from the more liquid assets, for the reason that the risk of loss 
is greater. Although investments of this type are more profitable, 
it IS necessary, because of the larger risk, to restrict them within 
limits proportionate to the total assets of the bank. 

The interest charged by bankers for loan accommodation 
varies with the security offered, the tendency of the market, and 
other circumstances. The rate charged is generally about i % 
above the bank rate, with a minimum charge of 4 to 5 %. For 
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the purpose of recording accrued interest in the books of the bank, 
slips charging out the interest due are prepared two or four times 
a year — at the end of June and December, or March, June, 
September, and December. These shps are credited to “ Interest 
on Loans Account,” and debited to the Current Accounts of the 
customers concerned. 

Liability of Ovstmners for Acceptances — This item is the contra 
entry for the Idee total appearing on the other side of the Balance 
Sheet, and shows the liability of customers to the bank for the 
bills it has accepted on their responsibility. The liability of the 
bank for guarantees given on behalf of customers is often grouped 
with this item in the Balance Sheet. 

Needless to say, a bank will not accept bills for its customer 
without adequate security, and if the customer should fail to place 
his account m funds to meet the bill at maturity, realisation of 
the security will ordinarily follow. A portion of these acceptances 
will be drawn by foreign banks, as a rule, in anticipation of exchange 
operations ; those may or may not be covered wholly by security 
specially hypothecated. 

The gi’anting of authority by a bank or accepting house to 
draw bills upon it is known technically as a credit. Credits are 
usually available for a limited time only, and are subject to the 
fulfilment of the conditions specified on the face of the credit 
If they are issued on behalf of a customer to effect payment for 
goods imported it is usually a condition that the bills of lading 
relating to the goods drawn for shall bo attached to the bill of 
exchange and surrendered upon its acceptance by the bank The 
bills of lading then form part of the banks security vis h vis its 
own customer, and can be liberated to him, either on his simple 
undertaking to meet the bill, if his credit be sufficiently good, or 
against the deposit by him of cash or some other sound form pf 
eecurity. ' *''' 

Bank Premises . — ^This item usually covers the cost of the land 
and bank buildings. These are largely freehold, and are frequently 
written down to far below their cost and their realisable value. 
This forms one of the types of secret reserves frequently met with 
in Bank Accounts. Many banks write off the entire cost of 
furniture and fitting against revenue, no Asset Account under 
this heading appearing in the books or accounts. 

The proportionate amounts of cash, short loans and first-class 
jeourities held by a bank are of great importance. It is very usual 
to find an amount equal, roughly, to very nearly 50 per cent, of its 
liabilities in these three most liquid assets, and the cash in hand 
and at the Bank of England may amount, as already stated, to 
between 10 and 11 per cent, of the liabilities. Minor differences in 
tliis relation exist between different banks according to the nature 
of their business and connections, but any serious divergence from 
the general average at any time renders a bank subject to criticism, 
to which from the very nature of its business it is particularly sensi- 
tive, The student wiU find a wealth of information regarding the 
wbrlilng of our banking system in the Report issued by the Com- 
mittee presided over by Lord Macmillan, published in June 1931 by 
His Majesty’s Stationery Office at 6s. net (Cmd. 3897). In that 
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Report the practice of “ window-dressing ” by the great Joint Stock 
Banks is condemued It is there pointed out that in order to make 
a good showing of “ Cash with the Bank of England ” it is the 
practice of most of the clearing banks to call in their loans to the 
money market (only to return them next morning) in order that 
their end monthly figures may show a high proportion of cash with 
the Bank. This proceeding is accentuated at the end of each half 
year, particularly at December 31st, The Report points out that 
the average balances kept by the clearing banks with the Bank of 
England are much less than the 4'9 per cent, mentioned on p. 795, 
being, in reality, “ less than 3 • 6 per cent, of their deposits (perhaps 
not more than 3 per cent ) and those of the banks of the country 
as a whole less than 3 per cent.” Still, as the author remarked in 
the fourth edition of this treatise, “ The suggestion that ‘ window- 
dressing ’ takes place for Balance Sheet purposes is not unlmown, 
but if anything of the kind is done its ultimate effect is very small ” 

Having considered, in general terms, the composition of a 
Bank Balance Sheet, the manner m which the books that lead 
up to that statement are kept, and an outline of the general 
principles of bank accounting may now be given. It must be 
predicated that there is no standardised system of book-keeping 
common to all banks ; indeed, most banking houses employ special 
methods in one or more directions which are peculiar to themselves. 
It is not possible, moreover, within the limits of a single cliaiiter, 
to exhaustively describe all the detailed ramifications of bank 
accounting. The field is so large that full Itnowledge of it can only 
be acquired by practical work in a banking house. The object 
of this chapter is to give the student an outline of the principles 
upon which all bank accounting is based. 

The General Ledoer. 

The book-keeping of a bank, or of a branch bank, is centred 
in a key ledger, known as the General Ledger. This ledger has 
special significance. In a large bank it contains some twenty or 
thirty adjustment accounts, recording, in totals, the whole of 
the bank’s assets, liabihties, profits and losses, and their respective 
fluctuations day by day. The ledger is usually self-balancing, 
i.e, it is so arranged that a trial balance extracted from it shows 
debit and credit totals of tho same amoimt, and also at a glance 
each day the approximate financial position. Numerous subsidiary 
ledgers and registers are kept for the purpose of recording the 
bank’s assets and liabilities in detail ; and these subsidiary ledgers 
agree with, and furnish the detailed explanation of, the relative 
adjustment, or “ total,” accounts opened for each type of asset 
and liability in the General Ledger. 

In a small bank or a branch office of medium size, some of the 
less active accounts are recorded in full detail in order to avoid 
the use of subsidiary registers. The accounts for commission, 
interest, expenses, and so forth are not, in a small office, sufficiently 
heavy to justify the employment of a separate subsidiary register 
or ledger, and for this reason these and similar accounts frequently 
appear i-n extenso in the General Ledger itself. The larger the 
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bank the less is the amount of detail recorded in the General 
Ledger, a greater number of subsidiary ledgers being em23loyed. 

The daily entries in each account in the General Ledger are 
made in the form of totals. These totals are constructed by grouji- 
ing together the mass of detail entries arising out of the day’s work 
affecting that particular account on either side, e.g. all deposits 
made for the credit of current account customers are collected 
into one sum, which is credited to the Current Accounts Account 
in the General Ledger. Withdrawals by customers are treated 
similarly and are de&ted, in total, to the same account. Whether 
the detail entries in the banlc’s ledgers are posted from slips, in 
the method hereafter explained, or from journals, the daily entries 
affecting each group of ledgers must necessarily be collected into 
totals on either side for General Ledger purposes at the end of 
each day. The process of grouping numerous items of a like 
nature into totals is already familiar to the student as common 
to the preparation of all adjustment accounts 

The numerous subsidiary ledgers, journals, cash books, and 
registers employed to record details are kept abreast of the work 
throughout each day by means of continuous posting, in order 
to show at any moment the respective positions of the bank and 
its customers in their mutual dealings. The balances of any 
subsidiary ledger, or group of such ledgers, if extracted at the 
close of each day’s business, will agree, in total, with the balance 
of the correspondmg General Ledger Account. For example, a 
bank may employ thirty or more Current Account Ledgers 
seotionised according to the leiteis of the alphabet, or otherwise, 
and conveniently grouped for posting pmposcs ; the balances of 
which, if extracted and combined in ono grand total at the close 
of any particular day, will equal and explain the balance shown 
at the same point of time in the Current Accounts Account in the 
General Ledger. 

A list of accounts usually found in a home bank’s General 
Ledger, is given on p 800, together with a list of some of the sub- 
sidiary ledgers and registers, by means of which they are explained. 

General Ledger Acoottnts. 

It will be seen that the accounts in the General Ledger are 
neither numerous nor complex.' The form of the ledger itself is 
equally simple. Since all, or nearly all, the accounts in it are 
adjustment accounts, it follows that little or no detail need be 
shown, the only information for which columns are provided 
being (a) the date, (6) debit and credit postings, and (c) balance. 
The form of the General Ledger is given at p 800, the account 
illustrated being that which shows the total hability on currmit 
accounts of the bank. 

Besides the General Ledger referred to above, there is another 
book, or rather register, to which the same name is frequently 
applied. When a bank possesses branches, a separate, self- 
balancing memorandum ledger is commonly kept by the chief 
accountant at the head office in order to show the combined 
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position of the bank and all its branches. This ledger is a book 
quite apart from the ordinary head office and branch systems of 
book-keeping, and the titles General Ledger, or General Summary 
Book, are frequently used to express its function A general 
summary book of this type is written up at periodical intervals 
from the General Ledger trial balances of the head office and 
branches ; its form varies, but its object remains the same, viz. 
the presentation of the bank’s financial position as a whole. It is 
•from this source that the combined Balance Sheet of the bank 
and its branches is prepared. The teim General Ledger as used 
hereafter refers to the key ledger kept by each bank or branch 
bank for its own individual requirements. 

The following is a specimen General Ledger trial balance, 
together with the Balance Sheet and Profit and Loss Account 
of a bank possessing no branches. 


THE COSMOPOLITAN BANK, LIMITED. 

GENERAL LEDGER TRIAL BALANCE, DECEMBER 31, 19.. 


Share Capital, 1,000,000 shares of £10 

each, £1 paid 

Reserve Fund, invested in 6 % War 

Loan 

Current Accounts 

Deposit Accounts 

Acceptances for Customers 

Endorsements and Guarantees . . 

Cash 

Bank of England 

Foreign Correspondents 

Short Loans 

Investments 

Investments on accoimt of Reserve 
Fund, 6 % War Loan 1929/47 
£555,556 lls. Id Stock at 90 .. 

Bills Discounted 

Loans and Advances to Customers . . 

Bank Premises 

Customers’ liability for aeeoptanoea . . 
Endorsements and Guaiantees per 

contra . . 

♦Interest received 

♦Commission 

♦Discount 

Profit and Loss Account, Balance 

brought forwaid 

Interest paid . . . . 

General Expenses 

♦Bod Debts written ofi . . . . . . . . 


De, 

£ B. 


113,208 19 
1,006,049 13 
100,219 14 
3,2-11,028 9 
4,441,266 14 


600,000 0 
3,114,122 19 
7,728,354 13 
126,890 14 
771,411 13 

37,010 0 


80,261 16 
91.212 14 
64,368 13 


6 

2 

6 

2 

8 


0 

3 

0 

9 

6 

0 


2 

9 

6 


Ce. 

£ s. d. 

1,000,000 0 0 

600,000 0 0 
16,122,111 14 9 
3,460,116 2 2 
771,411 13 6 
37,010 0 0 


266,135 11 3 

22,126 19 8 
121,884 16 9 

114,008 17 9 


£21,416,466 16 10 £21,416,465 16 10 


Notes. — ^Reserve £32,184 6b. 9d. for rebate on bills discounted The 
Profit and Loss Account balance is the balance left on that account after 
the payment of a dividend amoimting to £100,000 on Februaiy 3, 19.., 
It is not deemed desirable in the interests of the Bank to make public the 
totals of those Revenue Accounts marked *. 
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The General Ledger of a bant is posted from a classified general 
summary of the day’s transactions, and this summary is con- 
structed by grouj)ing together, on appropriate sides, the total 
entries for the day appearing in all the cash books, journals, and 
other books of original entry in use in the bank. 

The book containing this compilation is bno-wn as the Day 
Book, Daily Summary, or General Cash Book. It is, in effect, a 
summarised cash account for the day, through which, for con- 
venience in posting, all journal entries have also been passed. 
It is thus hybrid in its nature when viewed from the standpoint 
of ordinary commercial book-keeping. All debit entries appearing 
in a daily summary of this kind aie posted to the credit of the 
various accounts they affect in the General Iicdger and wee versa. 
The balances in the hands of the cashiers at the beginning and 
the close of the day’s business are included on the debit and credit 
sides, respectively. 

It is also usual to keep a cash accoimt in the General Ledger, 
to which the total of the entries (excluding balances) on the debit 
side of the General Cash Book are debited and the total credit 
entries are credited ; in this particular the Daily Summary Book 
assumes the character of a journal 

The daily summary is also found in a form in which, as com- 
pared with that already explained, the sides are reversed. In 
this case the debit entries in the daily summary are posted to 
the debit of the General Ledger and vice versa, and the cash balances 
with which the day has begun and ended are brought in respectively 
on the credit and debit sides of the summary in order to make 
the two sides agree. When the posting assumes this form the 
summary resembles a journal, although it is, in substance, a 
General Cash Book with the sides reversed. 

A modification of this latter form is also found, in which the 
daily summary is a comprehensive journal entry recording the 
day’s transactions but excluding the commencing and concluding 
cash balances. In this case, the total receipts for the day are 
brought into the debit in the daily summary, and are also credited 
to the customers and other accounts on the opposite side ; postings 
to the General Ledger being effected accordingly , similarly, the 
total payments are brought in on the credit side of the summary 
as a credit to the cash account in addition to being debited to 
the customers’ and the other accounts on the opposite side. But 
however the transactions of a bank are collected and grouped, 
for general ledger posting the general principle is the same, 
viz. that all the transactions for each day are conveniently 
marshalled in one classified summary from which the General 
Ledger is written up. 

An example of a daily summary of the kind first explained 
appears at p. 804. It is constructed, as has been indicated already, 
by focusing into one statement all the transactions of the bank 
for the day. The entries of which it is composed are foimd for 
the most part in the form of totals in the numerous sectional cash 
books employed, and also in journals so far as these books are 
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The methods employed by banks in recording their detail 
transactions are characterised by much sub-division of labour, 
more particularly in connection -with the current accounts It is 
a carnal principle of bank organisation that, for safety, each 
transaction shall pass through more than one pair of hands. The 
section of the staff engaged in posting the ledgers is rigidly divided 
from the section engaged in paying and receiving money over 
the counter. In the larger banks the cashiers themselves are 
divided into two sections, viz. receiving and paying cashiers. 
The receiving cashiers are checked by the work of the analysis 
clerks, called waste book clerks, seated immediately behind them. 
The pass books should be written up from the original paying-in 
slips, and paid cheques and shpa for payments out by another 
independent section of clerks, whose work thus automatically 
checks, and is checked by, the ledger accounts, which are 
written up by independent ledger clerks from the same 
materials. The agreement of the daily summary, constructed 
as it is from totals collected throughout the office, serves as 
a general check, and necessitates the agreement of the balances 
in the hands of the cashiers at the close of each day. The 
General Lodger itself furnishes a check upon the accuracy 
of the total of the current account ledger balances, and of all the 
other sections of the hank’s work as condensed into totals in the 
accounts which it contains. For example, the totals of such items 
as investments, bills, loans, and advances, as shown by the detailed 
registers, in which they are recorded, must agree with the relative 
General Ledger accounts 

In addition to those methods of internal check, the clerks 
employed in keeping the ledgers of a bank are interchanged 
periodically without warmng, and the ledger balances are extracted 
at uncertain intervals by clerks other than those who have posted 
the ledgers. 


The Slep System of Ledger Posting. 

The greater part of the detail book-keeping of a bank is effected 
in its subsidiary ledgers by the method Imown as slip-posting. 

The simplest, and at the same time the most numerous, form 
of posting slip encountered in a bank is the familiar jpaid cheque. 
A very brief consideration of the entries necessitated by the pay- 
ment of a cheque will serve to explain how the method of postmg 
ledgers from slips, instead of from ordinary bound books, arose, 
and why it has now been universally adopted. 

When the paying cashier pays a customer’s cheque over the 
counter, he must enter the payment in his cash book The student 
has already seen that the cash books kept by the cashiers of a 
bank axe, for the most part, sectional, or subsidiary cash books, 
and that their totals are aggregated at the end of each day m the 
daily summary, and find their way in due course to the credit 
side of the cash account m the General Ledger of the banli. This 
disposes of the credit entry. 

It will be clear that the compensating postmg for the double 
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entry will be effected when the item has been posted to the debit 
of the customer’s ledger account. In ordinary commercial book- 
keeping, this would be done by posting from the paying cashier’s 
cash book, but the insistent need that the bank should know the 
continuous state of its customers’ accounts makes this ordinary 
mercantile method impracticable. The difficulty is solved by handing 
to the ledger keeper the paid cheque for posting purposes. Posting 
direct from the paid cheques bearing customers’ signatui'cs 
diminishes the likeliliood of their bemg charged to the wrong 
account, and the ledger accounts compiled in this manner furnish 
an excellent check upon the accuracy of the paymg cashier’s cash 
books. 

The other side of the customer’s ledger account is written up 
directly from the origmal paymg-in slips, whieh are handed to the 
eurrent account ledger keepers, after the analysis (or waste book) 
clerks have entered them in their registers, and the receiving 
cashiers have recorded them in their counter received cash books. 
Posting direct from paying in slips involves oreditmg the customer 
with his payments prior to their actual collection. If the deposit, 
or any item of it, is subsequently dishonoured, a debit slip is made 
out and posted to the debit of the customer’s account to correct 
the original credit entry. 

Customers’ cheques and paying-in shps form by far the larger 
part of a bank’s detail entries, but many other transactions arise 
in the day’s work, mainly those which, in a mercantile business, 
would pass through the journal. Such entries, for instance, as 
are necessary to record bills discounted, or coupons collected for 
customers ; the cost of cheque books supplied to them ; loans 
advanced, or unpaid interest charges ; transfers between current 
and deposit accounts ; credit items returned unpaid ; and so on. 
Slips for entries of this kmd are made out by the bank staS, and 
it is generally necessary to make out two posting slips, i.e, debit 
and credit for each entry. The departmental memorandum 
books, registers, or journals kept to record the special business 
dealt with in the various departments will furnish the necessary 
information for the separate debit or credit slips, and in order 
to complete the double entry for each class of transaction, credit 
or debit slips must be passed at the end of the day’s work for the 
totals of the individual entries so made ; e.g. if stamped cheque 
books of fifty cheques each, for which a charge of 8s. 4d. is made, 
are supplied to ten customers during the day, ten separate debit 
slips, each for 8s. 4d., will be made out and passed forward to 
the ledger keepers for posting to the debit of the customers’ 
accounts , at the end of the day a single credit slip, for £4 3s. 4d., 
will bo made out for the credit of “ stamps on cheques account, 
and this slip will be handed for posting, to the clerk responsible 
for that account, in the nominal ledger. 

For isolated entries, such, for example, as a transfer from 
current to deposit account, two posting slips must bo prepared, 
one to debit the current account of the customer, and the other 
to credit his deposit account. 
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All the entries made from slips prepared by the bank itself 
must be included in the form of classified totals in the General 
Ledger daily summary, or General Cash Book, at the end of the 
day. The totals of the slips can be obtained, in most cases, from 
the departmental registers frony^ which they were prepared. If 
the information is not available from these sources, the entries 
must be suitably analysed in Mcordance with the various ledgers 
affected by them ' ( 

The following forms of debit and credit slips illustrate the 
explanations given above. 


3 

pq 


LOTHBUBy BANKING COMPANY, LIMITED. 


DEBIT. 


August 10, 19... 

J. Bowe, Ouirent Account 
for transfer to Deposit 
Account moo 0 0 


6 

w 


LOTHBUBY BANKING COMPANY, LIMITED. 


CBEDIT. 


August 10, 10... 

J. Bowe, Deposit Account 
for Itansfer from Out lent 
Account . . . . . . . . £100 0 0 


L 0. 0., 

AoooTintanli. 


The ledgers employed by a bank are usually specially designed 
and ruled, whereas those employed in a mercantile house are 
generally of the ordinary tsrpe with the debit and credit money 
columns upon opposite halves of the page or folio, no special 
column being mcluded to record the daily balance of the account. 

In a bank, it is customary in the case of the current account 
ledgers to place the debit and credit money columns side by side, 
only one space bemg provided m which to narrate the transactions. 
This space is used indifferently for details of both debit and 
credit postings, which follow one another doivn the page in order 
of date. An additional column is provided on the right of the 
credit column to show the daily balance of the account. In some 
cases two balance columns are provided for debit and credit 
balances respectively ; if only one balance column is employed 
the debit balances arc entered in red ink and the credit balances 
in black ink. In the case of current, deposit, or other accounts, 
which bear interest upon their daily balances, additional columns 
are provided in which to enter the interest accrued. The allowance 
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of interest is made continuously by multiplying each daily balance 
by the number of days during which it remains unchanged, and 
by adding together the products thus arrived at. At the end of 
any given period the sum of the products is multiplied by the 
rate of interest allowed and divided by 36,500 (or 36,000 in the 
case of continental banlrn), and the result is the amount of interest 
to be debited or credited for the period. If the rate of interest 
changes from time to time, as is the case in this country, the 
products to the date of each change of rate must be converted 
into money, and the amount of mterest so obtained to that date 
must be carried forward in memorandum columns provided in 
the ruling, pending the ultimate crediting of the total mterest at the 
close of the period In actual practice the products obtained by 
multiplying together the daily balance and the number of days 
for which it has remained unchanged, are converted into sterling 
by means of interest tables. At pp. 810-11 will be found various 
forms of rulings employed for the current accounts ledgers 
of a bank. 

The ordinary form of Current Account Ledger without interest 
ojlumns can be, and frequently is, used to accommodate accounts 
other than customers’ current accounts , m some banks all the 
ledgers are of this form with the exception of the few special 
ledgers requiring more elaborate rulings 

In the case of loans granted, either to bill brokers and stock 
brokers against readily realisable security, or less liquid trade 
advances to its customers generally, extra columns are added to 
the ordinary bank ledger ruling, to contain particulars of the 
security lodged. 

Method oe Recoeding Receipts and Payments. 

Each receiving cashier is provided with a Received Counter 
Cash Book ruled as illustrated below. This book is written up 
contmuously as the deposits are received. 


EECEIVED (COUNTER) CASH BOOK. 


Money. j 

Notes. 

Name. 

1 Total of Credit. 

1*60 10 

d. 



Quid Bros 

210 

10 

d. 


10/6 

327028/37 






16 1 0 

0 


Moore & Co 

115 

0 

0 


Notit — Tho first entry represents a payment in of £210 10s. 6d 
(£160 10s. 6d. coin and £50 m notes). The second entry represents a pay- 
ment in oE £115 (£16 in coin and £100 m cheques) ; it will bo noticed that 
the cheques received are included in the totrf column but are not stated 
separately in this book. 

The receiving oasluer places all the coin m his till , any bank- 
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notes or cheques paid in are attached to the paying-in slip, which 
is at once passed on by the cashier to a waste book clbrk seated 
immediately behind him. The waste book clerk is provided with 
an analysis book, known as a Waste Book, or Received Day Book, 
containing columns for the different forms of notes and cheques 
paid in, analysed accordmg to the manner in which they will be 
collected by the bank. All cheques and bank-notes are recorded 
and classified in the Received Day Book before they are handed 
over to the depai'tments whose duty it is to encash them. The 
form of Received Day Book is shown opposite. 

After entry in the Received Day Book, the customer’s paydng- 
in slip parts company with the effects, the shp itself passing direct 
to the ledger keeper for postmg The notes are handed to special 
clerks to list and pay mto the banlc’s account with the Bank of 
England, and the cheques are passed on to the clearmg departments 
for presentation at the Bankers’ Clearing House if drawn upon 
clearing banks, or to the banks upon which they are drawn. 

Ba:dt of England notes are not usually re-issued to the public, 
but are paid into the receiving bank’s account with the Bank of 
England and there cancelled. Cheques payable at the Bank of 
England and Bank Post Bills are similarly paid into the Bank. 
The register recording these payments and the withdrawals from 
the Bank is called the Bank of England Book, or the Goldsmith’s 
Book. The form of this book is as given opposite. 

At the head office of a London bank the cheques paid in pass 
from the waste book clerk to the various departments, set out 
hereunder, and are recorded in the respective departmental registers. 
The Bank of England presents the cheques it holds on the other 
clearing banks at the clearing house, but does not discharge cheques 
drawn on itself in that way. This practice is expressed in the 
phrase that the Bank of England “ clears ” on one side only. 

(а) Town cheques pass to the town clearing clerks for listing 

and totalling in their town out-clearing boolcs and after- 
wards to the Clearmg House for settlement. These 
cheques are marked “ T ” m the bottom left-hand corner, 
and if received at the head office before 3 o’clock are 
cleared on the same day. 

(б) Metropolitan and country clearing cheques pass to the metro- 

politan and country clearings at the Bankers’ Clearing 
House. These cheques are marked “ M ” and “ C ” 
respectively and represent cheques on branches of the 
clearing bankers situate in the metropolitan area, or 
included in the (England and Wales) country clearing. 

(c) House cheques, i.e. cheques drawn on other accounts in 

the bank itself are debited to the drawer’s current account. 

(d) Branch cheques, i.e. cheques drawn upon branches of the 

banli are debited to the particular branch concerned. 

(e) Walks cheques, i.e. cash articles, postal and money orders 

and cheques drawn upon banks, which are not included 
in the clearing or which do not come under any of the 
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previous headings, such as the London branches of 
Scots and foreign hanks. These cheq[ues, etc., are 
presented for pa3mient by clerks specially employed for 
that duty. 

(/) Post cheques, i.e. cheques similar to “ walks cheques ” but 
drawn on banka outside the London area are presented 
and paid through the post. Cheques drawn on Scotland 
and Ireland are collected through the post, as no inter- 
national clearing system has yet been established. A 
charge of about Is. per cent, is usually made on these 
cheques for the trouble involved and to cover the cost 
of remitting payment to London. 

In the case of branch banks the treatment of cheques paid 
in by customers follows similar lines. Local clearing houses exist 
in some of the larger provmcial towns, and cheques included 
within then limits are presented there ; cheques drawn on other 
places are, in most oases, either sent to London for collection or 
are presented through the post. 

Cheques drawn on the bank by customers may bo presented 
for payment in one of three ways ; — 

(а) Over the counter for payment in cash. 

(б) By another banker through the clearing house— these 

cheques form the in-clearing for the day. 

(c) By being paid into another customer’s account at the 
bank or at one of its branches. 

In case (a) the paying cashier records the payment of the 
cheque in his Supplementary Paid Cash Book. The cheque is 
also passed through the Paid Cash Book. The rulings of these 
books are illustrated on p. 81 P and below. The total of the Paid 
Cash Book finds its way, at the end of the day, to the credit 
side of the General Cash Book or Daily Summary. 

In ease (b) the cheque forms part of the clearing house pay- 
ments for the day and appears in the in-cleanng registers under 
the heading of the bank presenting it. It is also entered in a 
Supplementary Paid Cash Book, kept for the record of all cheques 
paid in this way. The totals of this book are embodied in the 
Paid Cash Book at the end of the day Through the latter book 
they pass to the credit of the General Cash Book or Daily Summary. 

In case (c) the cheques are passed tlirough the Paid Cash Book 
to the credit of the customer by whom they were paid in. Cheques 
of this land are known as house cheques. 


PAID CASH BOOK 
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The cheques received by a bank, and presented thi’ough the 
clearing house, are entered in suitably analysed out-clearing books 
under the name of the various banks upon which they have been 
drawn. The totals of these books agree with the receiving cashier’s 
waste books. 

A daily summary of the bank’s clearing house operations is 
made in a Clearing Balance Book. The totals of all cheques paid 
and received are entered in this book, and the difference between 
the two, after allowiug for any items returned or held in suspense, 
is automatically discharged by an adjusting transfer between the 
bank’s account at the Bank of England and the account kept 
for clearing bankers collectively. This transfer increases or 
decreases the bank’s balance with the Bank of England to the 
extent of the difference between the totals of cheques paid and 
received respectively as appearing on either side of the General 
Cash Book. The inclusion of this item m the General Cash Book 
produces, for book-keepmg purposes, an equality of entries on 
either side of that book at the end of the day in so far as the bank’s 
clearing operations are concerned. 

A Coin Balance Book or Money Book is kept by the chief 
cashier to record the total receipts of coin from customers and 
the Bank of England, and also the new bank-notes withdi’awn 
from the Bank of England. The payments made in coin and notes i 
over the counters are also recorded in this book. It is understood 
that £1 and 10s. Bank notes are treated as coin. 

The daily totals shown in the cashier’s Received and Paid I 
Cash Book, Clearing Books, and other Supplementary Cash 
Registers, are frequently grouped at the end of the day in a Cash 
Balance Book for the purposes of agreement. The totals of the 
cash and notes in hand at the end of the day are brought into this 
book together with the totals of bills due or collected, and similar 
items. The agreement of the two sides of this book affords prima- 
facie proof that the cash portion of the bank’s daily work has 
been accurately accomplished. The totals brought into this book 
are, at a later stage, repeated in the General Cash Book or Daily 
Summary of transactions, in common with the totals of all entries 
of every kind for the day in question. The form of this Summary 
is given at p. 816. 


• Bells of Exohaitge. 

Money is not the only commodity in which a banker deals, 
he receives large numbers of bills of exchange from his customers 
for collection on their behalf, and these are usually lodged with 
the bank a few days before they fall due. Bills so paid in for 
collection are called short bills. A bank also purchases, or discounts, 
approved bills of exchange offered to it by its customers. Such 
bills are the absolute property of the purchasing bank, and a,re 
kejit apart from bills hold for collection on behalf of customers. 

The short bills received from customers are paid in, on special 
paying-in slips, and are handed to the bill ofB.ee for record and 





BANK ACCOUNTS 817 

collection. There are various methods of recording these bills, 
but the follo^ving practice is satisfactory in most cases. 

The bill depaitrnent enters the bills received, aceording to 
their due dates, in specially ruled diaries wherein each day occupies 
a page. As the maturities for each day fall due, the bills are 
passed forward for presentation. The receiving cashier’s books 
are debited with the totals of the bills due for collection, and the 
various customer’s current accounts are simultaneously credited. 
A form of bill diary is shown on p. 8x6. 

The bill department also keeps a suitably ruled Bill Ledger, 
in which an account is kept for every customer who lodges bills 
for collection and credit at maturity. The bills are credited in 
this ledger when received for collection, and are debited when 
paid, The balances outstanding at any time in tliis ledger, if 
extracted and totalled, will agree with the total similarly obtained 
by extracting the outstanding bills m the bill diaries, the rela- 
tionship between the two sets of records being that the same bills 
are classified in the bill diaries in order of date, and, in the Bill 
Ledger, under the names of their respective owners. A form of 
Bill Ledger is given on p. 818. 

In some banks two additional accoimts are kept in the General 
Ledger, one being an asset account representing the total bills 
held for collection, and the other a oorrespondmg liability 
account for the collective owners of the bills. These accounts 
show identical balances on opposite sides. Where this practice is 
followed entries must be passed each day for the total of the 
bills received, matm-ed, returned, or purchased by the bank under 
disoount. 

In other banks the bill ledgers and bill diaries form the only 
record of the short bills held, and no entries for bills of this 
description appear in the General Ledger until the bills have been 
paid or discounted for the customer who lodged them. 

When a bank discounts bills for a customer, it purchases them 
from him, less an allowance of interest known as “ disoount.” 
Three books are commonly employed for the record of bills dis- 
counted. 

(1) A Bills Discounted Register, which is a chronological list 

of the bills bought under disoount, with full details of 
each. In this register each bill is given a distinguishing 
number, and this is written on the bill itself. 

(2) A Bills Discounted Diary, similar in form and purpose 

to the bill diary already described for use in connection 
with short bills lodged for collection- 

(3) A memorandum Bills Discounted Ledger, in which an 

account is opened for each customer who tenders bills 
for discount. All bills discounted are debited in this 
ledger when bought and credited when paid This book 
is practically a “character book,” its object being to 
show how much paper has been bought from each 
pai'tioular customer. If the total amount outstanding 
53 
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in the name of any customer is thought to be larger 
than his financial standing justifies, Ms discount facilities 
are promptly curtailed. 

Forms of a Bills Discounted Register and a Bills Discounted 
Ledger are shown on p. 818 and below. 


DISCOT7NT LBDGBB. 
Robeets Bros 


Date 

Acceptor. 

When due. 

1 "-I 

1 1 

j Balance. 

19... 

.. 1 
Aug. 15 

16 

Hosier & Co. 

0. Ray 

Ho.sier & Co. 

0. Ray . . 

Aug. 16 
,, 17 

Due 

Rebated 

£ 

600 

200 

a 

d. 

0 

0 

£ 

600 

200 

0 

0 

d. 

0 

0 

£ 

700 

200 


d. 

0 

0 

£700 

j 

0 

700 

0 

0 





The actual daily entries crediting the various customers with 
bills pm’ohased are made out on posting slips of the usual form. 
In some banks the customer is credited with the face value of 
the bill, and debited with the discount charged, while in others 
he is credited with the net amount only. Entries must also be 
passed in the General Cash Book and General Ledger debiting 
Bills Discounted Account with the total face value of all the bills 
bought during each day, and crediting Discount Accoimt with 
the total of the discounts deducted therefrom. In some banks a 
special supplementary journal, or cash book, is kept, either for 
discount transactions only or for discount and loan transactions 
combined, and the totals appearmg m this book are mcorporated 
each day in the General Cash Book. The name usually given to 
a supplementary journal of tMs kind is Discount Cash Book. 

When bills mature, entries are passed debitmg the cashier’s 
books and creditmg Bills Discounted Account with the total of 
the bills due for the day, in a manner analogous to that employed 
in the case of short bills collected. 

The student will have .noted that, upon buying a bill, the bank 
takes credit for the whole of the discount until maturity , it has 
already been explained that, at the date upon wMch it prepares 
its Profit and Loss Account, it must exclude from its current 
profits that portion of the discount wMch relates to the succeeding 
period. To omit to make this adjustment would have the effect 
of taking credit for unearned profits. The reserve so carried 
forward is known as the reserve for rebate on bills discounted. 

Aooeptanobs. 

Banks accept large numbers of bills of exchange on behalf of 
their customers, who pay a commission for the accommodation, 
and undertake to provide the bank with the funds necessary to 
meet the bills when they fall due. 
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Tkeae bills axe entered ; — ■ 

(1) In an Advice Book directly notification of their having 

been drawn has been received 

(2) In an Acceptances Register or Journal, in which full details 

of each acceptance are recorded 

(3) In Acceptance Dianes, similar in form and use to bill 

diaries, already described. 

(4) In Memorandum Acceptance Ledgers, in which accounts 

are kept for each customer — on whose behalf acceptances 
have been given. All acceptances given are debited 
when the drSts are advised and are credited, or marked 
off when covered or paid. Each account shows, at any 
time, the total bills outstanding on behalf of the customer, 
BO that the accommodation afforded may be cmtailed if 
considered advisable. 

The form of a Register of Drafts Advised ; of an Acceptance 
Ledger ; and of an Acceptance Register is shown below and on 
p. 821. 

DRAFTS ADVISED BOOK. 


Name. 

No. 

Terra 

Due 

When 

Paid 

Amount 






£ 


d. 

0 Wray 

3467 

3 d/s 

June 4 

June 4 

160 

0 

0 


ACCEPTANCE LEDGER. 
Bank ojt Idaho. 



Banks undertake the charge of their customers’ securities as 
part of their ordinaxy functions, and, provided a satisfactory 
balance is kept upon the customer’s cui-rent account, the service 
18 usually rendered gratuitously. A banker has no general hen 
over securities lodged with him unless the terms upon which 
they axe deposited include the right of lien, or a right of lien 
is established by the course of dealing between banker and 
customer. This banker’s lien is more than an ordinary lien , it 
enables the banker to sell, if default is made in repayment of an 
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advance, after notice to the customer. A banker has a lien upon 
securities left with him as a banker, and in connection with 
which he has some duty to perform, such as the collection 
of coupons or similar functions. Banks also undertake to 
detach and collect the mterest coupons attached to bearer 
securities, and to Watch and notify their customers of the 
drawings of bonds for redemption. The custody of securities 
is not a matter that falls withm the scheme of the bank’s 
own accounts, but the two registers usually kept for these 
purposes may be briefly mentioned. The Securities Eeceived 
Register contains particulars of the securities received and delivered 
and is sometimes accommodated in one book and sometimes in 
two, viz. securities received and delivered respectively. The 
other register is Imown as the Memorandum Securities Ledger, m 
which an account is opened for each customer who lodges securities 
for safe custody. In the securities lodger full details of the amount 
and description of each security deposited are given, together 
with the distinctive numbers of bon^ and stock certificates ; in 
some oases separate ledgers are kept for (a) bearer securities, 
(6) registered secui-ities, (c) deeds, and {d) boxes and parcels lodged. 
In the latter case the bank acts as bailee only, and, as a rule, 
takes no cognisance of the contents of the boxes. 

Illustrations of the forms of a Securities Received Register, 
and a Securities Ledger are given at p. 821. It may be mentioned 
in this connection that it has been found convenient in some oases 
to use loose-leaved books for these registers, subject, of course, 
to a proper method of check on the distribution of the leaves. 

Bankers will usually undertake to purchase or sell stocks and 
shares on behalf of their customers, though not, as a rule, to give 
them financial advice. When transactions of this sort are under- 
taken for customers no special book-keeping is entailed, the 
purchases and sales being passed through the customer’s current 
account and pass book in the usual way. The transactions are 
usually affected through the bank’s stockbrokers, who share the 
usual commission equally with the bank. 

Loose-Leaf Ledgers 

Until comparatively recent times the loose leaf form of ledger 
was not employed m British hanks to any extent for current 
account or other main ledgers, it was occasionally used however for 
subsidiary books. This state of affairs has now undergone con- 
siderable modification, as will be seen from the remarks below. 

The mere suggestion of “ looseness ” in any form in connection 
with books of account arouses prejudice in the British mind, and 
particularly in the cautious mind of a banlcer, and there can be 
no doubt that the system offers an open door to fraud unless 
efficiently safeguarded. 

The loose-leaf form of ledger is largely used in the United 
States for current account and other bank purposes, and the 
advantages obtained have presumably been found to outweigh 
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the additional risk involved; the latter can be reduced by projoer 
supervision, and by the enforcement of strict rules as to the issue 
of fresh sheets, and if an accinate register of all the ledger pages 
issued and returned is kept 

In the fourth edition of this treatise the author remarked that 
“ It) is not improbable that in time the loose-leaf form of ledger may 
grow in favour for banking purposes in certain directions.” Since 
these words were written great developments have taken place in 
the use of loose-leaf books and machine accounting. The followmg 
information has been kindly supplied by the Chief Inspector of one 
of our great Joint Stock banks: — ■ 

Loosb-Leait Keooeds and Mbohanioal Book-keeping 

For many years there has been considerable prejudice amongst 
Bankers against any form of loose-leaf record 

In the first place, the production of the actual bound ledger in 
a Court of Law was always regarded as of primary importance, and, 
secondly, the possibility of internal fraud was always considered 
more difficult when bound records were in use. 

With regard to the first point, the importance of this has probably 
disappeared as in many cases a certified copy of the Account is 
accepted, and with regard to the second point it has been proved 
during the past few years that internal fraud can be guarded against 
provided an efleotive control over the current records and blank 
stationery is exercised. 

It might not be out of place here to touch on the subject of 
mechanical book-keeping which has made such progress in the 
larger Banks. Whilst the systems employed by the various Banks 
differ considerably in operation, the general principles which are 
common to all systems are : 

(а) The mechanical compilation of two or more records simul- 

taneously 

(б) A loose card or sheet for each customer’s account. 

It is probably the introduction of Machine Book-keeping which 
has been responsible for the general introduction of loose-leaf 
records throughout the more important Banlcs, and one would be 
right m saying that it is the exception at the present time rather 
than the rule to find any form of bound ledger. 

Another important factor leading to the development of loose- 
leaf records has been the question of economy, both in the use of 
stationery and in storage space. For many years it has been the 
custom of the banks to open a set of ledgers to last a given jieriod, 
generally twelve months. The spacing of these ledgers always 
provided some difficulty, and on the completion of the period for 
which they were opened, it was generally found that a considerable 
number of the folios had not been used. It will be seen, therefore, 
that when such records were placed in the safe, room had to be 
provided for such blank sheets, and in addition for the heavy bindings 
around each ledger. 

To deal further with the question of control of stationery under 
the loose-leaf system as a guard against fraud, the most general 
method is for every sheet of the various forms of stationery used , 



824 ACCOUNTING 

Current Account sheets, Deposit Account sheets, Register of Securi- 
ties, etc , to bear a consecutive number. The sheets are kept under 
the control of a responsible officer, and when required for current 
use the purpose for which they are used is entered in a numerical 
register at the time the sheet is bound in the relative binder. 

With regard to the custody of the ledger cards, which are of 
necessity unbound, whilst in use, the general system is for these 
cards to be housed in some form of cabinet which is kept locked, 
except when the cards are actually in use for posting or reference 
EXAMTNATIOIT QUESTIONS. 

1 . Define an AeoomTnodation Bill. On July 1st J. Jones drew a bih 
on B Brown for £150 at four months. The latter accepted the bill, 
and Jones discounted it at 6 % per annum, the proceeds being shared equally. 
The bill was met in due course by Brown, who at the same timo received 
the moiety due from Jones. Show the transactions as they would appear 
in the Co&h Book and Lodger of both Jones and Brown [Ohuvtered 
Accouniants.) 

2. A banking institution having accepted biOs drawn upon them by their 
customers, and to be provided for by the latter on or before maturity ; state 
how the respective responsibilities of the Bank and of its customers should 
be stated in the Balance Sheet of the Bank (.Chartered Accountants ) 

8. On November 1 5th the Loamshire Bank, Ltd , purehasecl a two 
months bill for £100, dated October 30th, drawn by William Archer 
and accepted by George Shaw. State the ontiies which the Bank would 
make when recording this transaction, and give the ruling of one of the 
books named by you as employed by the Bank. (Royal Society Arts.) 

4. Give two alternative ruhngs suitable for the Current Aooounts Ledger 
of a Bank. From what mateiials are these ledgers written up ! (Royal 
Society Arts) 

5. E. Simon drew a crossed order cheque for £76 8a. 6d. m favour of 
R. Mayer who, in due course, paid it into his Bank. Trace the history of 
this cheque m its progress through the books of Simon’s bankers. (Royal 
Society Arts.) 

6. Name three of the accounts which you would oxpeot to find in the 
General Ledger of a Bank. Briefly explain their purpose, and describe the 
sources from which they have been written up. (Royal Society Arts.) 

7. Give a ruling suitable for use in the Current Aooounts Ledger of a 
Bank. Enter six specimen transactions therein ; and explain the advantages 
of the form you advocate. (London Chamber Commerce.) 

8. Describe briefly the books of account which you would expect to find 
in use in a Bank. State what the “ General Ledger ” of a Bank should 
contain, and what information you would expect it to afford. (London 
Chamber Commerce ) 

9. Give the ruling of a Counter Cash Book suitable for use by the paying 
oashier of a Bank. (Royal Society Arts.) 

10 . On January 29th John Smith paid £284 17s. into his Cunent Account 
with the Steadfast Bank, as follows : — 


£ s d. 

Gold 72 0 0 

Silver 6 12 6 

Bank of England Notes 16 00 

Treasury Notes 1000 

Cheques on London Banks 104 14 6 

Cheques on Country Banks . . . , . . 17 10 0 


£284 17 0 


Briefly describe the history of each of the above items in its passage 
through the books of the Bank, and give rulings of two of the books referred 
to m your answer. (Royal Society Arts.) 
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U. Explain briefly the methods employed in order to keep the books 
of a Bank constantly posted 

On July 31st, George Keimers paid in the followmg to his Bank in the 
City • Cheque (Geo. Smith, London), £15 ; Cheque (Robt. Robinson, London), 
£20 i Gold, £10 ; Bank of England Notes, £20 Describe the passage of 
the above items through the books of the Bank from the moment of their 
receipt until credited to the account of George Roimers. (Royal Society Arts.) 

IS. On January 25th, John Smith called at the Union Bank of London 
and paid m the following : — 


£ 

Gold 25 

Bank of England Notes , . . . 60 

Cheque drawn on the Old Bank, Yoik 02 

Cheque di-awn on the Jomt Stock Bank, Princes Street, E.C. 41 


£178 

Trace the history of the above items as they would appear in the books of 
tho Union Bank of London. (Royal Society Aits ) 

13. Describe the principal books of account (not more than six) used in 
one only of the following businesses ; (1) Bankmg ; (2) Life Aasurefcoe ; 
(3) Elootrio Lighting. (Chartered Accountants ) 

14. The General Ledger of tho Loamshire Bank, Ltd , contained the 

undermentioned balances as on December 31st Explain briefly what tho 
figures represent, and where they would appear m the Balance Sheet of 
the Bank. (1) Current Accounts Acooimt, £12,674,491 , (2) Investments 

Account, £7,832,922 , (3) Rebate on Bills not due, £12,466 ; (4) Short 
Loans Account, £.5,432,788. (Royal Society Arts.) 

16. Explain the meanmg of tho following items, and state where they 
should appear in the Balance Sheet of a Bank • (o) Cash in Bank of England ; 
(6) Acceptances and Guarantees (as per contra) ; (o) Deposit /Vccounts ; 
(d) Rebate on Bills not due , (e) Liabilities of Customers for Endorsements 
on Eoreign Bills (as per contra) ; (/) Interest due on Investments. (Royal 
Society Arts.) 

16. The Annual Accounts of the Old Berkshire Bank, Ltd., contain the 
following items • (a) Cash in Bank of England, £660,264 j (6) Cash in hand 
(including £10,000 in the Company’s own notes), £472,124 ; (c) Money at 
Call and Short Notice, £721,660 ; (d) Rebate on Bills not due, £6,420. 

To what investigation should you, as auditor, submit tho above items 1 
(Chartered Accountants.) 

17. What do you understand by “ Rebate on bills discounted,” and how 
would you treat this item when preparing tho Profit and Loss Account and 
Balance Sheet of a Bank ? (Royal Society Arts.) 

18. Name two accounts you would expect to find in the General Ledger 
of a Bank. Describe tlie sources from which the information contained m 
the accounts is derived, and give the ruling of the books m which the details 
are collected. (Royal Society Arts ) 

19. George Dickson desires to transfer £1,600 from his Current Account 
to a Deposit Account. Explam the pioeedure which is necessary to effect 
the transfer, and give the posting sUps which would bo made out and the 
entries which would be necessary in the books of the Bank. (Royal Society 
Arts.) 

20. Explain the meaning of the following items extracted from the 
Ba’ance Sheet of a Bank • (a) Rebate on Bills not due (Lability side) ; 
(h) Money or, short notice (assets side) , (c) Liabilities of customers on 
acceptances as per contra (assets side) ; (d) Liabilities by endorsement on 
foreign bills sold (liabilities side). (Chartered Institute Secretaries.) 

21. Tho undermentioned items appear in tho General Ledger balances 
of the Loamshire Bank, Ltd, 

(a) Cash in hand, £2,462,986 10s. 6d 
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What does this item include, and where would you place it m the 
published accounts of the Bank f 
(6) Loans at short notice, £6,541,241 19a. lOd. 

Explain briefly what this item would consist of, and denote its proper 
place in the published accounts of the Bank. 

(o) Liabilities of customers on acceptances, £2,572,481 16s. 8d. 

What docs this item mean, and how would you deal with it in the 
pubhshed accounts of the Bank ? {London Chamber Commeroa.) 

22. Among the assets of a Bank are the following . Cash ; Notes ; Money 
at Call ; Loans and Overdrafts to Customers i Bills Discounted ; Bank 
Premises. 

What steps would you take to verify these assets, and to satisfy yourself 
that the figures at which each appears in the Balance Sheet are fair and 
reasonable ? {Chartered Accountants.) 

23. In the Balance Sheet of a banking company you "find the following 
items : — ^Assets : Cash at Call and Short Notice ; Bills Discounted ; Liabili- 
ties of Customers for — ^Acceptances as per contra, Indorsements as per contra. 
Liabilities : Rebate on Bills not due. 

Explain clearly the meamng of these items. {Chartered Accountants.) 

24. Bnefly explain the meaning of the undermentioned items appearing 
in fte Balance Sheet of a Bank : Rebate on Bills Discounted ; Bills Dis- 
counted j Liabilities of Customers for Endorsements as per contra ; Money 
at Call, {Royal Society 4r<s.) 

25. In the Balance Sheet of a Bank recently published in the Press, the 
undermentioned item appeared on the credit side of the statement : Liabilities 
of Customers for Acceptances as per contra, £7,220,780 12s. 2d. 

Explain the meaning of this item {London Chamber Commerce.) 

26. Tlie undermentioned item appears on the asset side of the Balance 
Sheet of a London Bank ; — 

Bills Discounted : 

{a) Three months and under. . £4,872,462 2 11 
(5) Exeeedmg three months . . 571,381 1 I 

£6,443,843 4 0 

Explain the nature of this item. Give a ruling suitable for the record 
of these bills m the books of the Bank. {Royal Society Arts.) 

27. In the Balance Sheet of a Bank you will soo, among the Liabilities, 
“ Rebate on Bills Discounted ” ; and, in other Balance Sheets, among the 
Assets, “ Unexpired Premiums on Eire Policies." 

Explain the circumstances and reasons under which these items appear 
as a Liability and Asset respectively. {Chartered Accountants ) 

28. Wliat steps would you take to audit the following Assets of a banking 
company ? Cash on hand j Money at Call j Bank of England Stock j Great 
Western Railway Stock: Consols Certificates. {Chartered Accountants.) 

29. The understated items have been extracted from the accounts of a 
Bank. Explain briefly what they represent : Liabilities of Customers on 
Acceptances as per contra (Cr. side of Balance Sheet) ; Rebate on Bills not 
due (Dr side of Balance Sheet) ; Money at Call and Short Notice (Cr side 
of Balance Sheet) ; Bills Discounted (Cr. side of Balance Sheet). {Royal 
Society Arts.) 

30. In the case of a Bank, how should the discount on bills still running 
at the date of closmg the books be treated m the Balance Sheet and Profit 
and Loss Account ? {Chartered Accountants.) 

31. In auditing a banlung company’s accounts, how would you verify : 
Cash and Notes at Head Office and Branches , Securities owned by the 
Bank ; Loans to Customers on cover , Debtors for Overdrafts. {Chartered 
Accountants.) 

32. The following assets appeared in the Balance Sheet of a discount 

company : — (a) Cash at Bank ; (6) Loans to Customers ; (e) Bills Dis- 

counted — (1) Three mouths and under, (2) Exceeding three months. 
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As aliditor of the company, what steps should you take to verify the 
existence and value of these assets ? (Oharteied Aocountanis.) 

83. After wilting up the Profit and Loss Account, the General Ledger 
balances of the Conservative Bonk, Ltd., as on December Slat, were as 
follows : Paid-up Capital, £1,500,000 ; Cash at Bank of England and in 
hand, £2,600,980 ; Customers’ Curront and Deposit Accounts, £17,580,000 , 
Bills Discounted, loans and advances, £14,482,000, Freehold Premises, 
£380,000 ; Kebate on Bills Discounted, not yet due, earned to next account, 
£24,300 ; Reserve Fund, £1,200,000 , English Government Securities, 
£1,250,000; Other Government Securities, £620,000; Profit and Loss 
Account (imdistiibuted balanoo), £110,680 ; Soenrities pledged with public 
bodies, £81,000 ; Indian and Colonial Securities, £1,101,000 On the same 
date (December 31st) the acceptances on behalf of oustomevs, and for 
which they were liable, appeared in the Acceptances Book of the Bank at 
£1,726,420. Prepare a Balance Sheet as on December 31sc. (London 
Chamber Commerce.) 

34. Criticise the following Balance Sheet State what improvements 
you would suggest, and your reasons for them. 

BANK OF NEW ENGLAND, LIMITED. 


LlABrUTIES. £ 

Capital 2,000,000 

£3,000,000 in 100,000 shares of £30 each, on which £20 per 
share has been paid up. 

Reserve Fund 600,000 

Notes in Circulation 622,760 

Bills Payable 770,347 

Deposit and Current Aoootmts 8,473,421 

Other Liabilities 114,214 

Profit and Loss .. .. 63,148 


£12,433,880 

Assets. £ 

Com and Cash Bolances with Bankers .. 1,303,756 

Bullion in hand and in transit 173,770 

Money at Call and Short Notice, Bills Receivable, Government 

Securities, and other Securities m London, etc 2,667,636 

Investments in the Colonies, viz. : — 

Colonial Government Seourities £878,432 

Municipal Securities 119,963 

Other Seourities 266,201 

1,264,686 

Bills Discounted . . . . . . . . 2,276,421 

Other Advances and Seourities and Debts, etc., due to the Bank 3,976,489 
Landed Property, Premises, etc 772,222 


£12,433,880 

(Chartered Accountants.) 

35. From the following figures prepare the Profit and Loss Account 
and Balance Shoot of the B. C. Banking Company, Ltd., at December 31st : 
Capital, £2,000,000 ; Reserve Fund, £1,000,000 ; Cash at Head OfSce, 
Branches and Bank of England, £4,685,469 14s. Id. ; Loans at Call, 
£2,910,183 14s. 8d. ; Interest paid to Customers, £67,699 11s. 7d. ; Profit 
and Loss Account Balance, Jime 30, 1916, £61,685 12s. ; Investments : Consols, 
£6,960,248 17s. Id. ; Colonial Stock, £950,127 3s. 9d , Corporation Stock, 
£1,209,246 18s ; Other Securities, £12,732 lls. 6d. ; Salaries and Expenses, 
£217,196 lls. 6d. ; Current and Deposit Accounts, £34,450,116 7s lOd. ; 
Liabilities on Acceptances, £3,234,502 18 b 6d. ; Discounted Bills Current, 
£10,140,079 14s. 4d ; Advances to Customers, £10,434,135 12a 4d. ; Rebates 
on Bills not due carried to next Account (debit Profit and Loss Account) 
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£27,207 6a. 2d ; Liabihtioa of Customers for drafts aooeptod by the Bank 
(as por contra), £3,234,602 18a. 6d. ; Ifreehold Premises, fixtures, and Pittmga, 
£488,127 5s. 2d ; Amount now written ofl Premises Account, £20,000 ; 
Gloss Profit for Half-year, £663,336 14s. Id. (Incorpoi ated Accouniants.) 

36. Prom the following particulars prepare the Profit and Loss Account 
for the half-year ended Deeomher 31st and Balance Sheet at that date 
of the Security Bankmg Company, Ltd. Bofoie doing so transfer £60,000 
to Eesorve Account and write on £30,000 from Premises Account ; bring 
into account Rebate on Bills Discounted, £40,600, and Acceptances on 
Aeeoimt of Customers, £1,500,000. 

Investment in British Government Securities, £6,630, 22u ; Advances to 
Customers, £20,840,460 ; Current and Deposit Accounts, £50,308,730 ; Cash 
in hand and ot Bank of England, £7,660,680 ; Salaries and all Expenses 
including Auditors’ and Directors’ Fees, £300,880 ; Profit and Loss Account, 
Cr. Balance at July 1st, £90,890 , Bank Premises, £630,000 ; Investment 
in India Government Securities, Guaranteed Stock and Debentures, £3,666,840; 
Loans at Call and Short Notice, £3,740,630 ; Reserve Fund, £2,600,000 ; 
Investment m Metropolitan and other Corporation Stocks, £1,876,540 , 
Disooimted Bills, £8,940,570 ; Interest Paid to Customers, £160,830 ; 
Capital Subscribed, £4,000,000 — ^Paid up, £1,000,000 ; Gioss Profit, 
£548,420 ; Investments in “ Other Seounties,” £300,600. (Central Association 
Accountants.) 

87. The following items represent the position of a Bank on December 31st, 
and the whole of its transactions during the ensuing year. 

Open up tho necessary accounts and prepare a Profit and Loss Account 
and Balance Sheet at December 31st following ; — ■ 


Capital paid up, December Slst 600,000 

Balance of Profit and Loss Account from last year 9,768 

Liabilities to Customem on Current Accounts 326,000 

Liabilities to Customoia on Deposit Aocoiuits 236,600 

Advances on Cui-rent Accounts amd Loans 688,006 

Bills of Exchange in hand 167,650 

Investments 160,000 

Cash m hand 26,000 

Cash at Call and Short Notice 60,000 

Cash paid in by Customers on Current Aooomits 2,600,000 

Cash paid out to Customers on Current Accounts 2,440,000 

Cash paid in by Depositors 766,000 

Cash paid out to Depositors 677,000 

Bills Receivable, discounted £300,000 

Less Discount charged thereon 10,500 

289,600 

Cash paid out on Bills discounted 10,000 

Balance credited to Customeis’ Cmront Accounts . . 279,600 

289,600 


(Inoorpoiated Accountants,) 

38. Prepare from the following particulars the Balance Sheet of the 
London and South Coast Bank as on June 30 th : Authorised Capital, 
£10,000,000 ; Subscribed Capital, 400,000 shares of £20 each, £5 paid ; 
Investments, £7,000,000 ; Bills Discounted, £16,000,000 ; Bank Premises, 
£1,000,000 ; Acceptances for Customeis, £6,000,000 ; Rebate on Bills not 
due, £60,000 ; Circular Notes and Letters of Credit, £2,000,000 ; Advances 
to Customers, £22,000,000 ; Liability of Customers for Acceptances, 
£5,000,000 , Endorsemeuls on BiUa Negotiated, £100,000 ; Reserve, 
£3,000,000 ; Current and Deposit Accounts, £66,000,000 ; Investment 
Depreciation Account, £100,000 ; Bills Negotiated, £100,000 j Cash in hand 
and at Bank of England, £10,000,000 ; Cash at Call and Short Notice, 
£9,000,000; Profit and Loss Account, Credit Balance, £850,000. (Central 
Association Accountants.) 

39. From the following figures make out the Balance Sheet of the Uni- 
versal Bank, Ltd., at December Slst : Nommal Capita], £16,200,000 ; 
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SubBoribed Capital, fU, 400,000; Paid-up Capital, £3,000,000; Reserve, 
£3,000,000 ; Cash in hand and at Bonk of England, £7,446,266 ; Money 
at Call and Short Notice, £7,818,188 ; Profit and Loss Account (Credit 
Balance), £109,287 ; Advances and Loons to Customers, £26,813,394 ; 
Investments, £6,939,662 ; Deposits, Current Accounts, etc., £48,119,986 ; 
Acceptances on behalf of Customers, £3,911,980 ; Bills of Exchange, 
£3,933,999 , Liabilities of Customers for Acceptances, £3,911,980 ; Bank 
Premises, £1,277,783. 

40. Prom the following details prepare the Balance Sheet and Profit 
and Loss Account of the N and M Bank. 


Capital . . 

Reserves 

Notes Issued 

Customers’ Credit balances 
Unpaid Dividends 

Gross Profits 

Bad Debts . 

Expenses 


114,430 

146,210 

39,705 

897,530 

240 

32,490 

3,000 

11,506 


Interim Dividend paid 6,720 

Balance of Profit and Loss Account brought forward 1,560 

Cash on hand 38,138 

Cash at CaU 44.230 

Investments 328,465 

Stamps m hand 506 

Premises 37,260 

Customers’ Debit balances 762,365 


£1,231,165 1,231,166 
{Chartered Accountants,) 

41. Prom the following particulars make out the Balance Sheet of the 
United Kingdom Bank at Juno 30th : Capital Paid up, £1,250,000 , Reserve 
Piind, £1,700,000 ; Pension Reserve Pund, £100,000 , Deposit and Current 
Accounts, £12,000,000 ; Profit and Loss Account, Credit Balance, £170,661 ; 
Investments, £4,037,149 ; Customers’ Liability for Acceptances, £662,434 ; 
Cash m hand, at Call, and Short Notice, £1,873,179 ; Acceptances on behalf 
of Customers, £662,434 ; Bank’s own Notes in circulation, £960,000 ; Bills 
Discounted and Loans made, £9,238,241 , Bank Premises, £1,032,292 ; 
Reserve of Rebate on Bills Discounted, £10,300. 

48. Prom the following particulars make out the Profit and Loss Aooount 
of the Southern Bank, Ltd , for the year : Rebate on Bills not discounted 
brought forward from last year, £10,000 , luterest received, £300,000 ; 
Intorost paid, £100,000 ; Discount on Bills Discounted, £100,000 , Com- 
missions received, £20,000 ; Salaries, £140,000 ; Printing and Stationery, 
£10,000 ; Directors’ and Auditors’ Pees, £10,000 j Rebate on Bills Dis- 
counted to be carried forward to next year, £16,000 ; Profits on lavestmonta 
sold, £5,000 ; Depreciation written off Investments, £26,000 , Bad Debts 
written oft, £16,000 ; Puither amount set aside to provide for Doubtful 
Debts and Provisions, £10,000 

43. Prom the following particulars moke out the Balance Sheet of the 
East and West Bank, Ltd. : Cash in hand, £200,000 . Cash at the Bank 
of England, £1,000,000; Money at Call and Short Notice, £1,600,000 ; 
Consols, £2,000,000 , Current and Deposit Accounts, £10,800,000 ; Loans 
and Advances, £4,000,000 ; Share Capital paid up, £6 per share on 100,000 
£10 shares, £500,000 , Share Capital subscribed, 100,000 £10 shares ; Rebate 
on Bills not due, £50,000; BiUs Discounted, £3,000,000, Acceptances on 
behalf of Customors, £300,000 ; Profit and Loss Account. Credit Balance, 
£360,000 

44. Prom the following partioulais make out the Balance Sheet of the 
London Discount Bank at December 31st. The Bank has two OflSces, a 
Head Office and a Western Branch. 
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Share Capital, £1,000,000 in £10 shares £2 10s. per share paid, £260,000 ; 
Eeserves, £200,000 ; Cash at Hoad Office, £20,000 , Bank of England 
Balance, £200,000 ; Bills Discounted at Head Office, £500,000 , Consols 
and Government Securities (Head Office), £1,000,000 ; Money at Call and 
Short Notice (Head Office), £1,000,000 ; Current and Deposit Accounts 
(Head Office), £3,000,000 , ^rrent and Deposit Accounts (Western Branch), 
£1,000,000 ; Cash at Western Branch, £30,000 ; Loans and Advances made 
(Head Office), £1,314,000 ; Loans and Advances made (Western Branch), 
£60,000 ; Rebate of Discount carried forward to noxt year (Head Office), 
£9,000 ; Rebate of Discount earned forward to next year (Western Branch), 
£5,000 ; Bills Discounted at Western Branch, £400,000 , Profit and Loss 
Account : Credit Balance from last year, £10,000 ; this year’s Profits (Plead 
Office), £30,000 ; tins year’s Profits (Western Branch), £10,000 ; Due from 
Head Office to Western Branch after transferring the Branch profits to 
Head Office, £526,000 

46. Prom the following particulars make out the General Cash Book 
of the Banlc of London for January 6th, showing the balance of cash on 
hand at the end of the day : Balance of Coin end Notes at commencement 
of day, £3,450 ; Received from Customers for credit of their Current Aoooimts ; 
Gold, £100 ; Notes, £300 ; Cheques on other Banks, £15,600 ; Other Cus- 
tomers’ Cheques on Bonk of London, £300 ; Paid Customers' Cheques over 
the Coxmter, £1,660 ; Paid Customers’ Cheques through the Clearing House, 
£17,276 ; Bills Disooimted for Customers (face amount), £2,000 ; Discount 
charged, £20 ; Loans granted to Customers, £600 ; Expenses paid in Cash, 
£120 , BiUs Discounted matured, payment received through Clearing, £600. 

The Balance due on Clearmg House transactions was paid by the usual 
transfer on the Bank’s Account at the Bank of England ; the notes received 
from customers were paid into the Bank’s Account with tho Bank of England. 

46. The following are a Branch Bank’s transactions for one day 
(October 29tli). From them make out its General Cash Book for tlie day 
and a statement of its Head Ofiioo Account. 

Balance of Cash m hand brought from October 28th, £3,000 j Received 
from Customers for thoir credit . Coin, £126 10s. 6d. ; Bank of England 
Notes (bent to Head Office), £30 ; Cheques on other Banlts (sent to IPead 
Office for collection), £841 2s. 9d ; Postal Orders (cashed at local Post 
Office), £14 Is. 6d ; Paid to Customers agamst their Cheques ; Com, 
£212 8b. 6d ; Bank of England Notes, £100 j Paid Customers’ Cheques 
presented by Local Banks, £25 Is 6d. ; Paid Customers’ Cheques presoiltod 
through Head Office and debited by them to the Branch, £774 2s. 9d, ; 
Balance due by Head Office October 28th, £84,621 8s. 9d. 

47. I paid mto my Current Aooount with the London and Provincial 
Bank, Ltd., on October 19tb the following : — 


£ s. d 

Gold Coin 6 00 

Silver and Copper Com 16 9 

Bank of England Notes 10 0 0 

Cheque on the Bank of England . . . . . . . . . . 16 12 6 

Town Cheques on vanons Baiilrs 3914 2 

Cheque on the London and Provincial Bonk, Ltd. . . 16 2 4 


£87 4 9 


Rule the foUowmg forms and enter tlierein the foregoing items as far 
as the various forms are concerned : (1) Poymg-in Slips , (2) Receiving 

Cashier’s Counter Cash Book , (3) Received Waste Book ; (4) Bank of 

England Book. 

48. I drew a cheque on my Current Account for £56 which I presented 
for payment across the counter, taking £6 in gold, £6 in silver and the 
remainder m £6 Bank of England notes. 

Rule a form of Paymg Cashier’s Counter Cash Book and enter 
foregoing transactions. 
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49. ludo and enter in a Discount Register the following discount trans- 
actions of the Western Branch of the London and Northern Bank for April 6th. t 
Discounted for A. Brown & Co. the following bills : At 6 %, £5,000 drawn 
by A. Brown & Co on Tyo Bros, in favour of themselves at three months, 
dated April 1st, accepted April 3rd ; at 34 %, £2,000 drawn by the Products 
Co , Ltd., on the London and Eastern Bank, London, in favour of A. Brown 
& Co. at three months, dated March 18th, accepted April 4th ; Discounted 
for Child Bros, at 5 % a bill for £6,000 on Beale Bros., London, at two months, 
drawn by Child & Co., Calcutta, m favour of Child Bros., dated March 14th, 
accepted April 3rd. 

60. The following are the transactions of A. Customer with the city 
office of the Safe Banking Company, Ltd. ; interest is allowed on Mr. 
Customer’s Current Account at 2 % per annum, provided he does not draw 
his balance below £2,000. Erom these particulars show the Current Account 
as it appears in the Bank’s Ledger and in the Pass Book. 


£ a. d. 

Deo. 31 Credit Balance on Current Account 2,421 17 9 

Jan. 6 Cash paid in 712 12 4 

„ 6 Paid Cheque 14765, R. Jones .. .. 114 9 6 

„ 9 Paid Cheque 14768, W. Hay 64 2 2 

„ 13 Paid Cheque 14766, M. Wry 31 9 2 

„ 13 Paid Cheque 14767, J. Kay 104 2 1 

„ 17 Cash paid in 621 14 9 

,, 23 Paid Cheque 14769, Petty Cash 10 0 0 

Feb 6 Paid Cheque 14770, Eastern Lines, Ltd Ill 11 1 

„ 9 Paid Cheque 14771, Self 26 0 0 

„ 27 Cash paid in 63 2 9 


„ 28 Account closed by transfer of balance (including 

interest) to Northern Branch. 

61. A customer sends to his banker the following securities. Rule a 
Securities Register and record them therein. 

£1,000 Japanese 44 % Storlmg Loan Bonds (10 bonds of £100 each, 
Nos XW13410 to 13419) ; £100 St. Paul Minneapolis and Manitoba, Pacific 
Extension, 4 % Bond 1942, No. 11111 ; £200 Belgian Government 3 % 
Loan 1914 (10 £20 bonds, Nos. 11114 to 11123 ) ; £100 Consols Bearer 
Certificate No. 1111. 



CHAPTER XV 
AsSXJIIAN035 Acootots 

Stbictly speaking, a distinction should be made between the 
terms Assurance and Insurance. The former term is properly- 
restricted to risks that are bound to happen, and is confined to 
Life Assurance ; the lattei? term is used in connection with risks, 
such as fire, shipwreck, accident, burglary, etc., which may, or may 
not, happen. But this distinction, outside professional practice, 
is only loosely observed and indeed is scarcely appreciated by 
the general public. 

Lrpis AsstTBANOB. 

Definition. — ^life assurance is a contract, evidenced by a 
document called a Policy made between the assuiing company 
(the Assurer) and the Assured, by which in consideration of the 
payment by the assured of certam agreed sums, called Poemiums, 
the assurer undertakes to pay to him an agreed sum called the 
Sum Assured^ either on the death of the Life Assured or on the 
happenmg of some other specified event dependent upon the 
duration of human life. The Life Assured is usually, but not 
necessarily, the same person as the assured. 

Classes o£ Life Assurance.— Life assurance is divided into two 
separate classes, w?,. Ordinary and Industrial. In the case of 
Ordinary business, the premiums are paid annually, half-yearly, 
quarterly, or occasionally monthly, as may be arranged, and the 
sum assured is seldom less than £50. In the case of Industrial 
business, the premiums are usually paid weekly or monthly, and 
the sum assured is sometimes as low as £1. There is, however, 
no rigid line of demarcation between the two classes, and perhaps 
the best distinction that can be made is that, m the case of 
Industrial Companies, collectors or agents are employed to collect 
premiums from door to door, while in the case of Ordinary 
business the iiremiums are usually paid by the assm-ed direct to 
the Company, or sent to an agent of the Company. Practically 
every Company transacting Lidustrial business also transacts 
Ordinary lifo Assurance, although very few Ordinary Companies 
conduct an Industrial branch. 

Kinds of Assurance Companies. — ^Broadly speaking, there are 
two classes of Assurance Offices ; (1) Proprietary {sometimes 
termed Mixed) Gompanies, in which the capital has been subscribed 
in the ordinary way by shareholders ; and (2) Mutual Societies, 
in which there is no paid-up capital and no shareholders, the 

832 
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company or society being composed of the policy holders them- 
selves. In older times the Proprietary Companies were genuinely 
proprietary, i.e. the whole of the profits were divided amongst 
the shareholders alone ; but now the shareholders in such com- 
panies are usually only entitled to from 5 % to 10 % of the profits 
arising from the Life Assurance business, the remainder being 
divided amongst thofic policy holders who hold “ with Profit ” 
policies (see p. 835). So far as the policy holders are concerned, 
there is little to choose between a Mntual Society and a Proprietary 
Company of equal standing, since, in the latter, the share of the 
profits taken by the shareholders may be counterbalanced by 
advantages in other directions. 

Moetauty Tables. 

The business of Life Assurance is based upon certain tables, 
called Mortality Tables, by means of wMch the chance of surviving 
a year at any age, or of dying within 'that year, is measui'ed. If 
■we could find a very large number of children, say 100,000, all 
born at the same moment, and could keep trace of them throughout 
their lives, noting the number who remain alive on each birthday 
until all have died, we should have a table giving the number 
remaining alive at each age. And if, instead of recording the 
number alive on each birthday, we could record the number who 
die between one birthday and the next, we should obtam the 
number who die during each year of life. Obviously the number 
who die during each year of life is the difference between the 
number alive on one birthday and those alive on the next birthday, 
our two tables being intimately connected. 

In practice it would be impossible to find such a group of 
children, or to trace them from year to year, but this difficulty is 
overcome by recourse to the information available from census 
and other records, and by subjectmg the information to certain 
sldlled technical processes For example, the Northampton Table, 
an early example of a Mortality Table, was compiled from the 
Registers in the parish of All Saints, Northampton, for the forty- 
six years 1735-1780. It would be out of place to attempt to 
explain here the technical methods by which vital statistics are 
treated in order to fit them for actuarial purposes 

From the Mortality Tables in use it is possible to ascertain 
the average value at any given date of a sum payable should a 
given person, or number of persons, die -within, or survive, any 
fixed period, or die at any time ; and also to assess the premium 
which an assurance office should charge for any policy of life 
assurance. The student should bear in mind that the doctrine 
of probabilities, which (-with mtcrest) is the foundation of actuarial 
calculations, is based upon masses of observations, and only applies 
to similar masses. Hence all the elements of assurance — annuities 
and single and annual premiums — ^have no reference to mdi-viduals, 
but are only true for adequate numbers of indi-vidnals, all of the 
same age and conditions of eligibility. Consequently the premium 
for a life which dies early is too small, while for a life which endures 
64 
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for many years it is too large ; but if for the same age the same rate 
of premium (le. au average, rate) be charged, compensation is 
secured for those who pay a deficient number of premiums by 
those who contribute for a longer period of time. 

I'ortunately, the book-keeping student has no concern with 
the maimer in which premiums are calculated. Persons skilled 
in such calculations, and in the financial questions connected with 
assurance business, Friendly Societies, and similar undertakings, 
are termed Actiuiries. Actuarial examinations are held, and 
diplomas are granted, by the Institute of Actuaries in London 
and the Faculty of Actuaries m Scotland. 

Expectation of Life. — -If, reverting to our former illustration, 
we had recorded, and added together, the number of years lived 
by each of the 100,000 children, we should have obtained the 
total number of years hved by the members of the group as a 
whole, and if this total were divided by the number of members 
(100,000) the quotient would represent an average number of 
years, wliich is termed the “ average after-life-time ” (not a happy 
expression) for the particular age adopted. The term is mis- 
leading, for the reason that the function does not give the number 
of years which any particular iudividual may expect to live, and 
the student shonld take note that it is never used in actuarial 
calculations. For example, the value of an annuity payable 
during the lifetime of a person aged, say, twenty is not the same 
as the value of an annuity, independent of life, payable for a term 
equal to the “ expectation of life ” at age twenty. The function 
is useful, however, as an approximate mode of comparing the 
results of different Mortality Tables. 

Sources and Names oi Mortality Tables.— The majority of the 
Mortality Tables m general use are compiled from census records 
and similar data, or from the records of Assurance Companies, 
who periodically combine and collate the data in their possession. 
In the case of Mortality Tables compiled from the records of 
Assui'ance Companies, it has been found that the period elapsed 
since the policy was issued is of almost equal importance as the 
age attained. That is to say, the rate of mortality, amongst 
persons now aged thirty, who effected policies ten years ago, is 
higher than that experienced by persons of the same age who 
effected policies two years ago. Mortality Tables in which this 
point is taken into account are termed Select Mortality Tables, 
since effect is given to the period which has elapsed since the 
persons were “ selected,” after a medical examination. 

The Mortality Tables commonly used by Assurance Companies 
at the present day as the basis of their calculations are; (1) the 
British Offices Select ; (2) the British Offices in which 

selection is ignored; and (3) the British Offices in which 

the first five years of assurance has been ignored, in order to make 
some allowance for the much lighter mortality experienced durmg 
the first few years of assurance. The last two tables are necessary, 
since the use of Select Tables is impossible for certain calculations 
on account of the vast amount of labour involved, although, as a 
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matter of theory, Select Tables should be used for all calculations 
involving Assured Lives 

As the rate of mortality amongst Annuitants is very different 
from that amongst Assui-ed lives, and the mortality amongst 
Male Annuitants is different from that amongst Female, the 
British Offices Select Male, and Select Female, OM, and 
Mortality Tables are used for Annuity business. All the above 
Tables have been compiled from the combined experience of the 
Life Assurance Companies themselves. 

For Industrial business the English Life Tables No. 3 and 
No. 7 are generally used, both of which have been compiled from 
census records In the case of Mortality Tables compiled from 
census records it is obvious that “ selection ” is non-existent. 

In addition to the Mortality Tables mentioned above, there 
are, of course, many others constructed from various sources, and 
there are very few Offices which have not, at some time or other, 
investigated the rate of mortality experienced amongst their 
members as a whole, or a certain section of them. 

Loading, — In addition to the net sum, termed the net or pure 
premium^ required by the Company to cover the risk involved, 
according to the Mortality Table and the rate of interest used, 
a further amoimt, called the Loadxnig, is added to the “pure 
premium ” to defray the expenses of management and to provide 
a margin for profit and unforeseen contingencies. These expenses 
include the commission paid to agents for the introduction of 
business. 

Classes of Assurance. — ^A bewildering number of different 
kinds of life policies are now offered to the public, but on examina- 
tion they will be found to fall into one of several different classes. 
The broadest line of demarcation is perhaps that which exists 
between without profit and with profit poheies. Without profit 
policies cover the payment of a fixed sum at death, or on the 
happening of some other agreed event. With profit policies provide 
for the payment of a fixed sum, and also confer the right to share 
in such profits as may be earned by the Company before the policy 
becomes payable to the Assured. The share of profit payable to 
policy holders under these policies is termed a Bonus. Some 
Offices — though not all — tissue in addition Guaranteed Bonus Policies 
and Discounted Bonus Policies. A Guaranteed Bonus Policy is 
simply a non-profit assurance under which the sum assured is 
perioffically increased by a certain percentage — say 10 % every 
five years. Under the Discounted Bonus system the Assured 
surrenders from the outset a part of his share of the Company’s 
future profits in consideration of a oertam immediate reduction 
in the premium he would otherwise have had to pay. Such 
policies usually provide that, should the profits earned fall short 
of the amount anticipated, either the Sum Assured will be reduced 
or the premium increased, while the Assured usually receives his 
share of any profits which may be earned in excess of those 
anticipated. 
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In addition to the broad gronps mentioned above, the classes 
of policies commonly met with are . — 

Whole, Life Assurances. — ^The Sum Assured is payable only 
when death occurs 

Endcmment Assurances — ^The Sum Assmed is payable on a 
fixed date, or at death should it occur before the fixed date. 
Endowment Assurances are not usually issued for terms shorter 
than ten years, and as a matter of convenience usually mature 
at age 45, 60, 55, 60 or 65, or m 10, 15, 20, etc., years from 
the date when the policy is issued. A policy maturing in any 
period required can, however, be obtamed. 

8hort Term Assurances. — ^The Sum Assured is payable only 
in the event of death occurring before a fixed date. 

Pure Endowments. — ^The Sum Assured is payable on a fixed 
date provided the life Assm'ed is stiU alive. This class of iiolicy 
is rarely met with alone, but often occurs in ooniunction with 
other forms of assurance, e.g. a “ Short Term ” Assurance com- 
bined with a Pure Endowment. 

Double Endovmient. — ^A pohey under which a fixed sum 
— say £200 — ^is paid should the Life Assured survive until a 
fixed date, but should the Assmed die before that date £100 
only is paid. 

Deferred Assurances. — A. policy under which no risk is incurred 
by the Company until after a specified date. These assurances 
are usually only issued m the case of children when the assurance 
risk commences at ago 21 or age 26. The premium, of course, 
is considerably lower than would be payable if the assurance 
commenced at once. 

As a general rule the sum assured remains the same throughout 
the duration of the policy, but policies under which the sum 
assured increases or decreases from time to time are occasionally 
met with. 

Payment of Ptemiums. — ^The premiums can either be paid 
throughout the duration of the policy or arrangements can bo 
made that they shall cease at some earlier date. In the latter 
event the policy is termed a Limited Payments Policy or a Term 
Premium Policy. Eor example, an Endowment Assm-ance payable 
at age 65, with premiums ceasing, say, at age 45, would be termed 
an “ ISndowment Assurance by Limited Premiums.” Although, 
as mentioned above, an infinite number of different classes of 
policies can be issued, in practice the vast majority are either 
Endowment Assurance, Whole Life, or Whole Life by Term Pre- 
miums. At p. 837 will be found a Table giving a few representa- 
tive premium rates for various classes of policies. 

Policies on Joint Lives, Etc. — ^In addition to policies depending 
upon one life, assurances are often issued ; (a) Payable on the fii’st 
death of two lives ; (b) payable on the second death of two lives ; 
or (e) payable in the event of one life dying before another. These 
policies are termed Joint Life, Last Survivor, and Survivorship 
policies respectively, and should be carefully distinguished. Indeed, 
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any number of lives can be involved in one policy, and the author 
has met with one awful example which depended upon no less 
than ton different persons dying in a certain order ! 

AimuiTiES. 

In addition to Life Assurance, moat, though not all. Com- 
panies sell annuities. That is, in return for an immediate cash 
payment, they undertake to pay a certain sum yearly, half yearly, 
or quarterly, during the lifetime of a specified person called the 
annuitant. The purchase price is based on the age and sex of the 
annuitant. As a general rule, no investigation is made into the 
annuitant’s state of health, as is done in the case of a life assurance, 
since the worse the life the more profitable is the transaction to 
the Company. It is a matter of experience, however, that the rate 
of mortality amongst aamuitants is abnormally low, since persons 
who know or suspect themselves to be in a poor state of health, 
or possess a defective family history, especially at the older ages, 
do not usually purchase annmties. Another explanation of the 
low mortality of female annuitants is the fact that almost universally 
they are bought after the child-bearing age has been passed ; and 
further, that the discovery of antiseptic surgery has enabled internal 
tumours (which more usually occur in women) to he extirpated 
before they have assumed a malignant form. Tor those and 
Similar reasons annuity business usually yields but little profit 
to the Company, as the rates charged are to some extent fixed 
by those charged for annuities issued by the National Debt Com- 
missioners on behalf of the Government. 

In certain cases, after a medical examination, some Offices 
are willing to offer special annuity terms to a poor life ; but the 
total absence of any data as to the rate of mortality amongst 
impaked lives, the infinite number of degrees of ill-health which 
are met with, and our ignorance as to the exact effect of disease 
upon longevity, prevents this branch of annuity business from 
becoming more general. 

Contingent and Deferred Annuities. —As a general rule annuities 
are purchased by the payment of a sum down, but contingent 
annmties, i.e. annuities payable only should one person siuvive 
another, and deferred annmties, purchased by annual payments 
over a certain period, are also granted. 

tToint Annuities. — ^Annuities are also granted which are payable 
during the joint lifetime, or durmg the joint lifetime and the life- 
time of the survivor, of two or more persons. The first form, 
which ceases on the first date, is, however, comparatively rare. 

Valuation. 

The Reserve. — ^To arrive at the profit earned by ordinary trade, 
the student is well aware that it is necessary to bring into account 
liabilities, or debts which have been mourred, although the actual 
date for payment may not have been reached at the time when 
the accounts are drawn up. In the case of Life Assurance, the 



ASSURANCE ACCOUNTS 839 

Company has undertaken to make certain payments on the 
happening of certain events, while, on the other hand, it is entitled 
to receive certain premiums year by year from the policy holders. 
In order, therefore, to ascertain the true financial position of a 
Life Assura^! Company at any particular date, it is necessary 
to find out (!l) the value at that date of the liabilities which have 
been undertaken by the Company under its policies, and (2) the 
value at the same date of all the pure premiums which are payable 
under the policies. The difference between these two amounts 
represents the net liability incurred by the company under its 
existing policies. This net liabihty (which, rightly, should be 
named “ net value of liability ”) is technically termed the Reserve. 

Provision for Expenses. — ^In addition, however, to the present 
value of those liabilities, and the present value of the prospective 
assets in the form of the pure premiums, the Company will be 
obliged to incur in the futm-e certain management and other 
expenses in order to keep its pohcies in force, and therefore pro- 
vision for these expenses must also be made. Provision can be 
effected for the future expenses of management, commission, 
contmgencies and contributions to profits in the following modes : — 

(1) In the Pure Premium Method of valuation (where the 
premiums for the risk of death alone are valued) the provision 
automatically exists, for the difference between the premiums 
and the office premiums, ie. the actual premiums payable by 
the policy holders, is by this method left unvalued, and is 
accordingly reserved annually for the annual costs. 

(2) Or, the actual iiremiums may be valued on the one side, 
and on the other side be placed the present value of the future 
expenses based upon a consideration of past experience during 
the existence of the valued contracts. 

(3) Or, the Company may properly value, as its valuation 
premiums, the actual premiums less a percentage thereof, which 
percentage takes account of the past rate of expenditure. Then 
the difference between these valuation premiums and the 
premiums payable by contract forms an unvalued and reserved 
annual provision for this object as in No. (1). 

It may be added that plan No. (2) is only used at present, 
and apparently only occasionally, as a check upon one or other 
of the other two plans of valuation. Plan No. (3) is becommg 
more prominent, and is a sound method. Plan No. (1) is generally 
resorted to, but there is no magic of propriety in its use. It is 
frequently quite inapplicable, e.g. in the transfer of one company 
to another, in the amalgamation of companies, and in cases of 
valuation accompanying a windmg up or a reduction of contracts ; 
while plan No. (3), by adaptation acoordmg to the circumstances 
of each case, is generally feasible. 

Quinquennial Valuation. — The process of ascertaining the value 
of the liabilities and assets of an Assurance Company at any given 
date is termed valuation. The work involved is of a highly 
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technical nature. In accordance with, the Act of 1 909 an actuarial 
valuation must be made by every Assurance Company at least 
once in every five years. This valuation is accordingly known as 
the Quinquennial Valuation. The results and particulars of the 
valuation must bo forwarded to the Government, which, in due 
course, publishes them. In addition to the QuinqLuennial Valua- 
tion, many offices make a valuation every year for their private 
information. 

Beyond certifying the amount of the Assurance Bund, neither 
the accountants nor tho auditors of an Assurance Company 
have any concern with the valuation, which is purely actuarial 
work. 

Besults of Valuation. — An actuarial valuation determines the 
exact liability of an Assmance Company in respect of all the 
policies m force, and fixes the Beserve which must be made. 
This Reserve represents the sum of money which, together with 
the future pure premiums accumulated at the rate of interest 
adopted for the calculation, will provide sufficient funds to meet 
all claims as they fall due, while the difference between the premiums 
actually payable and the pure premipms valued is thus held un- 
valued, and suffices to defray the future ohargos of management. 

Rate of Interest Employed. — ^The most important factor in a 
valuation is probably the rate of compound interest adopted by 
the Company, smeo the lower the rate of interest used the larger 
are the reserves which become necessary. As a natural conse- 
quence, a Company strengthens its position by valuing at a low 
rate of interest. It is important, however, to bear in mind that 
it is the margin between the net rate of interest earned on the 
funds (see p. 861 ) and the rate used in the valuation which is of 
supreme importance. Until recently the rates of interest most 
frequently employed were 3 %, 2| % or 2| %, but at the present 
day there is a tendency to consider whether slightly higher rates, 
such as % or 3| %, should not be employed, m view of the 
general rise in the rate of interest obtainable on investments. 
As already mentioned, the Mortality Tables usually employed in 
valuations ore either the OM or the although in some cases 
a combmation of these two Tables is used. It should be added 
that a valuation includes also the value of the liability under the 
annuities which the Company has sold 

Valuation Balance Sheet. — ^If the student will refer to the 
form of Vakudion Balance Sheet given at p. 837, he will sec that 
the total present liahihty is disclosed in tho Valuation Balance 
Sheet, and agamst it is put the total of the Life Assm-ance Fimd 
available to meet it. The difference between the total liability 
and the total available funds represents the surplus or deficiency, 
as the case may he. After allowing for any amounts brought 
forward from previous valuatioms, this surplus (if there be a 
surplus) represents the profit earned by the Company since the 
last valuation. The chief sources of profit in the case of an 
Assurance Company are : (a) A rate of mortality experienced 
which proves to be lighter than was assumed m the calculations ; 
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(b) economy in the actual expenses, so that they prove to be lighter 
than those provided for in the “ loading ” added to the “ pure ” 
premiums ; (c) the realisation of a higher rate of interest from 
investments than was anticipated ; (d) profits from sundry sources, 
such as the sale of investments, etc 

Utilisation of Surplus. — ^From the surplus disclosed in the 
Valuation Balance Sheet amounts are sometimes set aside to 
create, or increase, Investment Eeserve Funds ; to enable the 
valuation basis to be strengthened by adopting, for example, a 
lower rate of interest at the next valuation, and for similar pur- 
poses. The remainder of the sm’plus is then divisible amongst 
the shareholders, if any, and the holders of “ with profit ” policies 
It is only out of the surplus ascertamed m the manner described 
above that profits can be distributed 

Bohuses. 

, Several systems are in use for the division of the surplus 
amongst the “ with profit ” policy holders, the two most generally 
used being termed the Simple Reversionary Bonus and Compound 
Reversionary Bonus. Under the “ simple ” system, the bonus is 
expressed as a percentage on the sum assured alone, and usually 
varies from 1 % to 2 % (occasionally more) for each year’s premium 
paid since the last distribution As its name implies, the bonus is 
declared as a reversionary amount, payable together -with the sum 
assured when a claim arises. The “ Compound ” system difters 
only from the “ Simple ” in so far as the bonus is calculated as a 
percentage on the sum assured plus the bonuses added thereto, 
instead of as a percentage on the sum a,ssured alone. 

Surrender of Bonus. — ^Although the bonus is usually expressed 
in the form of an addition to the sum assured, and is only payable 
in full when a claim arises, it can always be exchanged, or “ sur- 
rendered ” for its present cash eqmvalent, i.e. discounted, as it 
were. As an alternative to drawing the present value m cash, 
the bonus may, under many policies, be applied to reduce future 
premiums, or it may be applied to reduce the term durmg which 
the premiums are payable. 

Selecting a Life Ofiice. — ^When a “ with profit ” policy is 
intended to be taken out, it is necessary first to consider both 
the rate of premium charged and the past rate of bonus declared 
by the Company, as both vary. 

The probability that the rate of bonus will be maintained 
must also be considered, but this is a matter for expert advice. 
Indeed, the question is one which it is extremely difiicult for even 
an expert to decide, since reductions in the rate of bonus are 
generally due to causes such as a heavy fall in the value of 
securities, the probability of which cannot be foreseen.' Assurance 
Companies, however, attach great importance to the maintenance 
of their rate of bonus, and under normal conditions, if a good 
office is selected, there is little likelihood of any serious reduction. 
Under the abnormal conditions caused by the war many offices 
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passed, or reduced, their bonuses, though, rather perhaps as 
a measure of precaution than from actual necessity, and it is 
probable that, in its general result, the war has left the life 
assurance offices no less strong than before. 

Peoposais. 

A person desirous of effecting an assurance must fill in a 
proposal form. A specimen proposal form is given at page 842. 
This form is the basis of the contract, and is signed and declared 
to be true by the proposer. A contract of life assurance is a con- 
tract uberrimoB fidei, i.e. a contract in which the proposer is bound 
to observe the utmost good faith. In filling up the proposal form 
the proposed must not only abstain from making any deceptive 
statement, but he must state all the material facts within his 
knowledge. The decision whether a fact is material or not does 
not depend upon the opinion of the proposer, but upon whether 
the fact is in itself material. Consequently all information relevant 
to the assurance should be revealed 

Insurable Interest. — As already mentioned, an assurance may 
be effected by one person on the life of another, but in such cases 
it is legally necessary that the proposer shall have an insurable 
interest* in the life assured. That is to say, if, at the time when 
the policy is taken out, the death of the life assured would be 
likely to cause a monetary loss to the assured, an insurable interest 
exists which may be legally covered by a life policy. The assured’s 
interest in the life must be a pecuniary one, since no ties of blood 
or aSootion are sufficient. Probably the commonest example of 
an insurable interest is that which a creditor has in the life of 
his debtor. It must further be noted that the amount of the 
policy must not exceed the pecuniary loss likely to be sustained. 

By the Married Woman’s Property Act of 1882, a married woman 
may assure the life of her husband, and it has been held that a 
husband has an insurable interest in his wife’s life {Griffiths v. 
Fleming, [1909] 1 K.B. 805). 

By the Assurance Companies Act, 1909, policies may now be 
issued for small amoimts for the purpose of mecthig funeral 
expenses, provided the proposer has reason to expect that such 
expenses will have to be met by him. It may also be mentioned 
that the Friendly Societies Acts contain restrictions in regard to 
the assurance of infants. 

Acceptance of Proposal. — ^After the proposal form has been 
completed, the Life Assured is exammed, at the Company’s expense, 
by a doctor appointed by the Company for this purpose, and 
reports are obtamed from two friends of the Life Assured as to 
Ills fitness for assurance. On the facts revealed by these reports 

_ * The Gambhng Act prohibits “ gambling and wagering,” and renders 
void any poUoy m which an insurable interest does not exist. In 
the middle of the eighteenth century gambling by means of life assurance 
became a pubhc scandal, although these transactions were of the nature of 
bets rathor than poboies as we know them to-day. 
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the Company decides whether or not to accept the risk. If the 
case is accepted, the proposer is notified to this effect. A typical 
letter of acceptance is shown at p. 866. Upon receipt of the letter 
of accejitance the first premium becomes payable, the assurance 
commencing as soon as the premium is received by the Company 
If the first premium is not paid within a reasonable period, usually 
stated in the letter of acceptance at from fourteen to thirty days, 
fresh evidence of health may be required. 

POLICIBS. 

Shortly after the first premium has been paid the Policy itself 
is i.ssued to the Assured A specimen Policy form is shown at 
p. 846. Subsequent premiums, called renewal premi'ums, are pay- 
able periodically, annually, half-yearly, quarterly, or monthly, as 
may be arranged and as stated in the policy. 

Restricted Policies. — It will be observed that the form of 
policy at p. 846 is headed World Wide. This refers to the first 
sentence of Clause 3, which reads : “ This policy is free from all 
restrictions as to residence, travel or occupation.” The majority 
of policies now contain similar words, but m some cases restric- 
tions are imposed. For example, it is not uncommon to find 
that the sum assured is not payable should the Assured commit 
suicide within a certain period after the policy is issued. 

Again, if the Assured is under twenty -five and his future career 
is uncertain, or if he is likely to travel in unhealthy countries, or 
to engage in any hazardous occupation, a policy termed a Restricted 
Policy is issued. That is to say, the words maldng the policy 
unrestricted are omitted, and a clause is added which gives the 
Company power to increase the premium by charging an extra 
premium in certain circumstances. The “ extra premiums ” 
charged for residence in unhealthy countries vary from 10s. for 
some parts of India to £7 7s. or £10 10s for each £100 assured 
charged for localities like the Congo. The practice of different 
offices, however, varies so much that no general rules can be laid 
down. Extras charged for hazardous occupations are rather 
rarer than extras imjiosed for residence abroad, outstanding 
examples being that of the liquor trade and the naval and military 
services. The mortality amongst those engaged m the first-named 
occupation is much higher than that amongst normal lives, and 
the extras charged vary from 10s. to £2 per £100 assured, according 
to ou'oumstanccs The practice as regards naval and military 
service has hitherto been to give the Assured the option of either 
pa3dng a contmuous extra premium of about 7s. fid. to 10s 6d % 
until he permanently retires from the service, or of paying no 
extras until he actually goes on active service, when an extra is 
fixed by the Company. Tq .^^^^rs prior to that which began in 
August 1914, the extra premium has varica from £5 6s. to 
£16 16s. % according to circumstances, but the superior limit 
has been exceeded in the late war. It is probable, however, that 
the whole treatment of naval and military extras will be recon- 
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(Form of Policy.) 
WORLD WIDE. 

Life Policy No 

the person named in the Sehedule hereto as “ the As 
the Easi ANQMAif iNsmiANcB Company (hereinafter oalle 


THE SCHEDULE. 

fame, Address, and Profession or Occupation of 
the Assured | 

Huffh Vtiam, of Broad Street, Bonilon, Met 

'^S’pMSC 

Iress, and Profession or Occupation of I 
m whose life is Assured ... | 

The sajns 

)ate oi proposal and Declaration | 

2Sth day of April, 19 .. 


Sum Assured 

One Thousand Pounds. 

Aino^t 

Lssurancc 

Whether the Policy is to partloipale in 
the profits of the Life Assurance 
Branch of the Corporation ns these 
may be from time to time determined 
and allocated by the Directors 

With Parhcipation 

Sventorcc 
Sum A8S 

iiitogenoy on the happonms of which the 
ured by this Policy is to become payable 

Death of the pereon whose life is assured 

5ate of birth of the person whoso Me is Assured, 
as stated in the Proposal and Deolaxation 
iYhother age is admitted or not 

1st day of March, IS .. 

Admitted 


Amount . .. 

Twenty'Jive I^oundsfive shillings 

How payable 

Yearly 


Dale or dates when duo 

ith day of May 


Period during wlileh payable . . . . 

The whole currenay of the Policy 

Special Provisions, if any 

None, 

3n tWtfneas n»5ercof, etc. 

{Signatures.) 
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sidored in the near future as a consequence of the war, hut with 
what results it is too early to say. 

Proving the Age. — ^When a policy is taken out, the age of the 
Life Assured should be proved to the Company by the production 
of a certificate of birth or baptism. This evidence is always 
required before a claim is paid. Should a mistake be made in 
stating the age when the policy is effected, adjustments will be 
necessary sooner or later when the mistake is discovered. These 
adjustments usually take the form of payment of the difference 
between the premium charged and that required for the real age, 
with interest on the arrears, an alternative method being to alter 
the sum assured to the amount that would have been secured at 
the true age by the premium which has actually been paid. 

Lapsed Policies. — In the case of ordinary life assurance 
premiums, thirty clays of grace are usually allowed for payment. 
If the premium is not paid within the days of grace the policy 
lapses, but if the assurance has a surrender value in excess of the 
overdue premium a loan can usually be obtained from the Company 
for the purpose of meeting the premium, or arrangements can be 
made to keep the policy in force for a year after the premium 
became due on payment of a “ fine,” that is to say, interest on 
the premium. If the premium is allowed to become more than 
a year overdue, the Company’s risk under the policy ceases, and 
the only amount which can be claimed is any surrender value 
which may be attached to it. In the case of some Companies 
non-forfeitable regulations are in force, by which any surrender 
value that may attach to the policy on the date when the unpaid 
premium fell duo is applied towards paying it, and successive 
premiums, until the amount is exhausted. Contrary to the general 
opmion of the public, “ lapses ” are a source of loss to a Company 
rather than a source of profit. For this reason every effort is 
invariably made to enable the Assured to keep his policy in force 
as long as possible, although the exact arrangements made may 
differ in almost every case. 

SCTBBElSrDBIl VaLUI). 

If the Assured wishes to termmate the contract before the 
time fixed by the policy for the payment of the sum assured, an 
allowance termed a Surrender Value is paid to him by the Company. 
The student will remember that the reserve held against a policy 
by the Company is the difference between the present value of the 
liability it has assumed and the present value of the pure premiums 
which the Assured has undertaken to pay to keep it in force. 
This reserve can also be obtained by adding together the pure 
premiums paid by the Assured, with interest thereon, and deducting 
therefrom the amount required to provide for the risk of having 
to pay the full sum assured during the years the policy has been 
in force, together with the expenses incurred by the Company 
during that period. 

From the explanation above, the student will see that tho only 
amoimt which a Company has in hand at any date, against any 



848 ACCOUJNTIWG 

particular policy, is the “ reserve ” value, and that this is the 
utmost which could possibly be allowed as a surrender value. 
Since, however, the Assured is breaking his contract with the 
Company, he is obviously not entitled to the whole of this reserve 
value. In strict equity he should place the Company in the same 
position after the surrender as it would have been in had the 
contract been terminated by the maturity of the policy. In 
other words, he cannot expect the Company to suffer a loss simply 
because he chooses to change lus mmd 

In fixing the surrender value to be allowed to the Assured, a 
deduction is made from the reserve value to cover the loss involved 
by his withdrawal. The exact deduction varies according to the 
class of assurance, the age at entry, and the duration of the policy, 
so that no general idea can be given. As each policy issued by 
a Company involves at the outset various heavy initial expenses, 
no surrender value is usually given until the assurance has been 
in force for a certain period. This period usually is three years 
for Whole Life Policies, and two years for Endowment Assurances. 
Under certain classes of policies, such as Short Term and Survivor- 
ship Assurances, no surrender values are allowed, as the premiuins 
paid are only just sufficient to cover the risk involved and the 
expenses incurred year by year. 

Assionments. 

Policies of Assurance are often assigned by one person to 
another, but skilled loiowledge is required to carry out the pro- 
cedure involved, and a solicitor should always be employed for 
the purpose. It is the author’s experience that amateur attempts 
at assignments of this kind frequently give rise to trouble and 
expense at some later date. The student should, however, remem- 
ber that the more deposit of a policy only confers a very shadowy 
right to its proceeds, and, further, that no assignment is complete 
until formal notice thereof has been given in writing to the 
Company concerned. An assignee of a policy has the same rights 
as his assignor and can recover on the policy although he has no 
“insurable interest.” 

Claims. 

Wh*u the sum assured by a policy becomes payable by death 
or maturity, certain formahties must bo observed by the claimant. 
In- the case of an Endowment Assurance which has matured 
because the Assured has survived until the date fixed, practically 
the only formality required is satisfactory proof that the Assured 
has really survived. In the case of a claim arising by reason of 
death, the Company requires to be satisfied that the deceased is 
the same person as the Assured and that his death has really 
taken place. It also requires detailed information as to the cause 
of death. This evidence is supplied by (a) certificates from the 
doctor and an independent friend who can establish his identity, 
and (6) by the production of the death certificate. The Company 
must also be satisfied that the claimant is really entitled to the 



ASSURANCE ACCOUNTS 849 

policy moneys. This 'will be proved by the production of Probate, 
or Letters of Admiiii.stration of the estate of the deceased, or, if 
the policy has been a.ssigned, by the production of the documents 
which form the legal title It has already been remarked that 
the Assured’s age must always be proved before the policy moneys 
are paid. 


The Assueance Compaotes Act, 1909. 

In addition to being subject to the provisions of the Companies 
Aci, 1929, in so far as that Act is relevant, Assurance Companies 
are governed by the Assurance Companies Act, 1909, which 
received the Royal Assent on December 3, 1909, and came into 
force (with the exception of S 36) on July 1, 1910. The Act of 
1909 repealed the Life Assurance Companies Acts, 1870 to 1872 ; 
the Employers' Liability Insurance Companies Act, 1907 ; S. 7 of 
the Trade Union Act Amendment Act, 1876 ; and consolidated, 
amended and extended the law relating to Assurance Companies. 
The schedules appended to the Act provide new forms for the 
presentation of Assurance Companies’ accounts. 

From the accountant’s point of view, the following are the 
most important provisions of the Act : — 

(1) Scope of the Act. — ^The Act, with slight exceptions, embraces 
all persons or corporations transacting — 

(a) Life Assurance ; (6) Fire ; (c) Accident ; (d) Employers’ 
Liability Insurance ; and (e) Bond Investment business (S, 1). 

(2) Permanent Deposits Required. — Every Company transacting 
Life business must now place with the Paymaster-General of the 
Supreme Court a permanent deposit of £20,000. This deposit 
was formerly necessary under the Act of 1870, but it was returnable 
to the Company when the Life fund, accumulated out of profits, 
reached the sum of £40,000. In addition to the above, all new 
Companies, registered after July 1, 1910, must deposit £20,000 
for each of the other kinds of business conducted by them, (a) to 
(e) above. There are a few exceptions to this rule, e.g. where 
associations of employers undertake employers’ liability on mutual 
terms (S. 2), or where a Company carried on employers’ liability 
insurance prior to August 28, 1907 [8. 33 (J)]. When the separate 
employers’ liability fund has reached £40,000, the Company may, 
if a deposit has been made in respect of any other kind of business, 
claim the return of the deposit. Similar regulations apply to 
Companies transacting Bond Investment insurance, but the pro- 
visions as to deposits do not apply to Fue, Accident or Bond 
Investment business carried on by Companies formed prior to the 
passing of the Act. 

When complying with the regulations as to deposits, permission 
is asked of the Board of Trade to lodge specified securities to the 
requisite value at the mean market price of the day. These 
securities must appear in the Board of Trade list of securities. 
If satisfied on these points, the Board issues a warrant to the 
Paymaster-General authorising him to accept the securities. 

65 
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Stocks msoribed at the Bank of England are simply handed in; 
but registered stocks must be transferred, in the usual way, to 
the Paymaster-General, and, since there is no consideration for 
the transfer, a 10s stamp is sufficient. Lastly, an order of the 
Court is obtained authorising the Paymaster-General to pay the 
dividends received upon the securities to the depositing Company. 

(3) Separate Revenue Accounts . — ^Every Company must now- 
present separate Revenue Accounts for each class of business 
engaged in by the Company, and for each class of business a 
separate fund must be kept. Each separate fund is the absolute 
property of the policy holders of that class, and must not be 
appropriated to any of the Company’s other contracts (S. 3). 
Although, under the terms of this section, the various assurance 
funds must be shown as separate liabilities, it is not necessary 
specially to earmark a Company’s investments as being the property 
of any particular fund. 

The allocation of the receipts between the various classes of 
business does not present much difficulty, since the premiums of 
each class are known, and the interest earned by the aggregate 
assurance fund can be divided proportionally to the amounts of 
the separate funds. But the disclosing of the amount of the 
Income Tax deducted from the income earned calls for special 
provision m the books for its record. 

The allocation of the expenditure of an Assurance Company is 
not so simple. Such items as “ claims paid,” “ surrenders ” and 
“ commission ” offer little difficulty, but there are many payments 
included in the item “ expenses ” which can only be arbitrarily 
allocated amongst the various branches Such items, for instance, 
as rent, rates, valuation expenses, lighting, stationery, depre- 
ciation, and, to some extent, salaries, can only he apportioned by 
means of estimates. These estimates are prepared % the Com- 
pany’s staff, and could be manipulated in order to bolster up 
unsatisfactory departments, the more easily because the Fourth 
Schedule does not require the liability of each branch, when 
ascertained by valuation, to be set out separately 

It IS interesting from the professional accountant’s point of 
view to note that, at valuation dates, a certificate must be given, 
“ signed by the same persons as sign the Balance Sheet,” to the 
effect that, in their belief, the assets set forth in the Balance Sheet 
are “ in the aggregate fully of the value stated therein.” On 
inquiry at the Board of Trade the author’s firm were informed 
that the words “ same persons as sign the Balance Sheet ” do 
not in this case include the auditors, an interpretation which will 
be welcomed by the profession. The auditors must, however, 
certify that no part of the various funds has been applied dii-ectly 
or indirectly for any purpose other than the service of the par- 
ticular class to which it relates. In reply to the author’s firm, 
the Board of Trade stated that this regulation does not apply 
to Companies whose business is confined to life assurance, even 
though both industrial and ordinary branches are carried on. 

(4) Annual Accounts . — ^At the end of each financial year every 
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Company must prepare (a) a Mevenm Account (First Schedule) 
for each particular class of business; (6) a Profit and Loss Account 
(Second Schedule) , except in cases where one class of business only 
is carried on; and (o) a Balance Sheet (Third Schedule). These 
accounts must be printed, and four copies must be deposited with 
the Board of Trade. If copies are also filed with the Registrar 
of Companies, the Company is under no obligation to include in 
its Annual Return a copy of its Balance Sheet. As.surance 
Companies are subject to audit in accordance with the provisions 
of the Gompanies Act, 1929. 

(6) Actuarial Valuation. — Once at least in every five years 
every Assurance Company must cause an actuarial valuation of its 
position to be made in the forms set out in the Fourth Schedule 
(S 6). The section imposes no obligation upon a Company to 
employ any particular basis for valuation purposes ; it is con- 
sidered that the publicity given to the returns, and the fact that 
they have to be signed by a Fellow of the Institute of Actuaries, 
or of the Faculty of Actuaries, is sufficient protection to the public 
against unscrupulous companies. The keynote of the Act appears 
to be “ State what you do, but do what you like.” 

(6) Statement of Business. — ^Bvery Assurance Company must 
present a statement of its business in the prescribed form (Fifth 
Schedule) at the date upon which the accounts are made up for 
the Quinquennial Valuation (S. 6). 

All the accounts and statements required by the terms of the 
Act must be deposited with the Board of Trade within six months 
after the close of the period to which such accounts relate (S. 7). 
But the Board may, in certain circumstances, grant an extension 
of time not exceeding three months. Shareholders and policy 
holders are entitled to copies of the accounts and statements so 
deposited (S. 8). 

The remainder of the Act relates to audit, amalgamation or 
transfers, wmding up, penalties, exemptions, and various other 
matters not of immeffiate moment to the book-keeper. 

The Revenub Account [Fiest Schedule (A)]. 

As was the case under the Act of 1870, the income and expendi- 
ture appear upon the reverse sides of the account to those on 
which the double-entry book-keeper would place them. Seeing 
that all accrued income and outstanding liabilities are dealt with 
in the account, it is in no sense a Cash Account But thus anomaly 
does not afieot the mternal book-keeping. The accounts in the 
General Ledger, from which the Trial Balance is prepared, are 
closed into the Revenue Account upon the usual Imes, and are 
only reversed for publication. 

As the account is one of revenue, and not of cash only, all such 
items as affect the income of the year mnst he dealt with in the 
account, and all payments or receipts relating to capital must 
he excluded. In a Cash Account the total amount received and 
paid in cash would be entered, and no distinction would be drawn 
as between income and capital. The student is aware that in the 
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Beyeniie Account all moneys which became due during the year 
should appear, whether they have been actually received or not, 
and that, on the other hand, all moneys which became payable 
by the Company should be included under their respective headings. 
For example, if a premium fell due on December 31, 19.., but 
was not paid on that day, it would be included in the item 
“ Premiums ” on the left-hand side of the Bevenue Account, and 
also, properly, the commission on such premium would be provided 
for in the appropriate place. The item would also appear in the 
Balance Sheet amongst the assets under the heading “ Premiums 
Outstanding.” 

Dealing first ivith the Receipts (debit) side of the account, 
we find : — 

(1) Amount of Life Assurance Fund at the Beginning of the 
Year. — This item is the closing entry of tho Revenue Accoimt of 
the previous year, from which it has been brought forward. It 
represents the difference between the Company’s assets and its 
liabilities, including reserves, apart, of covu-se, from the liability 
to its policy holders, which, as has already been explained, can 
only be ascertained by actuarial valuation. Tn other words, the 
Life Assurance Fund represents the amount which is available 
to meet tho Company’s liability under its policies. 

When the income and expenditure appUoable to the year have 
been dealt with in the manner provided by the Schedule, a fresh 
Life Assurance Fund is arrived at, which forms the balance of 
the Revenue Account. In duo oomse this balance appears in the 
Balance Sheet, where the assets representing the Fund are set 
forth in detail, and forms the first item in the Revenue Account 
for the ensuing year. 

(2) Premiums. — The risk which an assurance company will 
imdertake upon any one life is restricted in amount. The amount 
retained varies with the nature of the risk and the financial 
circumstances of the assuring Company, but in most large Life 
Offices the limit is £10,000 to £20,000, while in a very young office 
the limit may be as low as £500 In some oases, therefore, it 
becomes necessary for a portion of the risks to be re-assured * with 
other offices. The First Schedule of the Act stipulates that all 
receipts must be stated net. Premiums paid to other offices for 
re-assurances must, therefore, be deducted from the gross premium 
income of the Company. 

The item “ Premiums ” appearing in the Revenue Account 
includes all premiums due but outstanding at the close of the 


* Ee-assuranees are probably more nmuerone m the caso of fire risks 
than m other departments. For example, the “ A ” Company accepts a 
risk covering £6,000. As its “limit” for this class of risk is £3,000, the 
remaining £2,000 is re-insured with the “ B ’’ Company. The latter Company 
issues a “ guarantee ” that it accepts habiUty, m the event of a claim arising, 
for the same proportion of the claim actually paid as the amount re-insured 
with it bears to the amount of the policy. 
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year, excluding, of course, the premiums on such policies as may 
have lapsed during the year. It has already been stated that 
policies of life assurance become lapsed, or void, as a general rule 
when the promiums due thereon are more than thirty days in 
arrear. * Li most Companies, however, the Assured has the right 
to revive the policy -within a year from the date -when the unpaid 
premium fell due, on payment of interest — often termed a “fine ” 
— on -the amount. Moreover, in practice, if tho Life Assured is 
still in good health, re-vival is often allowed as a matter of grace 
after an even longer period. 

In “ Industrial ” assurance, under tho Fnetidly Societies Act, 
1876, it is essential to send notice to policy holders prior to lapsing 
their policies. The notice is to the effect that the premiums are 
in arrear and that “in case of the default of payment of the full 
amount due within sixteen days the policy will be cancelled and 
the interest and benefit therein forfeited.” Care is taken by 
Industrial Assurance Companies that they may be in a position 
to jirove the postage of this notice in case of need. All notices 
are therefore numbered and duplicated, and the numbers are 
recorded and initialled in the postage book. In “ Ordinary ” 
branch assurance no notice of intention to lapse is legally necessary, 
but as a matter of practice a renewal notice is invariably sent as 
a reminder. 

In addition to outstanding premiums, there will, in some oases, 
be mcluded in the total premiums taken into account the full 
premiums due upon policies issued under the half credit system. 
Under this system one half only of the premium is payable in cash, 
the other half is treated as a loan on the policy, and appears, of 
course, amongst the assets in the Balance Sheet, the full premium 
bemg taken credit for as income due m the year. 

A large proportion of the premium income of an Assurance 
Company reaches it through agents, who, as a general rule, deduct 
the commission due to them on the premiums and remit the 
balance. Consequently, in most cases, remittances from agents 
represent net figures, and adjusting Journal entries are necessary 
to arrive at the gross premiums collected and the amount of the 
commission and expenses that have been deducted Journal 
entries are also necessary to bring the amount of the outstanding 
premiums into the books at the close of the year 

The practice of Assm’ance Compames differs somewhat with 
regard to outstanding premiums. Some Companies deal only with 
such premiums as are actually payable within the financial period 
covered by the accounts ; other Companies include the balance 
of the annual premiums, where such premiums are payable by 
half-yearly or quarterly instalments. In the first of these two 
cases the premiums are actually payable quarterly or half-yearly 
and only such amounts as fell due before a claim arises axe payable 

* In fire insurance fifteen “ days of grace ” are usually allowed, and in 
other departments from seven to fourteen days of grace are allowed 
aooordbg to custom. There are no days of graco on a 'Workman’s 
Compensation Policy. 
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by tbe Assured. In the second case the premiums are payable 
by quarterly or half-yearly instalments, and any inetalments of 
the year’s premium remaining impaid at the date of death are 
deducted from the sum assured. Such unpaid instalments are 
really an asset, and as such are properly included in the Funds 
at the end of the year and amongst the premiums for the year. 

When assessing the value of outstanding premiums as an asset 
in the Balance Sheet, the student should remember that, as already 
explained, there is a reserve for valuation purposes on every 
policy, representing the liability of the Company at the date of 
the valuation. This reserve liability almost mvariably represents 
a larger sum than the outstanding premium treated as an asset. 
For example, John Smith took out a policy for £600 payable at 
death. The Company’s liability on this policy was valued at 
£76 at the date of the last valuation, and was duly reserved for. 
The outstanding premium is taken credit for at £14. The amount 
treated as an asset is therefore well secured, because, were the 
policy to lapse by non-payment, the reserve liability would be 
released, while should a claim, arise the impaid premium would 
be deducted from the amount of the claim. Some Companies 
quote yearly premiums payable in quarterly instalments, whilst 
others quote quarterly premiums. In the latter case, provided 
the last quarterly premium had been paid, nothmg would be 
outstanding. 

When ttie examination candidate is required to prepare a set 
of accounts from the Trial Balance of an Assm’ance Company, he 
should remember that the item “ Outstanding Premiums ” has 
already been included in the “ Premiums,” and therefore it only 
needs to be scheduled in its proper place amongst the assets in the 
Balance Sheet. 

There are other points of minor importance affecting the item 
“ Premiums,” but enough has been said to show that the figure 
entered in the Revenue Account should be the true net figure 
representing the premium income of the Company for the year, 
after providing for outstandings and after deducting lapses, re- 
assurances and premiums belongmg to other periods. 

The First Schedule of the Act of 1909 makes no provision in 
the body of the account itself for separating the premium income 
as between new and old business, but Note S indicates that this 
information must be supplied. Where imder the old Act this 
desirable analysis has been made by Assurance Companies, no 
objection to the amendment appears to have been made by the 
Board of Trade. This information is usually added as a footnote 
to the Revenue Account. The student must bear in mind that 
the amount given as the premiums under new business is usually 
the total amount of a year’s premium under each new policy. 
Some part of these new premiums will fall due outside the current 
year of account, and thus may not be included in the item 
“ Premiums ” in the Revenue Aeooxmt. In a very young Company 
it may happen that the Premiums under new business will exceed 
the total ftemium Income shown in the Revenue Account. 
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(3) Considerations for Annuities Granted—The word “ annuity,” 
in addition to its literal meaning, an annual payment, is also used 
to denote the investment of a sum of money to yield an agreed 
amoimt at fixed periods. Some particulars of various kinds of 
annuities have been given in the Compendium of Book-keeping and 
Accounts The headmg provided in the First Schedule is for the 
amounts received by the Company from persons who have purchased 
annuities during the year. 

It would appear from the notes apjDended to the First and 
Third Schedules that the maintenance of a separate Annuity Fund 
is optional, though the tenor of these notes seems to be somewhat 
in opposition to the provisions of S. 3 of the Act. Some Com- 
panies exhibit separate Annuity Funds, whilst others do not 
specify the separate liability for annuities granted, the liability 
being merged in the Life Assurance Fimd. It is to be regretted 
that the Act does not impose uniformity of practice in this con- 
nection. Annmties are, as a general rule, purchased by the, 
payment of a sum down, but contingent or deferred annuities, 
purchased by annual pajnnents over a certain period, are also 
granted. Some Companies treat these payments under the head 
of “ Premiums,” and this is apparently the most suitable course 

(4) Interest, Dividends, and Bents. — ^This heading embraces the 
yearly income of the Company derived from interest and dividends 
on its investments and the rents of its freehold and leasehold 
properties. It also includes mterest payable on loans on the 
Company’s policies, on reversions, and other secured loans. As 
was explained in the case of Premiums, the item should include 
all the income from these sources applicable to the year. Some 
portion of this income, although payable within the year, will be 
outstanding, and must be brought into account by means of 
(Journal entries. Items will also exist which, although not payable 
witlun the period, have, to an extent, accrued during the year. 
For instance, debenture interest payable on September 30th and 
March 31st wdl have accrued for tinee months on December 31st, 
and, to this extent, may be brought into account. Formerly 
great diversity of practice existed amongst Companies in regard 
to the treatment of interest accrued but not yet payable. Under 
the 1909 Act, however, all “ interest accrued but not yet payable ” 
must be stated in the Balance Sheet, and must also be included 
in the Interest shown in the Eevenue Account. 

In the case of Stock Exchange securities, if these are valued 
at the current market prices, the latter will usually include an 
allowance for accrued interest, and hence no further allowance 
will be made in the accounts. Strictly speaking, there appears 
to be no doubt that, in the case of such securities, a suitable 
adjustment should be made in the current price and the accrued 
interest included in the item “ Interest,” but the author is under 
the impression that this somewhat fastidious course is seldom 
followed. 

The student will note that the First Schedule requires the 
total amount of Income Tax payable on the income for the year 
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to be set out so that the net income may be shown Prior to 
the 1909 Act some Companies stated their income gross, and 
included the ' tax as a payment on the expenditrme side of the 
Revenue Account, while others showed their net income but did 
not disclose the amount of the Income Tax that had been deducted. 
The new regulation brings all Companies into line in this respect. 

The rents taken into account should be the net rents received 
after paying all outgomgs, such as rates, taxes, repairs, etc. In 
cases where the Company owns and occupies its own premises it 
is usual to charge a fixed rent as income under this heading, a 
similar amount being charged under the appropriate head on the 
expenditure side of the account. 

The student will have gathered from the preceding pages that 
the amount of interest earned by an Assurance Company upon 
its funds is a factor of paramount importance in the policy of the 
Company. A responsible part of the duties of the management 
is the selection of investments yielding as large a return as is 
compatible with the security of the Capital. Reference has already 
been made to the importance which the rate of interest earned 
assumes when the quinquennial valuation is in progress, and in 
the compilation of the Company’s tables of rates. The average 
rate of interest yielded by the assets constituting the Life Assmance 
Fund of the Company during each year of the previous quin- 
quennium must be disclosed in the valuation returns required by 
the 1909 Act. 

In order to arrive at the strict rate of interest earned, algebraic 
Imowlodgo is necessary, but it can be obtained simply, and with 
approximate accuracy, as follows : — 


Illustration. £ 

ynnds at oommenoement of year 260,000 

Funds at end of year . . 300,000 

£550,000 

Less Interest earned during the period 10,600 


£639,600 


Bate of mteiost earned = — _ £0-038926 
639 ,dUU 

(multiplying by 100) = £3 17s. lOd. % * 

(5) Other Receipts. — The wording of the Rirst Schedule indi- 
cates that all receipts other than those included in the preceding 
headings must be separately specified. Fines collected for the 

* The student may like to have the actuarial formula. If A is the Life 
Fund at the beginning of tho year, B its amoimt at the end of the year, 

and I the year’s interest, then ^ ^ j = average rate of Interest 

earned. 
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revival of lapsed policies, or fees * received, or profits made by the 
Company will come under this head. Profits realised on the sale 
of investments will be inclnded unless they are taken direct to the 
Reserve Account. As these profits, in the case of an Assurance 
Company, are capital profits, it is more satisfactory to carry them 
to Reserve. 

Turning now to the expenditure (credit) side of the Pirst 
Schedule, we have : — 

(1) Claims. — ^This item should include all claims actually paid 
during the year and all claims admitted during the year There 
must always he claims outstanding at the date on which the 
accounts are closed, e.g. where the title of the claimant and the 
legal proof of death are still under investigation. All bonuses 
and other benefits attached to the policies must also be reserved 
for. It is the practice of many companies to bring into account 
all claims of which they have been advised prior to the close of 
the year. Theoretically this is sound, but it has drawbacks, and 
results in some oases in the over-statement of claims. Outstanding 
claims are brought into the books by means of Journal entries, 
and appear in the Balance Sheet as liabilities. 

The Krst Schedule requires the division of claims under two 
headings ; (o) Death, and (6) Maturity. The former refers to 
claims paid on the death of the Life Assured, the latter to Endow- 
ment policies, which secure the payment of an agreed sum on the 
attainment of a specified age, or at previous death. 

(2) Surrenders. — ^This item consists of the amounts paid to 
policy holders who have given up, or " surrendered,” their policies 
either because they did not desire, or were unable, to continue 
their contracts, ’^ere policies are issued on the half credit 
system, the unpaid portions of the premiums are treated as loans, 
as previously explained, and loans are also frequently granted 
on security of the surrender values of policies. In such oases, if 
the policy lapses, or is surrendered by the Assured, the full amount 
of the surrender value is mcludcd in the Revenue Account, and the 
loan is treated as having been repaid. It is obvious that in such 
circumstances the full surrender value has been paid away, one 
portion to the Company itself in repayment of the loan, and the 
remainder to the Assured 

There is, of course, no actual loss in these cases, as the amounts 
advanced are always within the surrender values of the policies. 
The amounts paid for the surrender value of bonuses, as well as 
for the surrender value of the *' bare ” policies, must also bo 
included, but the items need not he separated. 

In the case of Endowment Assurances, the amount due is 
sometimes paid a short time before the actual date of maturity 
under discount. In such oases the transaction is usually treated 
as a Surrender, and not as payment of a Claim. 

(3) Annuities. — ^These are the payments made during the year 
in fulfilment of the Company’s annuity contracts, the consideration 
for which was dealt with on the other side of the Revenue Account. 

* Fees received for the transfer of shares, or for the registration of 
assignments, or other documents. 
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The item must, of course, include all annuities due but not paid. 
The great majority of annuities are payable half-yearly, though 
other terms of payment are arranged to suit the conTeuience of 
Annuitants. Income Tax is deducted from aU annuities before 
payment, except where exemption forms have been lodged by 
Annuitants with the Company. In such cases the annuity is 
paid in full, or tax is deducted at half -rate, as appropriate. 

(4) Bonuses in Cash. — It has aheady been stated that Avhen a 
bonus has been declared, the policy holder has usually the option 
of (1) allowing his share of the bonus to accumulate until his 
policy becomes a claim, then called a reversionary bonus, or 
(2) immediately drawing in cash a sum somewhat smaller than 
his share, or (3) having the bonus applied to the reduction of 
future premiums. The above heading apparently provides for 
such bonuses as have been drawn in cash during the year, although 
it would be more consistent to include this amount with the 
Surrenders, and to confine the above heading to Bonuses declared 
and paid in cash 

(6) Bonuses in Reduction of Premium. — ^The full premiums 
payable under these policies are included on the income side of 
the Revenue Account, and those portions of the premiums credited 
as paid, in lieu of bonus, are set out under this heading, Under 
the Act of 1870 no provision was made for the separation of this 
and the preceding item, and although the 1909 Act effects a slight 
improvement, diversity of practice stiU exists in the method of 
treating them 

(6) Commission. — This heading embraces aU sums paid by a 
Company to agents and others as remuneration for obtaining 
business. An ov&rridvng commission is sometimes paid to district 
agents on the business introduced by the agents in the districts 
they control. Commission due on all outstanding premiums 
taken into account must be provided for. 

The commission paid to agents on ordinary life business 
varies generally from £1 to 30s. % of the sum assured on new 
business and to 6 % on the renewal premiums coUeoted. An 
older system, which is still sometimes used, was to allow 10 % 
to 20 % on the first premium and 2| % to 6 % on renewals, In 
some cases a single commission, called a flat or commuted commis- 
sion, is paid on the first premium, ranging from 30a. to 40s. % 
on the sum assured, no commission being paid on renewals. In 
Industrial assurance the agents’ commission is usually reckoned 
at so many times the amount of the premium. For example, 
in the case of a weekly premium of Id. the commission would be 
Is. 2d., or fourteen times the premium. The commission paid to 
agents introducing annuity business usually amounts to 1 % on 
the purchase price of the annuity. 

(7) Expenses of Management. — ^Under this head appear the 
administration expenses incurred in carr3dng on the business, 
e.g. rent, rates, taxes, salaries, advertising, law costs, medical 
fees, depreciation of furniture, etc. In accordance with general 
commercial practice, separate Ledger accounts are kept for the 
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chief kinds of expense, inclndlug the usual “ Profit and Loss ” 
items, and at the end of the year these various expense accounts 
are closed into a General Account under the above heading. No 
detads of this heavy item are required by the terms of the Act, 
but lutherto it has been the practice of many Companies to show, 
in an inner column, some of the chief details composing the total. 
All expenditure held in suspense as an asset in the Balance Sheet, 
e.g. Development Expenses in the case of a new company, must be 
separately set out in the Revenue Account (see Note 4, First 
Schedule) 

(8) Other Payments. — ^The items included under this heading 
must be separately stated, the designation “ Sundries ” being 
inadmissible. Appropriate payments for inclusion are dividends 
and bonuses paid to shareholders, depreciation on investments, 
transfers to reserve fund, bad debts, etc 

(9) Amount of Life Assurance Fund at the End of the Year. — 
This item forms the “ balance ” of the account, and appears again 
in the Balance Sheet as representing the surplus of the Company’s 
assets over its liabilities. As already explained, this balance 
fonns the starting item of the Revenue Account for the next 
period. Students appear to be confused because the “ Amount of 
Funds at the end of the year ” is sometimes omitted in examination 
questions. In such cases prepare the Revenue Account m the 
ordinary way; the balance disclosed is the amount of the “ funds 
at the end of the year ” to be included in the Balance Shoot, 

Forms (B), (C), (D), and (E), First Sohedulh. 

These forms of Revenue Account apply respectively to Fii’e, 
Accident, Employers’ Liability, and Bond Investment Insurance. 
They are almost identical with Form (A), already explained in 
detail. The alterations are few and unimportant, and the only 
point to which attention need be called is the provision, on the 
credit side of the various forms, for the creation as a percentage 
of the premium income of a Reserve for unexpired risks This 
Reserve and the additional reserve (if any) together make up the 
“ Fund.” 

As the premiums on insurance policies are paid in advance, 
it is clear that, at any given date, some policies will be in force 
the premiums on which have been paid for a period that extends 
beyond the year dealt with in the current accounts, In conse- 
quence of these unexpired risks, the whole of the premium income 
has not been earned at the closing date. There are various methods 
of estimating the amount which should be reserved under this 
head. In any case the estimate can only be approximate, and 
should be based as far as possible upon past experience of the 
particular risks covered by the premium income. 

The general practice of the leading insurance companies is to 
reserve as follows. — 

Fire: 40 % of the premium income. This is usually recog- 
nised as the minimum reserve necessary. 
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Accident; 40 % of the net prominm income after deducting 
re-assurances. 

Employers’ Liability; 40 % of the net premium income, 
care being taken that adequate allowance is made for out- 
standing claims, as, in some cases, annuities may be payable 
for long periods. 

An additional reserve of 15 % of the premium income is com- 
monly provided in order to meet contingencies. 


Peofit and Loss Aoooxjnt (Second Schedule). 

This form applies only to Companies carrying on more than 
one class of business. 

As already explained, the profit or loss upon life assurance 
business can only be ascertained by actuarial valuation. This 
schedule provides for the combination of the profits or losses made 
upon classes of business other than life assurance. Any other 
income applicable to the combined business, and not to a special 
department, is recorded in this account. On the other side of 
the statement payments and expenses not chargeable to any 
particular department arc set out. The Schedule practically 
takes the place of the Net Profit and Loss Account of an ordinary 
trading concern. 


Balance Sheet (Thied Schedule). 

Dealing first with the liabilities side of the Balance Sheet, the 
student will note that the Shareholder’s Capital, the balances of the 
various Bunds (First Schedule), and of the Profit and Loss Account 
(Second Schedule) are entered “short” and the total extended. 
This total including Reserves, if any, is of course equal to the 
surplus of the Company’s assets over its liabilities. 

'(1) Shareholders’ Capital.— This represents the amount paid 
up on the Company’s shares. No capital will, of course, appear 
in the case of mutual companies. If shares have been issued at 
a premium, the amount of such premium should be set out as 
a separate fund, or included in the Reserve Fund. 

(2) Assurance and Insurance Funds. — The next items set out 
in the Schedule represent the various departmental funds as shown 
in their respective Revenue Accounts. It is important that the 
student should remember that these various funds are not lia- 
bilities in the ordinary book-keepmg sense, but represent amounts 
available to meet the liabilities of each department when ascer- 
tained by valuation. 

(3) Annuity Fund. — This item represents the company’s liability 
to its Annuitants as disclosed by valuation. The student will 
note that the necessity for the separate statement of this fund 
appears to be doubtful. In some cases the liability is merged 
in the Life Assurance Fund. 
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(4} Sinking Fund and Capital Redemption Fund.— These items 
represent the Company’s liability on “ Sinking Fund Policies,” 
sometimes known as “ Capital ” or “ Loasohold Redemption 
Policies.” Under these policies the Company contracts to pay, 
in consideration of an annual premium, a fixed sum at a stated 
future date. These policies mvolve no life risk ; they represent 
the simple siccumulation of premiums at compound interest 
(usually 3 %) and are commonly used to repay debentures or 
to replace wasting assets, e.g. leaseholds. These policies have 
been more fully dealt with under the heading “Smking Funds” 
at pp. 89-90. 

(6) Profit and Loss Account. — ^This is the credit balance of the 
Profit and Loss Account (Second Schedule) m cases where such an 
account is necessary. 

(6) Other Funds. — ^This heading embraces such items as Invest- 
ment Reserve Funds now maintained by the majority of the 
leading Compames. Other items which cannot be included under 
any of the precedhig headings must be set out separately. 

The total of the above headings is now extended in the second 
cash column, and forms the total of the Funds at the end of the 
year, as shown in the Revenue Accounts, etc., and represents the 
excess of the assets over the liabilities 

(7) and (8) Claims Admitted but not Paid. — This item, and also 
the followmg item. Annuities due but not paid, was explained 
when the Revenue Account was dealt with. They represent the 
liability for the accrued outstandings taken into account when 
preparmg the First Schedule 

(9) Other Sums Owing by the Company.— If any liabilities 
exist which are not covered by any of the preceding headings, they 
must be separately set out under the above designation. Loans, 
Bank overdrafts, Income paid in advance (premiums or interest) 
axe illustrations of such items. Small sums outstanding for com- 
mission due to agents, debts due to tradesmen, and so on, would 
be included as “ Sundry Creditors.” 

Turnmg now to the assets side of the Balance Sheet, the first 
thing that will strike the student is that the Third Schedule of 
the 1909 Act calls for a fairly detailed and close analysis of the 
Company’s mortgages, loans and investments 

(1) Mortgages. — ^Uistmotion must bo made between loans on 
mortgage “withm” and those “without” the United Kingdom. 

(2) Loans. — Loans on Rates are loans advanced to various 
local authorities on the security of the rates. They are usually 
repayable by a number of equal half-yearly instalments, and 
differ from an ordinary mortgage m that they are commonly for 
a fixed term and cannot be called in. Loans on Life Interests and 
Loans on Reversions These are loans secured by reversions, under 
wiU or deed, to property or investments on the death of the 
tenant for hfe. If the reversion is contingent and not absolute, 
a life policy covering the contingent life is required. Loans on 
Stochs and Shares are loans secured by the deposit or transfer of 
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scrip representing sound investments. Loans on tJie Company’s 
Policies. In many eases these form the largest loan business^ of 
the Company. They are covered by the deposit of the policies 
and an equitable charge upon them in the Company’s favour. 
Assurance Companies greatly esteem these loans, which are always 
within the sui'render value of the policies.* Loans on Personal 
Seewity. Such loans arc practically confined to offices with a 
legal connection, whose clients are doubtless able to offer advan- 
tageous business under this head. 

(3) Investments. — ^Most of the details required need no com- 
ment, but a few notes on some of the headmgs may be useful. 
Deposit with the High Court. These axe securities representing 
the Company’s compulsory deposit (see p. 849). No certificate 
of incorporation is obtamable by new companies until the required 
deposit has been made. Bent Charges. These are loans raised 
under the Lands Improvement Act upon the seemity of property, 
and are usually repayable by instalments upon the annuity 
system. Freehold Ground Bents are largely purchased by Insurance 
Companies, and combine present income with reversionary benefits. 
In some oases the annual ground rent may not afford a high rate 
of interest upon the investment, but when the property “ falls in ” 
upon the expiration of the lease the addition to the Company’s 
assets and income is frequently considerable. Agents’ Balances, 
i e. premiums collected by agents but not yet remitted to the 
Head Office. When bringing these figures into the accounts 
allowance must be made for all commission due to agents and 
for possible bad debts. Other Assets would include such items 
as Tiirniture and Pixturos, Stock of Stationery, Policy Stamps, 
Preliminary Expenses, etc. 

The student should carefully study the notes appended to 
the Balance Sheet. Tho more important of these notes are : 
Note 2, which calls for a Balance Sheet in respect of each separate 
fund for which separate investments are made ; Note 3, containing 
regulations that the Balance Sheet must state the basis on which 
the Company’s Stock Exchange securities have been valued, and 
that a certificate “ signed by the same persons as sign the Balance 
Sheet ” must be appended to the effect that the assets are in the 
aggregate fully of the value stated in the Balance Sheet ; and 
Note 4, requiring the auditors to sign the certificate certifying 
that no part of any fund has been utilised for any purpose other 
than the class of business to which it applies (see p. 860). 

Eeferring again to Note 3, the words “the same persons as 
sign the Balance Sheet ” do not inolude the auditors, but refer 
to the directors and other officials only, whose certificate must 
be appended to the Balance Sheet annually. In this connection 
it may be interesting to quote the certificate appended to the 
Balance Sheet of the Prudential Assurance Company, Ltd., which 
is as follows : — 

“ The values of Stock Exchange securities are determined 

♦ Sometimes loans are advanced on the policies of other Companies. 
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under the Articles of Association of the Company by the 
j)irectors. Duo allowance has been made for accrued interest 
and the book value of these securities as set forth in the Balance 
Sheet stands considerably below cost price. A careful investiga- 
tion as to the actual saleable value on December 31, 10.., 
compared with the book value, shows that the Investments 
Deserve Fund is much more than sufficient to meet any depre- 
ciation of the permanent securities. Termmable securities have 
been valued on a basis which, with Sinking Funds already 
established, provides for the equalisation of the book values 
and the redemption values at the date of maturity. 

“We certify that in our belief the Assets set forth in the 
Balance Sheet (having regard to the standards indicated) are in 
the aggregate fully of the value stated therein less the Invest- 
ments Deserve iWd taken into account, and make ample 
provision for all the Liabilities of the Company.” 

The practice of raigmg Sinking Funds in connection with 
terminable securities has been referred to under the heading Sink- 
ing Funds (see p. 83). 

The main object of the' requirements of the Act of 1909 appears 
to be to bring the various insurance companies into line in the 
statement of their accounts, so that comparison can be made 
between them. The present forms are in some respects an 
improvement upon those of 1870, but it is doubtful whether the 
Assurance Companies have not placed as many different inter- 
pretations upon the headings in the new schedules as they did 
upon those in the old. 

Valuation Foems (Fourth and Firth Sohbdulbs). 

The Fourth Schedule gives the basis of valuation, and the 
Fifth Schedule the forms which apply to the valuations necessary 
imder S. 6. The form of the Valuation Balance Sheet applicable 
to Life Assurance (Fourth Schedrde) is given at p. 837. 

Books or Account. 

The business of an Assurance Company is practically a cash 
business, and the efficiency of a set of books used by an Assurance 
Company is to be judged by the skill with which provision is 
made for the tabulation of the receipts and payments in accordance 
with the needs of the particular Company. Columnar Cash Books 
and Journals are eminently suitable for assurance work and are 
largely used, the character, capacity, and number of the books 
employed depending upon the objects, requirements, and magnitude 
of the busmess. But seemg that the final accounts must be 
presented m the statutory form, it is clear that the books of 
account must also be designed to afford the information necessary 
to compile these statutory accoimts with the least possible trouble. 
The scheme here outlined is apphcable mainly to Ordinary 
assurance. Industrial assurance, entailing the collection of an 
enormous munber of small weekly and monthly premiums, requires 
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special treatment. Companies undertaking industrial assurance 
are few in number, and tire necessary amplifications in the system 
of book-keeping employed, although very interestmg, are too 
numerous to be dealt with in this book. In any case, the 
examination candidate would not be expected to jiossess know- 
ledge of a highly specialised system of book-keeping, although it 
involves no divergence from the general principles of accounting. 

From an accountant’s point of view, the theory of the book- 
keeping employed m an Assurance Office is simple enough. The 
student will see, since the books must present the transactions 
in the form required by the Board of Trade Returns, that accounts 
must be opened in the Ledger for each of the items mentioned 
in the Revenue Account, the form of which is shown at p 852, 
a separate account being requmed for the Life Assurance Fund. 
Various Cash Books will be required, and a Journal, or Journals, 
for convenience in posting. Thus, reduced to its simplest form, 
the book-keeping system will consist of these books and some 
seventeen or eighteen Ledger accounts in the usual form. 
Theoretically speaking, there is no reason why these Ledger 
accounts should not suffice, each individual item being posted 
to its appropriate Ledger aocoimt 

In practice, however, this is impossible, since many thousands 
of small items have to be collected and posted to the proper 
accounts from the boolcs of record, which, in their turn, must 
be kept up to date from the books of acooimt. For example, 
the “ Premiums Account ” in the Ledger for a single year may 
contain entries relating to seventy or eighty thousand payments. 
The student will realise, therefore, that a large number of sub- 
sidiary boolrs will be required for the collection of the individual 
items, in order that they may be marshalled according to their 
kind and debited in totals to the proper account as they become 
payable. For this reason, the systems to be found in practice 
are somewhat complicated, and since many systems can be devised 
to meet the requirements, it is not surprising that no two offices 
employ the same methods. 

Broadly speaking, the books of account may be divided into 
two classes, viz. (1) books which contain the record of transac- 
tions that affect the Life Fund only, and (2) books which contain 
the record of transactions affecting the revenue or expenditure of 
the office. The former class of transactions does not affect the 
income or expenditure of the office, and, while the transactions 
increase or dimmish some of the items of which the Life Fund 
is composed, they do not affect the amount of the Fund. 

Ledgers. — ^Dealing first with the “ Life Assurance Fund,” 
which, as already stated, requires a separate Ledger account, the 
Balance Sheet at p. 865 shows that the assets composing the fund 
require to be classified in a particular way. A separate Ledger 
account will probably be opened for each individual asset. In 
large offices separate Ledgers are kept for different classes of 
assets, and these provide the totals necessary for the Balance 
Sheet headings. In any case, assets will probably be grouped 
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in their respective classes in the General Ledger, in order that 
the information required for the statutory accounts may be readily 
forthcommg. 

The Ledger accounts for the second class of transactions, 
Class (2) above, are subdivided on similar lines, and form a Remnue 
Ledger, containing all the debit and credit accounts necessary 
for the construction of the Krst Schedule. Each account is often 
subdivided, e.g. the “ Expenses of Management ” Account is 
divided into several sections, one for each of the main items which 
comprise the total. At the end of the year these accounts are 
closed into the main account. The General Ledger, as in the case 
of banks, contains the “ total ” accounts representing each separate 
supplementary Ijedger, or set of Ledgers, so that a Trial Balance 
can be easily extracted at any time. The entries appearing in the 
General Ledger afford the information necessary for the prepara- 
tion of the Ifevenue Account and Balance Sheet in the Eirst and 
Third Schedules. The detailed balances of the supplementary 
Ledgers, which should be “ self-balancing,” must, of course, agree 
with then’ respective “ total ” account in the General Ledger. 

Cash Books. — ^The great majority of assurance companies keep 
separate Cash Books for receipts and payments. The analysis 
columns required are so numerous that space for them cannot 
conveniently be afforded in a single book. 

Receipts Cash Booh — A ruling commonly employed for this pur- 
pose is given at p. 871. The columns provided can be increased 
or diminished to meet particular needs. The Cash Book is kept 
and posted on lines common to all columnar Cash Books. Folio 
columns are provided for items which must be posted separately, 
such as capital receipts and payments. The columns headed 
“ Month ” and “ Number of Policy ” are inserted for convenience 
of reference, every policy bemg identified by an official number 
and the month in which the premium falls due. In some large 
Companies the Receipts Cash Book is subdivided into a number 
of Cash Books, for example. Bead Office Premiums Cash Booh, 
Agency Remittances Cash Booh, Loans Cash Booh, Rents Cash Boole, 
and so on. In cases ivhere a number of subsidiary Cash Books 
are employed, all receipts not applicable to one or other of the 
sub-Cash Books will be grouped and analysed in a General Cash 
Booh. Usually the daily, or weeldy, totals of the sub-Cash Books 
are earned to appropriate columns in this Cash Book. In any 
case the books must be so designed that the total receipts of all 
classes and from all sources are conveniently marshalled for postmg 
purposes. 

Expenditure Cash Booh. — A common form is illustrated at 
p. 871. In many cases a number of subsidiary Cash Books are 
employed, the totals, daily or weekly, of these Cash Books being 
brought into the “ Main ” or “ General Gash Book.” If separate 
cashiers are entrusted with funds for the service of the subsidiary 
Cash Boolm, the “ Imprest ” system may be usefully adopted. 
Separate Cash Books are commonly employed for Claims and for 
each, class of assurance, i.e. “Ordinary" and “Industrial.” 
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Loans m Policies Cash Booh . — ^In cases where the number of 
these loans is heavy, they are usually recorded in a separate Cash 
Book. Expenses of Management, Surrenders and Annuities are 
also classes of expenditure for -which separate Cash Books are 
usefully employed in many cases. 

Petty Gash Booh . — ^No rulings of this book need be given here, 
as the principle of its construction is the same as that with which 
the student is already familiar. In most cases this book is pro- 
vided -with analysis columns for items of expenditure, forming 
part of the heading “ Expenses of Management.” Such, for 
example, as medical fees, policy stamps, salaries, printing, postages, 
and any other subdivisions of the item for which independent 
totals are desuable. 

The Journal. — ^The Journal occupies an important place in 
assurance book-keeping. The student is already aware that the 
necessary statutory accoimts are not cash accounts, but that they 
embrace all outstanding moomo and expenditure. At the close 
of the year it is necessary, therefore, to pass Journal entries through 
the boolcs for all outstandmgs, e.g • — 

Outstanding Premiums Account Dr. 

TO Premiums Account 

for premiums outstanding as on December 31, 19... 

Outstanding Interest, Eents and similar items of income are 
treated in like manner through the Jouinal. So, too, la out- 
standing expenditure, e.g. : — 

Claims Account De. 

TO Outstanding Claims Account 
for claims admitted but not paid as on December 31, 19... 

Outstanding surrenders, bonuses, commission, and expenses are 
similarly treated. 

Anyone who has had practical experience of assurance work, 
especially perhaps in the cajiacity of auditor, -will know that these 
Journal entries frequently present considerable difficulties, and 
need careful preparation and investigation to ensure that the 
figures passed mto the accounts are strictly accurate. 

The Journal also contains the numerous inter-deioartmental 
transfers made from time to time, particularly at the close of the 
year. 

Where a Company’s investments are numerous, it is usual to 
keep an Interest Journal showmg the interest, gross and net, due 
on the Company’s investments, suitable rulings being provided 
for the purpose. An Agents Debit Journal will also be necessary 
in which the premiums due each month are marshalled and debited 
to the agents responsible for their collection. Similarly, an Agents 
Credit Journal is used to collect and arrange all items which need 
crediting to the agents. Simple forms of these two Journals are 
given on the opposite page. 
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AGENTS DEBIT JOURNAL, 
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AGENTS CREDIT JOURNAL. 



Books oi Record. — ^In addition to the books of account described 
above, the business undertaJien by an Assurance Company requires 
the use of a large number of books of record, such as Head Office 
New Premiums Booh, Branches New Premiums Book, Benewah 
Booh, Commission Boohs, Policy Registers, Records of Lapsed and 
Surrendered Policies, and a number of statistical books, with 
detailed information necessary from an actuarial point of view. 
Although the Company’s accountant should be familiar with these 
books, they are not under his control, and, from the student’s 
point of view, they need no explanation here, ffinally, it may 
be noted that the “ card system ” is extensively and advanta- 
geously employed in assurance book-keepmg, particularly where 
industrial assurance is undertaken. 

Subsidiary Books. — Having given a brief account of the main 
books of account, it may be useiul to give a brief example of the 
process by which the individual items are collected and collated 
prior to their appearance in the main books. For an example 
it may be useful to take the case of the renewal premiums payable 
to an OfiSee. From the Policy Registers, in which full particulars 
of all policies on the books are recorded in numerical order, details 
of the renewal premiums falling due in any particular month are 
entered in a Renewal Premium Charge Booh, a form of which is 
given at p. 874. 

Space IS usually provided in these boobs for the premiums 
falling due in ten or more years, in order to avoid the necessity 
of entneljf re-writmg the book every year. In a large Office the 
Renewal Premnmi Charge Book may be divided mto several 
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sections, for preminois payable through the Head Office, through 
a Branch, and through an Agent. In the two latter cases the 
column headed “ Agency ” may not be required. Frequently also 
the “ addresses ” are relegated to a separate book. From some 
points of view the book is one of record rather than one of aocoimt. 

From this book the total amount due to the Company in any 
particular month is obtained, and when the renewal receipts are 

KENEWAX PREMIUM CHARGE BOOK. 

Pmbmiums EAnuim Dtui! in Month on 


AMims lor 


Agenoy. 




prepared they are agreed with it. Since it reiiresents a debt due 
to the office, a renewal receipt is practically the equivalent of 
cash, and as such the receipts are debited m bhc to the proper 
Ledger account, and must be accounted for either by an entry 
in the Cash Book, or by the return of the renewal receipt if the 
premimn is not paid. To facilitate this, the receipts are sorted 
according to the agency through which they are payable, and a 
Renewal Debit Sheet, as shown below, is prepared for each Agent 
or Branch. 

BENBWAX DEBIT SHEET. 

Namb on Agent 


A summary of the totals of these sheets is compiled, and must 
correspond with the totals of the Renewal Premimn Charge Book. 
The sheets are prepared in dupUcate, one copy being issued to 
the agent and the other retained by the office. For bookdceepmg 
purposes the Head Office cashier is practically treated as an agent, 
although in practice a Renewal Debit Sheet is not made out for 
him. 
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The total of each sheet is then placed to the debit of the 
particular agent in the Agents Ledger, a separate account being 
opened for each agent. The form of the Agents Ledger does not 
differ materially from an ordinary Ledger Account. 

The total amount of premiums falling due in any given month 
is debited to the Agents’ Account in the Main Ledger and credited 
to Premiums Account in the same Ledger. In this maimer a very 
large number of individual items are condensed into two entries. 

In due course the Renewal Debit Sheets are returned to the 
office with the cash collected, less commission, and the renewal 
receipts for any premiums which may remain unpaid ; and, after 
a somewhat similar process to that already described, the Agents’ 
Account in the Ledger is credited with the cash paid over, the 
commission deducted, and the receipts returned. These items are 
placed to the debit of “ Gash,” “ Commission,” and “ Premiums ” 
respectively. In practice the process is by no means so simple 
as may appear from the above description, since many complica- 
tions are sure to arise. 

Other items of income, such as Interest, are dealt with in a 
very similar manner. 

The procedure in connection with the expenditure is rather 
simpler. In the case of claims, for instance, as soon as a claim 
is intimated it is entered m a Claims Intimated Book. This is to 
a very great extent a book of record, and the only particulars 
required for the financial books are the policy number, life assui’ed, 
date of intimation, and the amoimt payable. When a claim is 
paid, similar particulars are entered in a Claims Paid Booh. These 
books are totalled periodically, and the totals are transferred to 
the proper Lodger accounts, the difference between them giving 
the amount of “ Claims outstanding ” on any particular date. 
In accordance with the statutory form of Revenue Account, each 
Register must be divided into “ Claim by Death ” and “ Claim by 
Maturity.” 

Book-kbepiutg Applied to Lies Policies. 

Life Assurance policies are not often subjected to accurate 
accounting by those who hold them, except when they are purchased 
as a mode of investment ; but there is no reason why a private 
person should not keep accurate account of the assurances on his 
own life. 

The basis of the necessary book-keeping is the surrender value 
of the policy A Ledger account should be opened for each 
policy, and that portion of the premium which goes to create 
surrender value should be debited to the Policy Account, the 
balance of the premium being written off. In this way the 
valuation of the policy is maintained on a conservative basis ; 
and when the policy becomes a claim, either through death or 
maturity, a larger sum will usually be received than the amoimt 
of the Ledger debit. The difference praotioally represents the 
under-valuation of the policy, and as a capital profit it should be 
transferred to Capital Account. Life offices will inform policy 
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holders, at any time, what the surrender value of a particular 
policy is. 

The question of surrender value does not arise when dealing 
with declared bonuses on “ with profit ” policies. Bonuses taken 
in cash rank as profits, and may be taken to Profit and Loss 
Account ; bonuses allowed to accumulate till the policy matm-es 
should be debited to the Policy Account and credited to Profit 
and Loss Account. 

The office surrender value of Endowment policies will, during 
the latter years of their existence, approach very closely to the 
sum assured. This remark applies also to Whole Life policies 
on aged lives. In both these cases the quoted surrender value 
forms the basis of the book-keeping, and the total debit on the 
Policy Account should be raised at intervals to the full surrender 
value by transfers to Profit and Loss Account 

An example of a life Policy Account is appended (see p. 877). 

Illustration — On January 1, 1021, Dr. Eavary took out a twenty-year 
with profits Endowment Policy for £1,000 at an annual premium of £63. 
The Office guaranteed a surrender value of ono-tliird the premiums paid 
plus the cash value of all bonuses A reversionary bonus of £45 was 
added to the sum assured at the conclusion of the Company’s valuation 
on December 31, 1923. The eash value of this bonus was £25, but was 
not drawn. Another reversionary bonus of £76 was declared and added to 
the iiohoy m 1928 (cash value, £46) Show the Pohoy Account for the 
first ton years of the assurance, bunging down the balance at the end 
of that period. 

Policies as Investments. — ^Policies on the lives of others, pur- 
chased as investments by companies dealing in reversions, or by 
private persons, require different treatment from that outlined 
above. The policies have to be maintained till maturity, and 
are treated purely as mvestments. The cost of each policy should 
be debited to an Investment Account, and the full amount of the 
premium paid should be added to the cost. It is permissible also 
to debit the account, year by year, with compound interest at the 
rate expected to be ultimately realised on the transaction. Any 
bonuses taken in cash should be credited to the Investment 
Account. The ultimate profit or loss disclosed on the investment 
when the policy matures should either be transferred to “ Profit 
and Loss on Reversions (or Policies) Account,” or direct to the 
general Profit and Loss Account. 

The policies could periodically be actuarially valued, if a 
sufficient number are held to allow the application of mortality 
tables, and it might then be permissible to take credit in the 
Profit and Loss Account for a small part of the estimated profit, 
But this cannot be done if tbe policies are in number insufficient 
to afford scope for the average principle to operate. It is, however, 
always safer to defer taking credit for accrued profit till the policies 
or reversions actually fall in, and meanwhile to debit interest at 
an agreed rate. 

Assurance companies invest considerable portions of their 
funds in the purchase of reversionary interests, and account for 
them in a way similar to that described here. 
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EXAMINATION QUESTIONS. 

1. Defins Life Assurance What steps should bo taken by the assignee 
of a Life Tohoy to complete his title to receive the sum assured ? {Chartered 
Aoeountants.) 

8. Differentiate between Assurance and Insuranco. Explain the following 
terms : Surrender Value, Premium, Insurable interest, Ee -insurance. 
(Central Associaitem Accountants.) 

3. What do you understand by an “ insurable interest ” in contracts 
of life insurance f Has a man an insurable mtorest in the life of (a) his 
wife, (6) his son ? Has » son an insurable interest in the life of his father f 
(Incorporated Accountants.) 

4. What is meant by an insurable interest ? It has been said that 
“ insurance is a contract of indemnity.” How far is this true of (a) a firs 
insurance ; (6) marine msuiance ; (c) life insurance 7 (Central A.feociaUon 
Accountants.) 

6. Explain the following classes of policies in connection with Assurance : 
Endowment ; Whole Life ; Without Profits. (Oeninil Assoemtion Ac- 
countants.) 

6. Explain briefly the meanings of the undermentioned terms as applied 
to Assurance Companies r — Qiunquenmal Valuation j Loading ; Half-oredit 
Pohoy ; Industrial Policy ; Be-asaurances ; Bonus. 

If any of the above items would affect the annual accounts, explain 
briefly where they would appear. (Boyal Society Arts ) 

7. What are the functions of an Insurance Broker, and what is his 
position as between the Assured and the Underwriter 7 (Chartered Ac- 
countants.) 

8. Under what Act are the accounts of Assurance Companies regulated 7 

Explain where you would expect to find the undermentioned items m 

the accounts of a Life Assurance Company T (a) Final call upon the share 
capital of the company, £60,000 ; (6) Bo-assuranoeB, £12,468 j (o) Income 
tax on investments ; (d) Claims admitted but not paid. (Boyal Society 
Arts ) 

9. Are Life Asauranoo Companies under statutory obligation to present 
their accounts m any particular form 7 Illustrate your answer by giving a 
pro forma Eevenuo Account, (Royal Society Aria.) 

' 10. Give a pro forma Valuation Balance Sheet of an Assurance Company. 

Contrast the methods of ascertaining profits employed by an Assurance 
Company with those of a commercial midertakmg. (London Chamber Com- 
merce.) 

U. Briefly explain the method of ascertaining the profits of an 
Assurance Company, and illustrate your answer with a pro-forma example, 
(Chartered Accountants.) 

18. How IB the profit or loss ascertained of (a) a Life Assurance Company, 
(b) a Fire Insurance Company 7 (Chartered Accountants.) 

13. Hofr are the profits of a Life Assurance Company ascertained 7 Give 
a specimen of the form of account usually employed, and illustrate your 
answer by means of imagmary figures. (London Chamber Commerce.) 

14. Is the ordinary form of Profit and Loss Account suitable for employ, 
ment by a Life Assurance Company 7 If not, explain how the profits of 
such undertakings are ascertained. (Royal Society Arts.) 

'' 16. Give a description of tlie statutory forms of a Life Insurance Company’s 
Balance Sheet and Eevenuo Account, and a list of the books required by 
the Acemmts Department. (Incorporated Aecountants.) 

16. Briefly describe a system of book-keeping which could he suitably 
employed by a Life Assuranee Company, and give pro forma rulings of not 
more than two books which you would recommend. (Boyal Society Arts.) 

17, Give a form (or forms) of rifling of a Cash Book suitable for the 
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record of the Rooeipts and Payments of a Life Assurance Company with a 
large business and many agencies. (Royal Society Arts.) 

18. Briefly describe the information which you would expect to find in 
the “ General Ledger ” of an Insurance Company. (Royal Society Arts.) 

19. What would be the best method of recording the cash accounts of a 
large Assurance Company, reoognismg the fact that, under certain heads of 
receipts and expenditure, Jhe number of items may be hundreds daily t 
{Chartered Accountants ) 

SO. Under what heads should investments, other than Mortgages, of a 
Life Insurance Company be classified m the Balance Sheet so as to comply 
with the provisions of the Life Assurance Companies Acts t (Chartered 
Accountants ) 

21. In auditing the accounts of an Insurance Company, what steps 
would you take to ascertain whether all “ Claims ” had been properly 
included ? (Chartered Accountants.) 

22. If you were auditing a Life Assurance Company’s accounts, what 
evidence would you require os to the items of “ unpaid interest ” and 
“ accruing interest ” on investments, and where would the totals thereof 
be placed in the Balance Sheet ? (Chartered AcoountatUs.) 

23. In the aooounta of an Insurance Company, what are the chief “ errors 
of principle ” which should be avoided ? (Incorporated Accountants ) 

24. A Life Insurance Company pays £1,600 to purchase an agent’s interest 
in renewal premiums. What is the correct treatment of such expenditure ? 
Explain fully. (Incorporated Accountants.) 

25. What special provisions beyond those of an ordinary audit exist 
with reference to the accounts of Insurance Companies ? (Chartered Ac- 
countants.) 

26. How would you verify the receipt of the premiums payable in one 
year to a Life Assurance Company ? (Chartered Accountants.) 

27. An Insurance Company holds on account of its Insurance Eund 
seounties of a high class such as Consols, New Three per Cents, Metropolitan 
Board of Works Stock, etc , which are subject to variation in market value 
mainly m oonsequenoe oi the 'fluctuations in the demand for such seounties 
on the part of the pubho, but are also liable to sudden depreciation in 
times of panic. How should these bo dealt with in the books and in the 
Balance Sheets of a Company which has a share capital entitled to reoeive, 
in the form of dividends, any surplus over the Insurance Fund i firstly, 
in a time of general prosperity, when the pubho appreciation of the various 
stoolts has raised them to an inflated price, being considerablji in excess 
of the cost to the Company ; and secondly, at a time of exceptional depres- 
sion, when panic on the Stock Exchanges has unduly reduced the quota, 
tions ? Give your reasons fully. (Chartered Accountants.) 

28. Explain the meaning of the undermentioned items which appeared 
in the annual accounts of a Life Assurance Company, and state whore they 
should appear in the published accounts of the Company : Life Assurance 
Fund at the beginning of the year, £4,099,971 ; Income Tax (less rebate) 
paid on interest, dividends, etc., £8,958 ; Claims, £198,487 ; Consideration 
for Annuities granted, £36,462 ; Deposit with the High Court, £20,440 ; 
Mortgages on. I’roperty within the Umted ICingdom, £409,489 ; Claims 
admitted but not paid, £66,431. (Chartered Aecountants.) 

29. When auditing the accounts of a Life Insurance Company, you find 
that the understated entries were passed through the Journal at the close 
of the year : — 

£ £ 

Claims Account Dr 7,896 

To Outstanding Claims Account . . . . 7,896 

Outstanding Premiums Account Dr 17,642 

To Premium Account 17,642 

Explain the meaning of these entries and detad the examination to which 
you would submit them. (Chartered AaaounPmts.) 
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'■^0. Prepare, in toe proper statutory form, the Bovonue Aooount of the 
Minster Assurance Company, Ltd , for the year ended December 31st, 
from the folloTSong figures : — ^Claims ; By Death, £76,140 ; By Maturity, 
£30,110 ; Premiums, £706,690 ; Transfer Fees, £129 ; Consideration for 
Annuities granted, £82,127 ; Annuities paid, £53,461 ; Bonuses paid in 
Cash, £2,416; Expenses of Management, £31,920; Comraission, £9,574; 
Interest, Dividends, and Rents, £97,840; Income Tax thereon, £5,710; 
Surrenders, £13,140 , Bonuses in Reduction of Premiums, £980 ; Dividends 
paid to Shareholders, £6,500 ; Amount of Life Assurance Fund at the 
beginning of the year, £1,621,000. {London Ohamber Commerce ) 
i/ai. From the foBowing figures make out the Revenue Account and 
Balance Sheet of the Commomveal Life Assurance Company for the year 
ended December 3lBt: Funds at the beginning of the year, £5,744,148 
(the above amount includes Shareholders’ Paid-up Capital, £87,500, and 
Investment Reserve Pund, £40,000) ; Premiums (loss Re-assuranoos), 
£365,674; Consideralion for Annuities granted, £11,338 ; Interest and 
Dividends, £223,636 ; Pines for Revivals of Policies, £358 ; Claims announced 
but not paid, £76,136 ; Annuities due but not applied for, £427 ; Bank 
Loan, £60,000 ; Premiums paid in advance, £578 ; Claims by death, £337,966 ; 
Cianns by survivauce, £32,226 ; Surrenders, £37,303 ; Annuities, £38,688 , 
Commission, £11,417 ; Expenses of Management, £43,770 , Interest and 
Dividends to Shareholders, £9,878 ; Bonuses m Reduction of Premiums, 
£11,156; Income Tax, £8‘,694; Mortgages in United Kingdom, £902,966; 
Mortgages out of United Kingdom, £394,380 ; Loons on Company’s Policies, 
£415,269 ; Colonial Govoiument Securities, £660,617 ; Foreign Govermnenl 
Seounlies, £172,760 ; Colomal Municipal Securities, £860,320 ; Railvay 
Shares and Debentures, £2,042,477 ; Loans on security of Public Rates, 
£425,360 ; Outstandmg Premiums, £77,661 ; Interest accrued but not yet 
payable, £69,613 ; Cash in hand and on Current Aooount, £10,920. {National 
XMxon Teachers.) 

^ 38. Prepare the Revenue Accoimt of the Steadfast Assurance Company, 
Ltd., in the proper statutoiy form, from the folloivmg i — Claims t By Death, 
£94,362 ; By Maturity, £66,460 ; Surrenders, £0,876 ; Commission, £6,^4 ; 
Exponses of Management, £8,762 ; Pr6miujn|, £121,^6 ; Amount of Life 
Assurance Fund at the beginning of the year, £2,i7Bj846 ; Income Tax, 
£4,982 ; Annuities paid, £26,842 ; Consideration for Annuities granted, 
£86,422; Interest, Dividends and. Rents, £79,146; Bonuses in Reduction 
^ Premiums, £68L {Ohaxtered Accountants.) - 

33. Prepare accounts in statutory form at December 31, 1919, of the 
Infallible As^ranoe Company from ihe following portioulars • Shareholders’ 
Capital, lOiOOO Shares at £100 each, £10 paid up. Deposit with the High 
Court, £20,000 ; Premiums, £600,000 ; Agents’ Balances, £7,600 ; Claims 
admitted but not paid, £60,000 ; Surrenders, £9,000 , Annmties due and 
unpaid, £2,000 ; Investments m British Government Securities, £1,600,000 ; 
Claims under Policies paid and outstandmg : Death, £260,000 ; Maturity, 
^176,000 ; Mortgages on Property within the United Kingdom, £900,000 , 
Mortgages on Property out of the United Kingdom. £100,000 ; Outstanding 
Premiums, £4,100 ; Freehold Ground Rents, £60,000 , Commission, £60,000 ; 
Annuities, £7,000 ; Interest, Dividends and Rents, less Income Tax, £300,000 ; 
Loans on Life Interests, £12,000 ; Consideration for Annuities granted, 
£168,000; Loans on Parsonal Security, £20,000; Investments in Indian 
and Colonial Government Securities, £600,000 ; Loans on Compames’ 
Policies, £30,000 ; Amount of Assurance Fund, January 1, 1014, £4,100,000 ; 
Investments in Foreign Government Seomities, £900,000 ; Expenses of 
Management, £60,000 ; Railway and other Debentures and Debentmu 
Stock, £400,000 ; Investments Reserve Fund, £89,700, {Central Association 
Accountants.) 


34. A dishonest employee of an Assurance Company drew certain cheques 
purportmg to represent claims made upon the Company which had arisen 
owing to the death of pohey holders, and snbnntted the cheques to the 
Claims Committee of the Directors for signature. In order to substantiate 
these payments, the employee produced old policies and death certifloatos 
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relating to claima previously settled, the names and dates in which had 
been skilfully altered. The cheques wore duly signed by the directors, 
endorsed by the employee, and paid into his private banking account. 

You are auditor to the Assurance Company. Would your audit expose 
this fraud ? If so, how ? {Ghartered Accountants.) 

36. Briefly explain the meaning of the foUowmg entries, which appeared 
in the books of the East Essox Assurance Company, Ltd., at the close of the 
Company’s flnancial year ; and describe the sources from which the entries 
would be compiiled ; — 


(а) Claims Account Dr 15,000 

To Outstanding Claims Account . . 16,000 

for Claima admitted, but not paid. 

(б) Agents’ Commission Account Dt .. . . 1,980 

To Sundry Agents 1,080 

for Commission due, but not yet paid. 

(fi) Outstanding Premiums Account Dr. .. .. 21,000 

To Promiums Account . . . 21,000 

for Premiums not yet collected. 

{Royal Society Aits.) 


38. State in detail how you would proceed to verify the following items 
in the Balance Sheet of a Life Insurance Company submitted to you for 
audit 1 Loans to policy holders within the value of their life policies ; Loans 
on Mortgage of Freehold and Leasehold Property , Investment in Bailway 
Stocks in the United Kingdom ; Investments in Debentures of Industrial 
Companies ; Cash on Deposit Account with Bankers ; Cash on Current 
Account with Bankers ; Interest on Loans due to the Company, but not 
yet paid. (Chartered Accountants ) 

\/3’?. After closing the Kevenue Account, the Trial Balance of the Eeliable 
Assurance Society, as on December 31st, was as follows : — 

Da. Cb. 

306,203 

11,348 

86,146 
40,460 
10,000 
25,723 
15,014 

3,089 

40,827 

28,519 W 

21,861 
4,117 

1,000 

13,114 
1,964 
4,300 

£309,381 £309,381 

Prepare a Balance Sheet in the form prescribed by the Life Assurance 
Compames Acts. (Chartered Accountants ) 

38. A limited company, employing several thousand workpeople, obtained 
permission to stamp National Health Inauranee cards half-yearly. A deposit 
is made fortnightly with the National Health Comimsaioners on account of 
the estimated amount of the stamps required for each half-year. The 
employees’ contributions are deducted weekly from the wages, the employer’s 
contribution being also shown in the wages sheets. A small stock of stamps 
is kept in order that the cards of employees who leave during the half-year 
may be stamped. 


Funds at the end of the year 

Cash at the Bank . . ." . 

Mortgages on Property within the United 

Kingdom * 

British Government Securities . . . . 

Loans on Eeversions 

Foreign Government Securities 

Eailway Companies’ Debentures . 

Sundry Creditors. 

Eailway Companies’ Shares 

House Property 

Loans on Society’s Policies . . 

Agents’ Balances 

Claims admitted but not paid 

Outstanding Premiums 

Outstanding Interest 

Furmture 


67 
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As auditor to the company, you are asked how you desire the above 
transactions to be recorded m the books, and what evidence you require as 
to their accuracy. 

Submit your report. {Ghartered Accountants.) 

*^9. From the statement below make out the Revenue Account and 
Balance Sheet of the Imperial Life Assurance Company -—Life Assurance 
and Annuity Fund at beginning of year, £5,612,488 ; Premimns, less Re- 
assurances, £360,220 ; Consideration for Annuities granted, £10,140 , Claims 
by death, £307,657 , Claims by survivance, £62,524 ; Interest and Dividends, 
£220,189 ; Surrenders, including Bonuses for Cash, £30,383 ; Annuities, 
£37,609 j Commission, £14,445 ; Biqsenses of Management, £40,743 ; Fines 
for Revival of Policies, £172 ; Fees for recording Assignments, £183 ; Share- 
holders’ paid-up Capital, £76,500; Shareholders’ Extra Dividend Fund, 
£5,000 ; Investment Reserve Fund, £56,000 ; Dividends and Interest to 
Shareholders, £10,890 ; Bonuses iii reduction of Premiums, £8,730 ; Income 
Tax, £18,000 , Mortgages within United Kingdom, £962,800 ; Mortgages 
out of United Kmgdom, £04,301 ; Loans on Company’s Policies, £406,596 ; 
Deposit with the High Court, £20,000 ; British Government Securities, 
£876,376 ; Municipal Loans in United Kmgdom, £300,000 , Indian and 
Colonial Soourities, £755,260 ; Railway Stocks and Debentures, £1,822,330 ; 
Freehold Ground Rents, £463,176 ; Claims admitted but not paid, £66,400 ; 
Annuities due not applied for, £626 ; Agents’ Balances, £4,500 ; Premiums 
Outatandmg, £75,600 , Interest accrued not payable, £70,000 ; Cash in hand 
;afid at Bank, £33,940. {Nattonal Vmon Teachers.) 

<***^0. Prepare Revenue Account and Balance Sheet, as on December 31, 
1916, of the Popular Mutual Assurance Company, the following being the 
Ledger Balances ; Assurance Fund, December 31, 1916, £739,100 ; Assign- 
ment Fees, £60 ; Annuities, £2,500 ; Agents’ and other Debit Balances, 
£2,760 ; British Government Securities, £119,600 ; Consideration for 
Annuities granted, £6,200 ; Claims paid and outstanding, £61,800 j Com- 
mission, £1,600 ; Claims admitted but not paid, £8,600 ; Cash at Bankers, 
£9,366, Cash in hand, £76 ; Deposit with the High Court, £20,000 j Expenses 
of Management, £4,700 ; Foreign Government Securities, £33,800 ; FreeWd 
Ground Rents, £46,900 ; House Property, £84,600 j Interest, Dividends 
and Rents, £29,400 ; Income Tax on Dividends and Bents, £0,660 ; Indian 
and Colomal Government Securities, £14,700 ; Interest accrued but not yet 
payable to the Company, £6,600; Loans 'on Reversions, £6,200; Loans 
on Policies, £63,100 ; Mortgages in the United Kingdom, £21 1,800 ; Out- 
standing Premiums, £8,420 ; Outstanding Interest, Dividends and Rents, 
£700 ; Office Fixtures and Furniture, £1,200 ; Premiums, £62,000 ; Railway 
and other Debenture and Debenture Stocks, £137,200 ; Railway and other 
preference Stoolcs and Shares, £12,000 ; Surrenders, £3,400 ; Sundry 
Creditors, £2,600. (Chartered Accomiants.) 

"*41. Make out in the form prescribed the accounts of the Samaritan 
Assurance Society from the following : Assurance Fimd, January 1st, 
£260,042, Assurance Fund, December 31st, £268,999 , Premiums, £18,196 ; 
Outstanding Premiums, £2,336 ; Loans on Society’s Policies, £14,767 ; 
Consideration for Annuities granted, £860 ; Claims by death, £19,698 ; 
Commissions, £544 ; Expenses of Management, £2,344 ; Reductions allowed 
to members on their Premiums, £1,860 ; Interest, Dividends, and Rents, 
£9,060 ; Annuities, £1,173 ; Mortgages on Property, £70,369 ; British 
Government Securities, £67,634; Railway Shares, £112,746 Profit on 
Reversions fallen in, £2,156 ; Outstanding Interest and Rents', £1,081 ; 
Balances due by Agents, £66 ; Claims admitted but not paid, £4,177 ; Depre- 
ciation on Ihveatments, £3,976 ; Surrenders, £1,700 ; Sundry Creditors, 
£836 ; Loans on Personal Seouiity, £687 ; Accrued Interest, £2,269 ; Cash 
in, hand, £2,058. (Chartered Accountants.) 

43. From the following Ledger balances of a Life Assurance Office prepare 
a Revenue Account and Balance Sheet : Claims (less Re-assuranoes), 
£77,897 Ss. Id. ; Moitgages on Property -Huthin the United Kingdom, 
£334,400 ; Endowment Policies matured, £28,914 15s 4d. ; Endowment 
Policies matured but not paid, £9,146 19s. 4d. ; Mortgages on Parochial 
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and Borough Bates, £360,686 15s. Id. ; Annuities due but not paid, £200 j 
Policies Surrendered, £8,692 83. 3d.; Consideration for Annuities granted, 
£2,014 Is. 9d. ; Annuities, £12,670 16s. Id. ; Interest and Dividends 
received, £64,709 4s ; Loans on Policies within their Surrender Value, 
£121,563 13s 6d. ; Claims outstanding from previous years, £833 Os. 3d ; 
Medical Fees, £800 ; Agents’ Balances, due by Office, £127 13s. 3d. ; Premiums 
on Credit Policies fully secured, £1,300 ; Directors’ Bemunoration, 
£2,381 12s. Cd. , Funds at beginning of year, £1,730,292 11s. 5d. ; Premiums 
(less paid for Be-assuranoe), £132,302 8s. 8d. ; Auditor’s Foes, £162 lOs. ; 
Actuary’s Fees (Consulting), £35 ; Agents’ Balances, £17,898 , Commission 
due but not paid, £123 Is. 6d. ; Funds at end of year, £1,694.863 11s. 6d. ; 
Outstanding Premiums, £2,258 8s. 4d. ; Salaries and Income Tax, 
£8,166 6s. 6d. ; Printing, Bent, etc., £4,998 17s. 8d. ; Cash Bonuses paid, 
£86,841 2s. lid. ; Commission, £4,001 10s. , Life Interests and Beversions, 
£8,763 18s. Id. ; Claims admitted but not paid, £8,766 4s. 7d. ; Cash in 
hand and at Bank, £2,791 ISs 2d. ; Outstanding Biterest, due to Office, 
£18,263 4a. 8d. ; British Government Securities, £54,852 17s. lOd. ; Indian 
and Colonial Government Socurities, £121,300 ; Fines and Fees received, 
£79 Us. lid ; Bailway and other Debentures, £126,553 7s. 4d. ; Bailway 
Stocks, Preference and Ordinary, £333,790 8s. ; Freehold and Leasehold 
Property, £210,628 13s. 4d. {Okaitered Accountants.) 

^ 43. Draw Balance Sheet and Bevonue Account from the following Trial 
Balance of the Active Life Assurance Company : — 

TBIAL BALANCE, YEAR ENDING DEOBMBEB 31st. 


Db. Cb. 

£ £ 

Premiums 160,000 

Interest and Dividends 75,000 

Cash at Bankers 10,000 

Claims . . 106,000 

Mortgages on Property within the Umted Kingdom 300,000 

Policies Surrendered 7,000 

Mortgages on Life Interests and Beversions .. .. 70,000 

Outstanding Premiums 4,000 

B-ont Charges pm'ohasod . . . . 30,000 

Outstanding Interest 20,000 

Expenses of Management 10,000 

Claims Outstanding 5,000 

Funds at beginning of year . .... 1,000,000 

Creditors . 1,600 

Allowances m Reduction of Premiums 70,000 

Mortgages on Rates 416,600 

House Property . . 10,000 

Loans on Policies 120,000 

Consols and New Three per Cents. . . . . . 40,000 

Railway Debentures 20,000 


£1,231,600 £1,231,600 


{Chartered, Accountants.) 

44. Explain the meanings of the following items, which have been, 
extracted from the accounts of a Life Assurance Company, and state where 
they would appear in the published annual accounts : Amount of Life 
Assurance Fund at the end of the year , Income Tax on Interest and 
Dividends received ; Surrenders ; Outstanding Premiums. (London Chamber 
Commerce.) 

46. Explain the following terms as applied to Insurance : “ Insurable 

interest”; “Surrender value” (upon what is this based?); “Mutual” 
and “ Proprietary Companies ” ; “ Re-insuranoes.” Also state and define 
the principal classes of Insurance business. (Chartered Accountants.) 

46, A man buys, as investments, several policies of assurance on the 
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lives of other persons. Some of tho policies are paid up, but others are 
liable to yearly premimns. How would you koop the accounts of such 
investments ? (Ghartered Accountants.) 

47. A trading firm have efiected Policies of Assurance on the lives of 
certain of the partners and managers. Should the premiums on such 
policies be shown as an asset on the Balance Sheet or debited to the Profit 
and Loss Account ? Give the reason for your answer. (InsUtute of Bankers. ) 

48. Held and Ranger are in partnership. Tho bulk of the capital belongs 
to Reid, who is of advanced age. A Policy of Assurance is taken out by 
the firm on the life of Reid for £2,000, the annual premium upon which 
amounts to £460. How should this annual payment he treated in the books 
of the firm ? {Royal Society Arts.) 

49. Gustave GrunnerwaJd owes £1,000 to L, 0. Breslau. Being unable 
to pay the debt, Grunnerwald, who is seventy years old, assigns an Endow- 
ment Policy, without profits, for £1,500, payable at the age of seventy-five, 
to Breslau, in fidl discharge of the debt. The annual premium payable 
on tho policy amounts to £50, which Breslau agrees to pay. 

■ How should Breslau treat the transaction in his books 1 (Royal Society 
Arts.) 

60. John White owes £1,000 to Wm. Brown for goods supplied, but, 
as he is unable to liqmdate tho debt, he agrees to hand over his policy of 
Life Assurance to Brown. 

The policy is for £1,800 without profits, payable at the age of fifty-five 
or death, and carried an annual promium of £90. White’s present age is forty- 
seven and the surrender value of tho pohey is £607. 

Brown oleots to keep the policy alive by paying the annual premiums 
as they become due. miat entries wiU appear in Brown’s books ? (OAar- 
tered Accountants.) 

61. A company insured for its own benefit the life of the managing 
director for £10,000, at an annual premium of £260. How would you expect 
the outlay to be dealt with in the accounts submitted to you for audit ? 
(Ghartered Accountants ) 

62. In making up the accounts of a trading firm by whom Policies of 
Assurance had been eifected on the lives of the respective partners, how 
would you deal with the premiums paid in respect of such policies ? How 
would these appear in any statement asked for by the Commissioners of 
Income Tax, and what, if any, allowance should be made by them in respect 
thereof ? (Ghartered Accountarls.) 



CHAPTER XVI 

Beanoh Accounts. Depaetmuntai, Accounts, 

Beanch Accounts. 

It is impossible to deal with every form of relationship which a 
Branch business may bear towards its Parent House, since the 
exact relationslup is determined by the particular needs of the 
case. All that it is proposed to do here is to explain the under- 
lying principles apphoable to all cases alike, which, once they are 
clearly grasped, can easily be adapted to any set of circumstances. 

The simple book-keeping system adequate for the sole trader 
with a single office or shop is naturally inadequate to numerous 
establishments controlled by a central management. In multiple 
concerns, the buying is generally done by the Head Office, and 
adequate checks on the honesty and efficiency of the Branch 
management are necessary if the undertaking is to be controlled 
effectively, 

To be satisfactory, a system of Branch book-keeping should 
afford . — 

(а) Facilities for ascertaining at any time the trading results 
of each Branch. 

(б) Efficient checks on the honesty of the Branch staffs 

(c) Prompt information on all matters affecting proper 
supervision and control. 

(d) Material for making useful comparisons as between 
trading periods. 

In addition to the foregoing : — 

(e) Suitable statistical returns must be devised for dealing 
periodically with such matters as stock required ; orders in 
hand ; orders not yet commenced ; special local requirements ; 
customers’ complaints ; stock on hand ; accounts due ; accounts 
overdue, and so on. 

Kinds o£ Branches. — Broadly speaking, branches can be divided 
into two classes : — 

(а) Mere selling agencies, keeping no independent accounts 
other than those relating to sales and petty disbursements. 

(б) Branches wMoh do keep independent books and record 
all their transactions. 

Class (a) chiefly consists of businesses dealing in everyday 
requirements suitable for sale in all districts alike, while class (6) 
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embraces also such businesses as are afieoted by local customs 
or fashions, the effective conduct of which requii’cs that the Branch 
manager should be allowed some discretion in buying goods. 

Branch as Agency. — ^In the early stages of its career a Branch 
business frequently acts as a mere feeder of, or local collecting 
agent for, its Head Office. All orders obtained by the Branch 
are executed by the Head Office, the Branch collecting payment 
for them. Tins Mud of Branch is practically a department of 
the Head Office, and can scarcely be described as an independent 
concern. Very little book-keeping is done at such a Branch. 
It is not in a position to keep mdependent books, since these are 
necessarily kept by the Head Office. The few books it does keep 
may include a Petty Cash Book showing the disbursement of the 
limited funds entrusted to it by the Head Office, one or more 
carbon duplicating Order Books for orders transmitted to the 
Head Office, and a record of the amounts due from customers, 
showing those paid and those still outstanding. The latter may 
take the form of a file of “ carbon,” or other duplicate copies of 
the invoices sent to customers, marked off as they are paid. All 
moneys collected should be paid intact into the Bank. Payments 
should be made from the 'petty cash, kept on the imprest system, 
periodically restored to the imprest amount by remittances from 
the Head Office When com must be kept for change purposes, 
the definite amount allocated to the Branch manager for the 
purpose stands as a perpetual debit in the Head Office books, and 
is included in the cash balance when the accounts are prepared. 
If the amomit of change required is small, it may be borrowed 
temporarily from the petty cash. Plant, Pixtures, and Pittings 
and other assets held by the Branch, including the Branch personal 
accounts, will be accounted for in the Head Office books. These 
accounts may be kept in a separate Branch Ledger, but the Ledger 
itself is part and parcel of the Head Office book-keeping system, 
and is merged in the General Trial Balance. 

Branch as Independent Trader. — A Branch trading indepen- 
dently will execute its own orders, mainly from stock obtained 
from the Head Office, bub perhaps also, to some extent, from 
stock obtamed elsewhere. It will collect, and be answerable for, 
its own book debts ; and, if it be permitted to keep a banldng 
account, it will discharge its own liabilities, and make periodical 
remittances to the Head Office. The extent to which the Branch 
will exercise all or any of these functions will depend upon the 
character and organisation of the business as a whole. A Branch 
manager’s activities are usually restricted, particularly in financial 
operations. Sometimes it is the rule that no stock is to be pur- 
chased except from, or through, the Head Office. 

BoOK-KBEPCNG at iNDEPmsrjDENT Bbanoh. 

It is usually necessary to segregate the book-keeping of a 
Branch trading independently m one or more Branch Ledgers. 
These ledgers may be kept at the Head Office, or the Branch, 
whichever is the more convenient. The mere location of the 
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ledgers does not affect book-keeping principles. As a general rule, 
a Branch has the custody of its own books as soon as it has attained 
a fair degree of development. 

The Head Office opens in its own Nominal, or General, Ledger 
a Branch Adjustment Account for the Branch Ledgers, and the 
Branch book-keeper responds by opening in the Branch Ledger 
a Head Office Adjustment Account. By means of the Adjustment 
Account, the Head Office treats the Branch either as debtor or 
creditor as the transaction may require, debiting the Branch with 
all remittances and payments in money or kind made on its behalf 
(including, of course, goods supplied from Head Office stock), 
and creditmg the Branch with ever3rthing received from it, whether 
in the form of cash, returns, allowances, or other credits. The 
Branch book-keeper, in the Head Office Adjustment Account, 
treats the Head Office conversely, crediting everything received 
from it and debiting everything sent to it. 

The book-keeping relationship between the two of&ces is 
exclusively that of debtor and creditor, and, since the Head Office 
and the Branch schedule each other, in their respective Trial 
Balances, as being reciprocally debtor and creditor for hke amounts, 
the two Trial Balances can be combined in one General Trial 
Balance by omitting the corresponding Head Office and Branch 
Adjustment Accoimt balances, which, bemg equal and opposite, 
cancel each other. These balances must be omitted, for while 
they represent assets and liabilities, they are assets and liabilities 
inter se, and not as regards the undertalong as a whole. 

To ensure the agreement of the Adjustment Accounts, it is 
sometimes the practice, if the branches are few and near at hand, 
to delay the final balance until all the transactions between Head 
Office and Branches have been mutually responded to, so that 
the Head Office and the Branch Adjustment Account balances 
may agree and cancel each other when the accounts are combined. 
It is more scientific, however, to close the books as they stand, and 
to adjust all items in transit in the way explained at p. 889. 

Treatment of Profit or Loss. — ^At the end of a trading period, 
the Branch prepares its own Trading and Profit and Loss Accounts 
just as an independent business would, and shows in the latter 
account a final balance of profit or loss. This balance is passed 
to the Head Office by creditmg it if a profit, or by debiting it if 
a loss to the Head Office Adjustment Account. 

The Head Office Account in the Branch Ledger commonly 
shows a credit balance, because it includes the cost of the fixed 
and floating assets provided by the Head Office to enable the 
Branch to trade. The Adjustment Account resembles the Capital 
Account of a sole trader, and the transference of Branch profits 
or losses to this account is analogous to the closing of the Profit 
and Loss Account into the trader’s Capital Account. 

The Head Office responds to the Branch entries by debiting 
the Branch Adjustment Account with the amount of the profit, 
and crediting its own Profit and Loss Account. These entries 
make the reciprocal adjustment accounts agree, and, after the 
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elimm^ion of the compensating balances, enable the Branch and 
Head Office Trial Balances to be combined. 

When combmng the Ttial Balances, items common to both 
should be amalgamated, e.g. the cash balances at the Branch 
and H^d Offices should appear in one total of cash in the com- 
bined Trial Balance. 

B ft number of retail shops, opened 

a nen Branch on July 1, 19 . and supplied it with £600 cash, and eooda 
value at cost, £3,694 18s. 9d. The following additional goods wert 
wppM . August 31st, £2,214 18s. 9d. ; September 30th, £1,821 12a 2d 
m cash to the Head Office as follows : July 30th 

31st, £2,000 , September 30th, £1,600 The Bra^h 
thaf rwe m .^J^ded September 30, 19. .. was £214 18s 9d., and at 

that date the Branch assets comprised . 

^ , £ s. d. 

317 18 9 

BorftDQbta” ;; !: ;; ;; ;; tS,, , , 

o«n,.?i=ri'g:s s»£ 


BRANCH ACCOUNT. 

HN the HeAU nwHTCE T.n-nmb„ \ 
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Suspense Account. — the Head Office and Branch respond 
promptly to each other’s entries, the reciprocal accounts will 
agree, but when the Head Office and Branch are far apart there 
is usually, at balancing times, a residuum of entries initiated by 
the one and not responded to by the other, e.g. goods or cash 
sent by the Hoad Office but not, at the time of balancing, received 
by the Branch. The statements passing between the offices at 
balancing times should be promptly checked against the reciprocal 
Ledger accounts, and all items unresponded to should be trans- 
ferred to a Suspense Account for items in transit. In this way 
the Adjustment Accounts will show like balances, permitting the 
combination of the trial balances. After balancing, the suspense 
items can be retransferred to the Adjustment Account whence 
they came. 

When preparing the combined Trial Balance, items carried to 
Suspense Account must be allowed for, and be included in the 
General Balance Sheet under their proper headings. Thus goods 
in transit should be included under the heading “ Stock.” Vague 
headings, such as “Items in Transit,” should be avoided in a 
Balance Sheet The author has occasionally seen the debit 
balances of the Branch Ledger accounts entered as “Sundry 
Debtors,” a somewhat inappropriate designation for heterogeneous 
assets comprising Leases, Fixtures and Fittings, Stock, Gash, etc. 
In a Balance Sheet all assets should be grouped under their proper 
headings. In the case of Limited Companies, the Companies Act, 
1929, makes such grouping compulsory. 

Inter-Branch Adjustment Accounts. — ^Large undertakings with 
Branches in all parts of the world may require inter-Branch 
Adjustment Accounts m addition to those between each Branch 
and the Head Office, and the preparation of the combined Balance 
Sheet may, accordingly, prove complicated. But no matter how 
complex the details may be, the principles are the same, and, 
given time and patience, the most complicated accounts may be 
made to interlock on the principles already explained. It is the 
rule in some businesses for the Branches to settle inter-Branch 
transactions through the Head Office, thereby avoiding the necessity 
for inter-Branch Current Accounts. Each Branch credits the 
Head Office with all goods or remittances received from any other 
Branch, and debits the Head Office with all goods or remittances 
sent to any other Branch. 

Rules for Reconciling Adjustment Accounts. — ^The difficulty 
sometimes experienced in reconciling the accounts of a Branch 
remote from the Head Office is reduced if definite arrangements 
are made to facilitate the process. 

It should be clearly understood which office is to render state- 
ments to the other, and who is to check and reconcile them. It 
ought, too, to be the rule that complete advices of all entries should 
be promptly forwarded by the originating house, and equally 
promptly responded to by the recipients, whether actually 
terminated on receipt of the advice or not. A Reconciliation 
Statement should be prenared at periodical intervals, the process 
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following much the same lines as that adopted when reconciling 
Cash Book and Pass Book. The statement rendered, say by the 
Branch, is ticked off against the Branch Account in the Head 
Office books, and all items in transit in either direction are col- 
lected and totalled. The statement may work backwards or 
forwards in point of date ; the essential thing is that the balances 

CHARLES BROTHERS. 

LONDON OFFICE TRIAL BALANCE, JUNE 30, 19... 


JDe Cr 


Cash at Bank 

Sundry Debtors 

Stock of Goods 

Supdry Creditors. . 

Nottingham Branch 

Partners’ Capital Accounts 

£ 

1,221 

3,416 

4,111 

1,214 

16 

18 

11 

d. 

6 

9 

1 

9 

£ 

1,114 

8,860 

16 

6 

d, 

8 

4 


£9,906 

3 

0 

£9,906 

3 

0 


NOTTINGHAM BRANCH TRIAL BALANCE, JUNE 30, 10... 



The difference, £283 17s. 4d, between the Nottingham balance in the 
London books and the London balance in the Nottingham books is acdonntad 
for as follows — 

On June 30th London remitted £200 cash to Nottingham, which did 
not reach the Branch until July let. On June 29th Nottingham returned, 
as unsuitable, goods to the value of £83 17s. Ad. Nottingham debited 
London on June 29 h, but London did not receive them until July 2nd. 

should be shown to agree. Examples of Head Office and Branch 
Trial Balances and Balance Sheet are given above and on p. 891. 

The main account between a Head Office and a Branch abroad 
can, in most oases, be reheved of unnecessary detail by employing 
subsidiary accounts and comprehensive advice lists, only the totals 
of which are transferred to the main account on the departure 
of a mail. The totals are responded to by the recipients on the 
mail’s arrival, the component items as shown by the advice lists 
being debited or credited in detail to the proper accounts. 

Thus, if the London Office, acting for its Brisbane Branch, 
pays twelve separate sums aggregating £709 12s. 4d., and buys 
from twenty-four firms goods to the aggregate value of 
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THE YEAR ENDED JUNE 30, 19... 



THE YEAR ENDED JUNE 30, 19... 
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£1,254 168. 8d., the thirty-six items can be debited in detail 
to Brisbane Pa3rments Account, and, when the mail leaves, a 
transfer entry for the whole £1,964 9s. can be passed, crediting 
Brisbane Payments Account and debiting Brisbane Mam 
Account. On receipt of the transfer note and the detailed 
list, Brisbane credits London with the total amount and debits 
the component items to the accounts concerned. 

On page 891 is shown an illustration of a reconciliation 
statement prepared periodically to agree the reciprocal account 
between a Head office and its branch. 

Duplicate Branch Ledger. — ^Though it is true that by means of 
the reciprocal Adjustments Accounts the Branch books may be 
kept at any desired place, it is occasionally found that, even when 
a Branch is allowed to keep its own books, the Head Office, mainly 
for purposes of disciphne and control, prefers to duplicate the 
Branch books- in its own counting house. This involves the 
despatch, by the Branch to the Head Office, of complete copies 
of the Branch Cash Accounts and Journal entries. The Branch 
Ledger, written up by the Head Office from these sources, is chiefly 
of a memorandum nature. If the Branch entries are very 
numerous, the keeping of a duplicate Ledger is impracticable, 
and, even when it is practicable, the practice is liable to break 
down, owing to the Branch failing to supply complete details. 
At the best, this method of control involves a great deal of laboui’, 
and for this reason it is seldom resorted to, except as a means 
of supervision m an emergency, or when the book-keeping capacity 
of the staff is not of a high order. 

On pp. 892-3 an illustration is given of a set of Head Office and 
Branch Accounts in tabular form. Each Branch prepares its own 
Trading and Profit and Loss Account and Balance Sheet in the usual 
way, and these can be combined with the Head Office accounts in the 
manner shown, after the inter-house accounts have been eliminated. 

MuLTrpLB Shop Conoeens. 

Another kind of Branch, but little removed from the selling 
agency stage of development, is exhibited by multiple shop com- 
panies, whose Branch trade is almost wholly a cash trade, and whose 
commodities, e.g. drugs, tobacco, boots, etc., are saleable at fixed 
prices. Concentration of buying and distribution generally effects 
economy, and, where possible, it is usual to stock multiple shops 
from a central warehouse, but district centres may be necessary 
when perishable goods form the stock-in-trade. 

Branches Charged at Selling Prices.— It is sometimes advan- 
tageous in these and other suitable cases to charge the goods 
supplied to Branches at selling prices instead of at cost, since 
by so domg the Branch is always accountable for a definite 
amount in cash, book debts or unsold stock, or a combination 
of the three ; and, if the check afforded by this arrangement is 
efficiently applied, leakage due to fraud or mismanagement is readily 
detected To yield the maximum benefit, this method of charging 
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must be supplemented by independent stocktaking at uncertain 
intervals. In large ooncerns a separate staff is continually employed 
in stocktaking at the Branches. Sometimes a weekly Stock 
Return m the form shown at p. 895 is sent by the Branch to the 
Head Office. Below is a Reconciliation Statement sent to the 
Head Office at the conclusion of a Branch stocktaking. If the 
goods traded in are naturally subject to wastage, it is usual when 
preparing the Reconciliation Statement to allow a fixed percentage 
on the turnover to cover the loss. 

Branch : Oxford. 

STOCKTAKING, MARCH 81, 19... 


£ s. d. 

Stock at last Stocktaking, viz. January 31, 19 2,010 0 0 

Book Debts, January 31, 19 101 0 0 


2,111 0 0 

Goods sent from Hoad Office, January 1 to March 31, 19. . 785 0 0 


2,896 0 0 

Sales, January 1 to March 31, 19 942 0 0 


1,964 0 0 

Allowance for damaged stock sold at reduced prices . . . . 16 0 0 


Stock in Hand £1,939 0 0 


Goods as per return herewith 1,896 0 0 

Book Debts as per return herewith 44 0 0 


£1,939 0 0 


Method of Accounting. — Whether the accounts are kept by 
one central office or by various district offices, the method is the 
same. The entries are initiated by the Branch manager’s weekly 
returns of sales, disbursements, goods received from the Head 
Office, and the weekly stock requisition note. A Weekly Beturn 
is illustrated at p. 895, and a Stock ReguisUion at p. 897. The 
latter is in triplicate. One copy is retained by the Branch manager, 
another is filed at the central warehouse as an order, and the 
third IS returned as an invoice for the goods sent to the Branch. 
The Head Office debits the Branch Account in the Head Office 
books with the total value of the goods at selling prices, and the 
Branch registers itself either in its Ledger or Stock Book as 
responsible for the same value. If the Branch is permitted’ to sell 
damaged or out-of-date stock at less than the origmal sellmg 
price, a credit note should be sent by the Head Office to adjust 
the Branch books. Returns should be treated in the same way. 
Occasionally a Branch Supplies Journal is kept, wherem supplies 
to Branches are entered at both cost and selling prices, accommo- 
dation for both particulars being provided in the Branch Accoimt 
in the Ledger. This form of Journal is illustrated at p. 89,7. 

Stock Transfers. — Seeing that the transfer of stock from Head 
Office to Branch is a transfer and not a sale, it is clearly incorrect 
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for the Head Office to treat it as a sale. The Head Office should 
credit the total selling price of the goods debited to the Branch 
in a Memorandum Account, or in a separate column of the Sales 
Account, or, better still, open a Sales Account for each Branch, 
and there credit, at selling price, the goods sent out. At the close 
of a trading period, the sellmg value of the Branch stock in hand 
can be carried down, and the balance, representing the total sale 
value of the goods sold, can be transferred to the combined Head 
Office Tradmg Account for the whole concern. The carrying 
down of the unsold stock at selling prices in the “ Goods sent to 
Branches Account” neutralises the bringmg down of the same 
item on the opposite side m the Branch Account. The stock in 
hand at the feanch can be brought into the combined Tradmg 
Account at cost, just as stock is ordinarily brought down m 
a Trading Account. The following example illustrates these 
principles. 

Illmtratton. — The Universal Tobacco Stores, Ltd., opened a branch 
shop in Tokenliouss Yard, B.O., debiting all supplies at selling price. 
Goods were supplied as under - 

£ s. d. 

19... June 1 402 16 9 

„ 13 84 2 2 

„ 20 117 18 9 

„ 27 .... 212 14 6 

The Branch forwarded to the Head Office the following takings 
£ B. d. 

19... June 8 72 4 8 

„ 16 81 2 2 

„ 22 114 6 2 

„ 30 106 14 9 

The Branch retained £20 in cash on June SOfch and paid £16 for expenses 
to date out of that week’s takings. Show the accounts m the Hoad Office 
books as on June 30th, assuming that stock on hand at the Branch 
(value, at sellmg price, £409 4s. 6d.) cost £302 Is. 9d. 

HEAD OFFICE BOOKS. 

BBANCH ACCOUNT. 
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GOODS SENT TO BRANCH. 



(Head OifFiOK and Bkanohes.) 



(Head Oefiob and Beanohbs.) 



Further methods of recording these transactions have been 
dealt with in Higher Booh-Tceeping and Accounts, and need not be 
repeated here. 

Cash Saibs. 

In retail Branches cash sales are the rule and credit sales the 
exception. In order to keep a check upon cash sales, each shop 
assistant is given an official number and a carbon check book. 
These check books, containing from 50 to 100 numbered check 
forms in duplicate, are kept under lock and key ; and, when issuing 
them, the manager dates and initials them and records their issue 
in a Checks Issued Book. The usual form of check is too well 
known to need illustration. It is used as a kind of invoice to 
record details of a sale, and, to ensure accuracy, it is usually 
initialled by a shop-walker or fellow assistant before being handed 
to the customer. The check book is provided with an index, which 
is written up by the assistant as the sales are made, and totalled 
at the end of the day. 
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INDEX 

Aasiatant No 



The tear-off check is handed with the goods to the customer, 
the duplicate being retained in the cash desk. These duplicates 
are checked against the assistants’ indexes by the counting-house 
staff, the commission, if any, payable to the assistants is deter- 
mined, and the totals are entered m the Cash Sales Book. The 
latter may take the following form, each page accommodating a 
week’s sales. 


CARBON CHECKS WEEK ENDING MAY 26, 19... 



At the end of every week a return is made to the Head Office, 
usually on a specially printed form, giving (a) sales for the week, 
analysed departmentally if required ; (6) disbursements ; (c) cash 
paid into Bank, or remitted to Head Office ; (d) balance of petty 
cash in hand. Usually payments into the local bank are advised 
to the Head Office twice weekly, on printed forms initialled by 
the Bank cashier. 

When Branch managers are permitted to open credit accounts, 
the keeping of a proper personal Ledger should be insisted upon, 
and Branch book debts should be periodically reviewed by the 
Head Office. Book debts, the recovery of which entails legal 
proceedings, should be transferred to a Branch Book Debts Register 
kept at the Head Office. 

Departmental Accounts 

A business dealing in different kinds of commodities, or under- 
taking various forms of public service, is usually organised on a 
departmental basis, each department handling some special type 
of commodity, or rendering some particular form of service, and 
each being separately managed. The large retail stores are 
prominent examples of this form of organisation ; but the same 
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principle of subdividing labour and control in the interests of greater 
effectiveness is now adopted in ahnost all undertakmgs of any size. 

When departmental organisation is desirable, it is of prime 
importance so to organise the accounts that they will readily 
furnish full particulars of turnover, trading results, and cost of 
management of each department separately. In some few busi- 
nesses, each department is regarded as a separate entity, and each 
keeps independent accounts, mclnding debtors’ and creditors’ 
accounts ; but this is to push the departmental principle to 
extremes, since it is expensive in operation and apt to result in 
overlapping and consequent waste of effort. Customers and 
supply houses usually deal with several, if nob with all, depart- 
ments, and the better practice is to record all departmental sales 
and purchases, however numerous they may be, in a single set 
of ledgers 

This practice accords better with public convenience. Cus- 
tomers, as a rule, prefer a combined invoice or statement to 
separate documents from each department they have dealt with. 
Further, it is desirable from the pomt of view of management 
that the full extent of a customer’s mdebtedness should be luiown. 
Similarly, as regards purchases, the management should be able 
to survey comprehensively its dealings with other firms. These 
considerations do not, however, apply to nominal accounts, which 
are advantageously made the subject of departmental analysis. 
Apart from the personal ledgers and the Bank balance, depart- 
mental analysis can be usefully applied to almost any kind of 
book-keeping record, whether of wholesale or retail Wsiness, in 
order to show the extent to which each section of the business 
has contributed to the total profits or losses 

It is sufficient in some cases if the gross profits made by the 
difierent departments can be compared, and departmental analysis, 
if carried beyond the items composing the Trading Account, would 
mislead rather than enlighten. In other cases it is both possible 
and necessary to go further and to show the Profit and' Loss 
Account and net profit in analysed form, as, for example, when 
the departmental managers are entitled to a percentage of the 
net profits earned by their departments. 

Analysing Gross Profit. — ^In order to show the gross profit of 
each department, the records from which the Ti-ading Account 
is built up must be kept throughout the year in analysed form. 

The stock held in each department must be separately kept 
and, if possible, separately warehoused. Purchases, sales and 
returns must be analysed aecordmg to the particular department 
concerned. This is effected by using Stock Books, Bought and 
Sold Journals, and Ledger accounts ruled with analysis columns 
corresponding to the departmental classification adopted If the 
departments are numerous, separate Ledger accounts can be kept 
for the stock, purchases, sales, and other accounts of each 
department. 

Transfers. — ^It frequently happens that one department acquires 
stock from another. Such internal transfers should, in the first 
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instance, be passed through the books of the departnaents oon> 
oerned at an. agreed price, usually cost, as if they were ordinary 
sales. At the end of the month, or other trading period, these 
inter-departmental transfers must be deducted from the totals 
of the departmental Sales and Purchases books. Entries should 
then be passed crediting the Purchases Account of the original 
buying department, and debiting the Purchases Account of the 
ultimate selling department. This practice is necessary in order 
to avoid overstating the sales of the original buying department. 

When a separate Sales Book is not kept for each department, 
the following is the analysed form usually employed. As many 
additional columns as may be necessary can be added. The 
Purchases and Eeturns books are similar. A Departmental Trading 
Account is also shown on p. 903. 


SALES BOOK. 
{Departmental Worm.) 



Noib. — ^T ho ruling of the Purchases Book follows exactly similar lines. 
As a general nile separata Purohasos and Sales Books for each dopartnaent 
are not practical, seeing that dealings with both oustomera and creditors 
frequently relate to several, or all, departments. As many more analysis 
oolumna oan be included as are necessary to meet particular requiroments. 
If the departments are too numerous to be accommodated on one opening, 
two or more Journals can be used. It is not necessary to enter full details 
of each invoice m the Sales Book ; if carbon duplicating invoice books are 
used, each invoice and duplicate being numbered oonseoutively, the latter 
oan be referred to at any time for details. 

Analysing Net Profits. — ^To show the net profit earned by each 
department, it is necessary to analyse, on departmental Imes, all 
the items m the Profit and Loss Account. This can only be done 
by carefully considering each item and the circumstances in which 
it arose, No hard and fast rules can be laid down as applicable 
to all cases alike. The following general rules, however, usually 
hold good. 

(1) Expenses directly incurred in selling and securing payment 
for goods should be charged against the departments in proportion 
to the total sales of each department. This instruction generally 
covers ofSce organisation expenses, travellers’ commission and 
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expenses, discounts, and the cost of superintendence and 
administration. 

(2) Expenses direcUy incurred on beJialf of any department should 
he charged to that department. Such expenses may include the 
cost of advertising particular lines of goods, boxes, packing 
materials, insurance of stock, bad debts, special departmental 
salaries and commissions, the cost of special catalogues and the 
cost of samples (the latter only if special lines of goods have 
involved unusual expense), and, generally, any special expenses 
directly incurred for particular departments. 

(3) Rent, rates arid taxes, lighting and heating, and similar 
expenses chargeable against the business generally should be appor- 
tioned equitably over the departments on the basis of : (a) Eelative 
warehouse, shop, or office space occupied by the department ; or (b) 
relative average value of the stock held by the department; or 
(c) turnover, i.e. relative value of the departmental sales ; or (d) the 
number of articles sold by each department. In simple cases 
the apportionment might proceed on the basis of (o) or (d), but 
the exact method adopted must depend largely on the special 
circumstances of the business, tlie character of the stock, and the 
departmental trading methods employed. Departments dealing 
in bulky stocks of small value cannot be treated in precisely the 
same way as departments sellmg small but costly articles. Again, 
new departments in course of establishing themselves need some- 
what different treatment from fully established departments 
There is always, in practice, ample scope for the exercise of the 
judicial virtues, in order that each department may bear its just, 
but no more than its just, share of these expenses, 

(4) Departments are sometimes charged with interest on the 
estimated amount of capital they employ. The capital sum is found 
by adding the average value of the stock held during a trading 
period to the average value of the outstandmg book debts for 
the period, and then deducting the average liabilities for the 
period. 

(5) Gross profit brought from the Trading Account. This will 
have already been analysed departmentally. Any other credits 
m the Profit and Loss Account must be allocated to the departments 
in accordance with the character of the credits and the respective claims 
of the departments. 

The necessary subdivision of the various expense accounts 
may be secured in one of two ways. The expense accounts may 
be provided with departmental analysis columns, or separate 
expense aocoimts may be opened for each department. If the 
latter method is adopted, total accounts may be opened for each 
form of expense, and the departmental analysis be effected on 
loose sheets of analysis paper, the results arrived at being passed 
into the books by periodical transfers from the total expense 
accounts to the departmental expense accounts. 

In simple cases the use of an Expenses Journal provided with 
departmental analysis columns will readily furnish the depart- 
mental expense totals, but the use of such a Journal entails the 
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labour of journalising all expenses instead of making debit postmgs 
from the Cash Book in the ordinary course. It is usually incon- 
venient to insert more than a hmited number of expense analysis 
columns in the Cash Book A form of Departmental Expenses 
Journal is shown on p. 903. 

In small businesses it is generally convenient to combine the 
Purchases Journal and the Expenses Journal in one ruling as 
shown at p 906. 

Trading -and Profit and Loss Accounts in departmental form 
to illustrate the foregoing remarks will be found at p. 906-6 

Analysis of Manufacturing Accounts.— The same broad prin- 
ciples are employed when analysing a manufacturer’s gross and 
net profits as in the case of a trading concern, but the process 
is more complicated. 

Departmental Transfers — ^Transfers of raw material and finished 
goods from one department to another need special attention. 
It is usual and correct to pass transfers of raw material through 
the departmental books of first entry at the original cost, and 
subsequently deduct them from the purchases of the department 
releasing them, and add them to the purchases of the receiving 
department. But transfers of finished products, for use in further 
manufacture, are usually passed through the books at a price 
which includes a moderate profit allowance to the releasing depart- 
ment. Care must be taken that the practice is not abused, and that 
only necessary transfers are made, otherwise it is clear that the 
profits of the business as a whole will be overstated. 

Dissection of Wages— An efficient system for dissecting wages 
must be devised. Wages paid on a time basis present little diflS- 
culty, since the men’s pay sheets contain details of the work done. 
Piece-work wages must be eqmtably analysed. The wages of 
foremen can be apportioned according to the classification of the 
work they superintend. 

Establishment Charges, etc . — ^Factory rent and charges, fuel, 
power, depreciation of machinery, and suchlike manmfacturmg 
expenses need careful dissection. Sometimes these expenses are 
lumped together, and the whole is divided between the departments, 
on the basis of the cost, or the value, or the volume of their 
respective outputs, whichever may best meet the needs of the 
case. Sometimes if each department has its own special machinery, 
it IS possible to allocate these expenses in the form of a charge 
of so much per hour, or per umt of nroduction, or to allocate 
them on the basis of the floor or cubic space occupied by the 
department. 

If departmental cost accounts are kept, the results shown by 
the cost accounts should, in theory, coincide with those shown in 
the departmental Profit and Loss Account. In practice, however, 
there is usually a moderate, but not irreconcilable, difference 
between them, arising from the element of uncertainty in esti- 
mating and apportioning the expenses. 
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EXAMINATION QUESTIONS 

1. Lamberlins, Ltd., whose Eead Office is in London, have Branch retail 
shops in Walsall, Leicester, and Nottingham. All goods are purchased by 
the Head Office and ore invoiced to the Branches at selling prices. 

Briefly describe the system of book-keeping you would recommend for 
use at the Branches and at the Head Office. {Royal Society Arts.) 

2. Show how you would combine the Balance Sheets and interchanging 
accounts of a concern having separate trading centres m London, Liverpool, 
and Manchester. (Ghartered Accountants.) 

3. A. Hartman & Co., whose Head Office is in London, are retail tobac- 
conists. Branches have just been opened by the firm in Birmingham and 
Sheffield. You are asked to advise the partners as to the books and returns 
which are necessary to record the transactions between the Head Office 
and the Branches. 

Submit a short report containing your instructions to the firm’s book- 
keeper. (London Ohartibor Commerce.) 

4 . A company, havmg its Head Office in London, owns a factory in 
South Africa, During the year 19,., £10,000 in cash has been remitted 
from London to the factory, and biUa for £5,000, drawn by the manager 
in South Africa on the Head Office, have been accepted. At the end of the 
year it is found that there has been a loss on the working of the factory of 
£2,000, which is transferred to the Hoad Office. Show the entries in the 
Head Office books recording these transactions. {Chartered Accountants ) 

6. Messrs. Baxter & Sons, whose Head Office is in London, remitted 
£800 to their Manchester Branch on December 30th. The books of the Hoad 
Office and the Branch are balanced as on December 31st each year. The 
above .mentioned remittance did not reach Manchester until the morning of 
January let, following. How would you deal with the amount in question 
in the Trial Balances of the Head Office and Branch and when primaring 
the combined Balance Sheet of the whole business ? (London Ohamher 
Commerce.) 

6. In the Balance Sheet of a company submitted to you for audit, you 
find, amongst others, the following items i — 


Creditors in London (Head Office) 10,000 

Due to Manchester Branch 2,000 

Due to Glasgow Branch 1,000 


£13,000 

£ 

15,000 

3,000 

1,800 

200 


Debtors in London (Head Office) 
Duo from Liverpool Branch . . 
Due from Birmingham Branch 
Due from Belfast Branch 


£20,000 

What adjustments, if any,iwould you require before certifying ? (Char- 
tered Accountants.) 

7. Weston Wheeler, a retail trader, has three shops. His books show 
the following particulars at the close of his financial year on March 31st i 


Stock, April Ist, previous year . . 

Wages 

Rent . . ... 

Sales 

Stock, March 31st 

His total Purchases were £10,600 


Bath Birmingham 

£ £ 

2.000 3,000 

360 250 

200 360 

6.000 . 4,000 

2.000 4,000 


Bristol 

£ 

1,000 

300 

250 

3,000 

1,600 


and General Expenses £480. 


His 
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buyer fixes the selling price of the goods by adding to the cost price of the 
goods the same percentage throughout the Branches His general expenses 
are borne by each shop in proportion to its turnover. Show the net profits 
of each shop. (Central Assoetalion Accountants ) 

8. Messrs. J. Silkstone & Sons, coal merchants, of London, opened a 
Branch business at Maidstone on January 1st. The Trial Balance of the 
books of the Maidstone Brandi, os on December 31st was as follows : — 

TRIAL BALANCE, DECEMBER 31st. 


Head Office Adjustment Account 1,S74 

Coal Sales 1,750 

Sundry Debtors 640 

Horses, Carts, etc 280 

Salaries, Rent, and Expenses 820 

Cash in hand 78 

Coal from Head Office (as invoiced) 1,748 

Sundry Creditors 42 


£3,366 £3,366 


The stock of coal at Maidstone on December 31st was valued at £984. 

Prepare a Profit and Loss Account showing the result of the working 
of the Maidstone Branch for the year ended December 31st, and draft the 
entries necessary to incorporate the above figures in the Head Office books. 
(London Chamber Commerce). 

9. Johnson Brothers, Ltd., car^ on business in London as merchants 
and agents. They have a branch in Panama, which deals with the various 
interests of the company m South and Central America, principally the 
management of a subsidiary company called the Santiago Mining Company, 
Ltd., and prospecting for new mining properties. 

At December 31st, when the Trial Balance of the London books was 
taken out, the Panama Branch appeared as a debtor for £7,050, and the 
Santiago Mining Company, Ltd., as a creditor for £6,100 for cash remitted 
to London, 

The Trial Balance of the Panama Branch was as follows : — 

PANAMA BRANCH TRIAL BALANCE, DECEMBER Slsr, 


Dn. Ce. 

$ $ 

Aconcagua Exploration Account 346 

Furniture and Fittings 676 

San Salvador Exploration Account 2,416 

Santiago Minmg Company, Ltd 62,676 

Salaries (chargeable to Head Office) 9,776 

Trade Expenses (chargeable to Head Office) .. 3,450 

Cash at Bank and in hand 1,725 

Head Office — ^London 80,960 


$80,960 $80,960 


Make such adjusting entries as appear to be necessary, and show the 
amounts at which the Panama Branch Account and the Santiago Mining 
Company, Ltd., would appear as on December 31st. (Chartered Accountants.) 

10. A South Wales provision merchant has several Branches which are 
supplied from the Head Office. Each Branch has its own Sales Ledger, 
and hands over the total amount of cash received to the Head Office every 
day. In the invoices for the goods supplied by the Head Office to the 
Branches 26 % is added to the cost. All expenses are paid from the Head 
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Office From the following paitionlars of the transactions of the Branches 
raise the Ledger accounts in the Head Office books, and prepare an account 
showing the gross profit. 


Goods received from Head Office 

Total Sales 

Cash Sales 

Cash received on Ledger Accounts 
Debtors at commencement . . 

Debtors at close 

Stock at commencement 

Stock at close 


CardllT. Newport. Bridgend. 

6,600 4,500 3,500 

6,200 4,300 3,100 

2,760 2,260 1,660 

2,250 1,860 1,250 

1,666 1,665 1,350 

1,765 1,866 1,560 

750 650 460 

1,060 960 760 

{Chartered Accountants.) 


11. Gonno & Co., of Manchester, consign to their Calcutta house £600 
worth of Manchester piece goods, drawing on Calcutta for the amoimt 
What transactions are necessary to enable the Manchester house to 
receive cash for the shipment pendmg Bealisation and Account Sales from 
Calcutta ? How should such transactions be entered in the Manchester 
books f Make necessary Journal entries and post to proper accounts. The 
charges, freight and insurance on the consignment amount to £22, dis- 
count £10. 

The ^oods were realised in Calcutta, and in due ooiu'se the Account Sales 
was received as follows : — 


Aoootnra Sapbs oir 100 Baies Piece Goons ex “ Stab op India,” prom 
Messrs. Gonne & Co., Manohbstbb. 


£ s. d. £ s. d. 

100 Bales at £7 700 0 0 

Charges — 

Customs 20 0 0 

Landing 2 4 0 

Insurance .. 480 

Bent 2 10 0 

Comimssion 36 0 0 

69 0 0 


631 0 0 

Draft Paid 600 0 0 


Balance herewith 


£131 0 0 


Enter these partioidars in the Manchester books and complete the 
transaction, showing the final profit or loss on the shipment. [Chartered 
Accountants.) 

12, The San Martin Land Company, Ltd., of London, owning and working 
certain pastoral properties in Argentina, closes its accounts on December 31st, 
and you are instructed to prepare the Balance Sheet for circulation among 
the shareholders. The balances submitted to you aiu as follows . — 


London Oppicb. 


Capital Account, 100,000 shares fully paid 
Lands and Buildmgs . .' . 

Buenos Ajrres Office 

Preliminary and Formation Expenses 
Cash in Bankers’ hands . .... 

Profit and Loss .. 


£ B. d. 

85,201 18 4 
18,741 2 0 

742 0 0 
2,736 1 2 


7,420 1 0 


£107,420 1 6 £107,420 1 0 
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Buenos Aybbs OsnoB. 

£ s. d. 

Live Stock on hand 25,160 8 5 

Sundry Debtors 4,354 11 6 

Cash in Banlcers’ hands 1,326 19 1 

Stores on hand 560 2 3 

London Office 

Sundry Creditors 

Cash in Agent’s hands 242 12 2 

£32,124 13 4 £32,124 13 4 

Tho authorised capital of the company is £200,000 in £1 shares. A 
remittance of £5,000 had been despatched from Buonos Ayres m December, 
but had not been received in London at the date of the Balance Sheet. 
Prepare the Balance Sheet in proper form, combining all the details given 
above. {Chartered Accountants.) 


13. Compile the Profit and Loss Account for the year to December Slst, 
and the Balance Sheet (as on that date) of the A B Merchant Trading 
Company, Ltd., from (a) London Trial Balance, and (6) Brazil Trial Balance, 
combined : — 

(o) Dr. Cb. 

Share Capital (Nominal, £100,000) Issued, £ £ 

6,000 6 % Preference Shares of £10 each, 

£6 called up and paid, and 60,000 Ordinary 

Shares of £1 each, lOs. called up and paid 60,000 

London Factory - 10,000 

Sundry Debtors • 300 

Directors’ Fees - 500 

Salaries • 860 

Office Bent and Expenses , 160 

Office Furniture « 300 

Outstanding Expenses -ISO 

Purchases - 60,000 

Sales, Brazil Shipments . . . . . . ■ 80,000 

Stock, January 1st -16,000 

Brazil Eemittanoes -78,000 

Brazil Local Oflica 113,700 

Sundry Creditors -4,000 

Bank 2,650 

Bills Beoeivable 10,000 

Profit and Loss Account (previous year) . . 1,200 


£213,360 £213,360 

^ • 35,700 

-106,000 

80,000 
• 6,000 
. 3,000 

- 1,500 

2,600 
« 8,000 
- 2,000 

27.000 

12.000 

1,700 

£142,200 £142,200 

The Stocks on December Slst are given as : Loudon, £1 6,000 and 
Brazil, £13,000. {Chartered .iccountants.) 


Head Office, London 


Goods from London 

Factory Building and Furniture 

Purchases 

Sundry Creditors 

Salaries 

Landing Charges . . 

Sundry Debtors . . 

Stock, January 1st 

Office Expenses 


£ s. d. 


13,741 2 0 
18,383 11 4 
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14, A and B carry on business in partnership, having a Head Office in 
London, managed by A, and a Branch in Liverpool, managed by B. It 
is agreed that each shall have three-fourths of the prodta of the business 
he manages, and that, alter crediting 6 % interest on Capitals out of the 
remaining profits, the balance shall be divided equally. Prom the following 
Trial Balances of the books on December Slst, prepare combined Balance 
Sheet as at that date, and Profit and Loss Account for the year. 


Capital — 

A 

B 

Drawings — 


£ 

4,000 


Stock on hand, January 1 

Sundry Debtors 

Sundry Creditors 

Purchases 

Sales 

Salaries and wages . . 
Purniture and Fittings 

Cash at Bank 

Cash in hand 
General Expenses 
Liverpool Office Account . 
London Office Account 
Rent, Rates, and Taxes . 


3,296 2,618 

2,960 3,149 

3,170 2,036 

10,145 6,867 

13,816 8,901 

1,680 924 

260 187 

1,486 402 

18 29 

616 620 

1,168 

868 

467 319 

£22,086 £22,086 £16,808 £16,806 


The value of the Stock on hand, December Slst, was • London, £3,982. 
Liverpool, £2,729. London had remitted to Liverpool £300 on December 30th> 
which was not rooeivod by tho Branch until January 2nd following. No 
interest on drawings. {Chartered Accountants.) 
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17. The X Z Company, of London, has a Branch at Newoastle-on-Tyne. 
Coocls sold at Newcastle ore supplied from London, but no charge is made 
in the books as between the Branch and Head Office. On December 31st, 
the Branch Balance Sheet, after closing the books, was as follows : — 

Bn. _ Cb. 

Sales Ledger Balances .. 4( 

Premises Extension Ac- 
count, closed to Head 

Office 

Cash in hand 

Cash at Bank 1 


In the six months to June 30lh next, the following transactions took 
place at the Branch . — Sales, £64,180 ; Purchases, £4,200 ; Wages (paid), 
£5,700 ; Salaries, £660 , Directors’ Fees, £200 , Fire Lisurance Premium 
for one year, £480 ; Cash collected on account Sales Ledger Accounts, £42,000 ; 
Discount allowed on account Sales Ledger Accounts, £2,600 ; Cash paid 
Bought Ledger Accormts, £3,800 , Cash sent to London, £29,660 j Premises 
Extension, further payments to Contractors, £1,600. 

There is Cash in hand on June 30, £60, and a Bank Balance, £1,460. 

Set out the Head Office Account m the Newcastle books on June 30th, 
to show the entries after the books are closed, and also the Branch 
Balance Sheet at that date, assummg it to be made up on the same lines 
as on December 31st. {Chartered Accountants.) 

18. Describe a system of departmental accounts, and give its object. 
{Chartered Accountants.) 

19. What are departmental accounts ? What advantages are to be 
derived from such accounts ? Give pro-forma Trading and Profit and Loss 
Accounts of a busmess divided into three departments, and state how you 
have allocated the indirect expenses of the business as between the various 
departments. {Chartered Institute Secretaries ) 

20. Li a business consisting of many departments (e.g. Co-operative 
Stores), how would you suggest that the Stock Account should be kept and 
stocks recorded, so as to minimise the danger of a false return by the manager 
on the one hand, and to prevent pilfering on the part of dishonest employees 
on the other f (London Chamber Commerce.) 

21. Give suitable rulings for the Sales Journal of a wholesale business 
comprising three departments, viz. “ Mantles,” “ Dress Materials ” and 
“ Felts." There are two Sales Ledgers in use, viz. “ Town ” and “ Country,” 
and each Ledger is kept upon the self-balancing principle. {London Chamber 
Commerce.) 

22. The proprietors of a large retail store which is divided into depart- 
ments ask you to design a system of accounts which, whilst showing the 
result of the working of each department, also provides a ready co-ordination 
in the work of the various departments, e.g where goods have to be supplied 
to a customer upon the same order but from several departments, or where 
there is a necessary interchange of goods between departments, mute a 
report of not more than 200. words with your recommendations, giving 
samples of any rulings which you may think necessary. {Incorporated 
Accountants.) 


28. If a flrm_ having three departments desired to ascertain the separate 
profits of each, in what way would you suggest that the purchases and sales 
should be recorded ? If you recommend special forms of books, give specimen 
rulings for any particular business. {Chartered Accountants.) 

24. A manufacturer carrying on a business divided into departments 
receives orders for goods which have to be supplied in part by different 
departments. What entries and office work would be involved in respect 
of such orders from the moment of receipt to the debiting of the customer’s 
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account in the Ledger ? Knle a suitable book from which the posting into 
the Ledger would be made {Ohartered Aeoountants.) 

25. A firm of olothiors, in addition to running a factory in which their 
goods are made up, are m the habit of making contracts with municipal 
authorities for the supply of clothing and other goods which they have to 
purchase ready-made or partly made. They also have a retail shop, in 
which goods of their own manufacture, with other articles purchased else- 
where, are sold. Hitherto they have been content with a general Trading 
Account, to which all their purohasos, expenditure, and sales have been 
posted, without classification in any way , but a serious diminution in their 
profits (not resulting from decreased sales), which they cannot account for, 
leads them to consider that this method is not satisfactory. Draw up a 
report giving your views as to an improvement in their account keeping 
which would meet their needs, and setting out in detail the instructions 
to he given to their managers and book-keepers if your suggestions are 
adopted. (Chartered Accountants ) 

26. From the following Trial Balance prepare the Profit and Loss Account 
and Balance Sheet of L. Smith, a manufacturer whose business is divided 
into two departments, viz. “ A ” and “ B,” for the year. These accounts 
are to be shown so as to reveal the result of the operations of each 
department separately as well as the combined result. The expenses appearing 
in the Profit and Loss Account are to be apportioned as between the two 
departments according to the net volume of sales for the year in each 
department. 

Db. Cb. 

£ 3. d. £ s. d. 

Freehold Land and Buildings 20,500 0 0 

Plant and Machinery 14,396 0 0 

Sundry Debtors 2,914 0 0 

Sundry Creditors 23,246 9 6 

Manufacturing Wages — 

Department A 3,294 9 1 

Department B 6,291 4 0 

Manufacturing Charges — 

Department A 2,046 14 2 

Department B ... 3,096 4 8 

Stock on hand, January 1 — 

Department A . . . 2,049 16 2 

Department B . . . . . . . 6,629 14 3 

Salaries of Counting House Staff . . . . 2,249 10 0 

Bates, Taxes, and Insurance 036 9 9 

General Expenses and Commissions . 1,624 18 6 

Capital Account, L. Smith 30,000 0 0 

Cash at Bank and in hand ... . 10,464 7 1 

11,324 9 5 
16,986 14 1 

4,396 2 1 

3,294 1 9 

214 19 3 

£81,772 12 2 £81,772 12 2 

Note. — ^T he value of the Stock on hand as on December 31st was as 
follows , Department A, £3,092 17s. 6d. Department B, £4,924 10s. 9d 

27. The Olympian Patent Medicine Company manufacture two varieties 
of patent medicine, viz “ Hercules ” ointment and “ Jupiter ” pills. Prom 
the following particulars prepare the Company’s Trading and Profit and Loss 
Account for the year, showmg the gross and net profits or losses on each 
class of manufacture • — Stock of Drugs on hand, January Ist ; Ointment 
£600 10s. ; Pills, £80 2s 2d. Stock of Bottles, Wiappers, and Labels, 
January 1st . Ointment, £125 16s. 6d. , Pills, £16 2 b, 9d. December 31st, Pur- 


Department A . . 

Department B 

Purchases — 

Department A 

Department B 

Returns Outwards, Department B 
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chase of Drugs ; Ointment, £884 2s. 9d. ; Pills, £246 8s. 2d. BotiSes, 
Wrappers, and Labels : Ointment, £625 8s. 2d. ; Pills, £122 8s. 4d. Manu- 
facturing Expenses : Ointment, £1,148 2s. 6d. ; Pills, £422 8s 6d. 
Sales : Ointment, 256,020 boxes at 6d. each. Pills, 42,114 boxes at Is. each. 
Stock of Drugs, Bottles, and Wrappers on hand at December 31, 1910 : 
Ointment, £81 18s. lid. ; Pills, £81 4s. lid. Advertising, £2,484 9s. ; 
Postage, Stationery, and. Prmting, £207 Os. 9d. ; Salaries, £414 Is. 6d. ; Rent 
Rates, and Taxes, and General Expenses, £621 2s. 3d. Apportion the four 
last-mentioned expenses between the two classes of goods according to the 
number of boxes of ointment or pills sold. 

28. A company having its Head Office in London owns' a factory in 
Australia. During the year £16,000 m cash has been remitted from 
London, to the factory, and bills for £6,000 drawn by the manager at the 
factory on the London Office have been accepted by the latter. The London 
Office has also paid £10,000 for goods purchased by it here for export to 
the factory. At the end of the year the factory shows a profit on its books 
amounting to £3,000, which is transferred to Head Office. Show the entries 
in the Head Office books recording these transactions. 

89. Messrs. Baxter & Sons, whoso Head Office is in London, remitted 
£500 to their Manchester Branch on December 30th. The books of 
the Head Office and the Branch ore balanced os on December 31st each 
year. The above-mentioned remittance did not reach Manchester until the 
morning of January 1st. How would you deal with the amount in 
question in the Trial Balances of the Head Office and Branch when preparing 
the combined Balance Sheet of the whole business ? (London Chamber of 
Commerce, Semor.) 

30. On January 1st the A B Company opens a Branch at Tavistock; 
the Branch is to keep its own books in complete form. 

Prom the following details, show the Branch Account in the Head Office 
books and the Head Office Account in the Branch books : Furniture and 
Fittings paid for by Head Office on account of Branch, £350 ; Goods invoiced 
by Hoad Office to Branch (at cost), £8,600 ; Goods returned by Branch to 
Head Office (at cost), £35 ; Branch Bent, Bates, and Taxes paid by Head 
Office, £250 ; Cash received by Head Office from Branch, £7,000 ; Cash 
remitted by Head Office to Branch, £260 ; Branch Net Profit for the year, 
£ 1 , 000 . 

81. A company has a Branch at Liverpool. On December 31st the 
Branch forwarded the followmg Trial Balance of its books to its Head 
Office 


TRIAL BALANCE, DECEMBER Slai. 

Dk. 

£ 


Head Office 

Remittances 1,100 

Sales Ledger 1,600 

Stock, January Ist 1,900 

Purchases 6,140 

Sales 

Bought Lodger 

Salaries . . , 700 

General Expenses 860 

Cash at Bank 620 


Cb. 

£ 

2,000 


8,410 

1,600 


£11,910 £11,910 


Stock on hand at the Branch at December 3 Ist was valued at £1,020. 
Ineoiqiorate these transactions in the Head Office books, showing Branch 
Account and Branch Tradmg and Profit and Loss Accounts in the Head 
Office Ledger. Also prepare a Branch Balance Sheet. 
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32, Referring to the previous Exercise the Head OfSoo Balance Sheet 
at December 31st is as under, before bringmg in any Branch profits : — 

Da. Cb. 

£ 

Share Capital 10,000 

Sundry Creditors . . , . 2,965 

Profit and Loss Account, 

Balance from last year 600 

Head Office Profits for 

year 2,000 

£16,465 

The Branch held £316 Cash, and had outstandmg £050 in Book Debts 
at the end of the year. Nothing was written ofi the Furniture and Fixtures 
standing on its books at £350. The Branch Stock at the end of the year 
was valued, at cost, at £2,000. 

From these particulars make out the Balance Sheet of the combined 
undertaking. 

33. A company has a Branch at Canterbury. On December 31st the 
Branch forwards its Trial Balance to Head Office as follows : — 

TRIAL BALANCE, DECEMBER 31st. 


Db Cb 

£ £ 

Head Office Account 3,100 

Remittances to Head Office 1,400 

Sundry Debtors . . 2,600 

Sundry Creditor 600 

Slock, January 1st .... 1,800 

Purchases 6,900 

Sales 10,400 

Rent, Rates, and Taxes . . . ... 600 

Salaries 800 

General Expenses 600 

Bank Overdraft 400 


£14,600 £14,600 

The Stock on December 31st was £1,200. 

Incorporate these transactions in the Hoad Office books, showing the 
Branch Account, Branch Trading, and Branch Profit and Loss Account m 
the Head Office Ledger. Prepare a Branch Balance Sheet. 

34. The London and Westminster Grocery Company, Ltd., has a retail 
Branch in Manchester which is supplied with all goods from London. The 
Branch shop keeps its own Sales Ledger, receives cash against Ledger 
accounts, and remits the whole of the cash received daily to the Head Office. 
All wages and Branch Expenses are drawn for by cheque weekly from the 
Head Office upon the imprest system. 

From the undermentioned particulars, supphed by the Branch manager, 
show how the Branch accounts would appear m the Head Office books, 
and prepare a Profit and Loss Accoimt for the Branch shop for the six months 
to December 31st. 

Six months’ Credit Sales, £2,387 ; Returns Inwards, £20 ; Cash received 
on Ledger accounts, £2,384 ; Cash Solos, £1,214 ; Stock, July 1st, £720 ; 
Stock, December 31st, £1,121 ; Debtors, July 1st, £1,227 ; Goods received 
from Head Office, £2,178; Bent, Taxes, etc, paid, £376 ; Wages and 
Sundry Expenses paid, £396. {London Ohamber Oommerce, Seniot.) 

35. The Western Tobacco Company, Ltd., of Bristol, has a Branch at 
Southampton. Goods are invoiced to the Branch at selling prices, being 
cost plus 20 %. 

The Branch keeps its own Sales Ledger, and pays all its cash receipts 
into the Capital and Counties Bank, Southampton, weekly for transiniBsion 


£ 

Cash 3,000 

Stock 6,000 

Branch 2,316 

Fixtures 160 

Debtors 6,000 


£15,466 



918 ACCOUNTING 


to credit of the Company’s Head Office Current Account witn jdnstol 
Bank. All expenses are paid from Bristol. 

From the following details of the Branch accounts prepare a Profit and 
Lobs Account of the Southampton Branch for the year . Stock, January 1st 
(at invoice prices from Head Office, being cost to Head Office plus 20 %), 
£1,200 ; Stock, December 31st (at invoice prices from Head Office, being 
coat to Head Office plus 20 %), £1,080 ; Sundry Debtors, January 1st, 
£1,200 , Sundry Debtors, December 31st, £1,500 ; Cash Sales for the 
year, £6,020 ; Credit Sales for the year, £6,600 ; Cash received from 
Ledger accounts, £6,160 ; Goods invoiced from London (at cost plus 
20 %), £12,000 ; Rent, Rates, and Taxes (paid from Ijondon), £.300 ; 
Salaries and iVagos (paid from London), £850 ; Sundry Expenses (paid 
from London), £130 ; Discounts allowed to debtors on payment of accounts, 
£60. Debit mterest at 5 % per annum against the Branch on the average 
amount of Capital employed by the latter during the year ; this may be 
taken at £3,600. 

36, The Southern Trading Company, Ltd., has a Hoad Office at London 
and a Branch at Southampton. From the following Tiial Balances prepare 
a combined Balance Sheet of the whole undertaking. 


LONDON TRIAL BALANCE, DECEMBER 31st. 

Db. Cb. 


£ s d. 

Cash 611 12 6 

Stock on hand 2,214 9 8 

Sundry Debtors 6,610 4 2 

Sundry Creditors 

Furniture and Fixtures 322 9 1 

Share Capital, 10,000 £1 Shares, fully paid 
Profit and Loss Account — 

Balance, January 1st 


Southampton Branch 2,473 6 6 


£ s. d. 


314 1 9 
10,000 0 0 

111 19 6 
711 19 8 


£11,138 0 11 £11,138 0 11 


SOUTHAMPTON TRIAL BALANCE, DECEMBER 31st, 


£ s cl. £ s. d 

Cash 411 12 6 

Sundry Debtors 3,112 9 6 

Sundry Creditors 2,442 1 9 

Stock on hand .. .. 1,111 14 2 

London Office 1,674 1 8 

Profit for year , 619 12 8 


£4,636 16 1 £4,636 16 1 

The difference between the London Office balance in the Bianoh books 
and the latter’s balance m the London Office books is accounted for by the 
fact that London remitted £700 cash to Southampton on December Slst 
and forwarded to Southampton goods invoiced at £99 3s. lOd., both of 
which did not reach Southampton until January 1st following. 

37, A retail trading company opens a Branch which is supplied with 
its stock by its Head Office. The Branch keeps its own Customers Ledger 
and pays its daily cash receipts into a local bank for transmission to its 
Head Office. The Head Office invoices all goods to its Branch at selling 
price and pays all Branch expenses itself 

From the followmg particulars show the relative entries in the Branch 
and Head Office books, and prepare an account showing the net profit made 
at the Branch. The Branch was opened June 6th. 

Goods supplied by Hoad Office to Branch, June 6th to December 31st, 1914 
(invoiced at selling price), £3,050 (No||. — ^Tlie cost price of these goods was 
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£2,400) ; Branch Caah Sales, £1,089 ; Branch Credit Sales, £1,601 ; Cash 
received from Debtors, £1,492; Debtors at December 31, £109; Stock 
on hand, December 31 (at selling price). £360 {Note . — Cost Price, £286) , 
Branch Expenses paid by Head Office, £327. 

39. Prom the following Trial Balance of Messrs. X and Y’s Stores prepare 
a Trading Account showing the gross profits made by the three departments 
(A, B, and 0) into which it is divided. Also prepare a Profit and Loss Account 
and a Balance Sheet. 


MESSRS. X AND Y’S STORES. 

TRIAL BALANCE, DECEMBER 31st. 

Db. 

£ 8. d. 

Capital Accounts — 


Drawings — 

X 350 0 0 

y 300 0 0 

stock, January Ist — 

Department A 681 4 6 

Department B . . . ... . 121 2 2 

Department 0 1,316 9 8 

Purchases (Gross) — 

Department A 2,213 4 6 

Department B 1,110 8 0 

Department 0 2,949 1 1 


Sales — 

Department A 

Department B . . . 

Department 0 

Transfers of Stock between departments — 


(I'rom; jjoparwnent a 

(To) Department B 20 0 6 

(To) Department 0 80 0 0 

Returns Inwards — 

Department A 1000 

Department B 30 0 9 

Department C 110 17 1 

Wages and Salaries 411 2 2 

Advertising and Catalogues . . , . 240 4 6 

Dividends on Shares in M N Company , . 

Shares in. MN Company 1,000 0 0 

Sundry Debtors . . . . 659 8 9 

Printing and Stationery 12 I 9 

Sundry Creditors 

Carriage 38 4 6 

Commission .... 82 9 8 

Postages, Telegrams, and Telephone . . . 47 2 1 

Reserve for and Doubtful Debts (as at 

January 1st) , . . . 

Pumiture and Eixtures 300 0 0 

Insurance 2395 

General Expenses 84 2 9 

Cash at Bank 336 9 10 

Disooimts and Allowances 46 2 1 



2,400 0 0 

1,200 0 0 


2,602 4 2 
1,696 16 11 
4,160 2 9 

100 0 6 


60 0 0 


349 2 6 


10 0 0 


£12,477 8 8 £12,477 6 


Make the following provisions at December 31st : (1) Credit the partners 
with interest for the year on their Capital Accounts at 6 % per annum ; 
no interest is to be charged on drawings. (2) Write oS Bad Debts amounting 
to £99 8s. 9d„ and thereafter increase the Reserve for Bad and Doubtful 
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Debts to 6 % of the balance of debts outstanding. (3) Provide for a 
stationery account owing at December 31st, estimated to amount to £20; 
(4) Write 10 % off the Furnituro and Fixtures. (5) Of the £23 9s. 5d paid 
for Insurance Premiums, £10 relates to the period after December 31st 
(6) Stock on hand at December Slat ; Department A, £612 4s. 9d. ; Depart- 
ment B, £104 2s. 2d.; Department C, £1,112 8s. 9d. (7) A stock of 

Catalogues remains on hand valued at £30, the cost of which is included in 
the item of “ Advertising and Catalogues, £240 4s. 6d.” 

40. From the following particulars prepare Trading and Profit and Loss 
Accounts showing separately the gross and net profits respectively made by 
the Plate and Cutlery departments of a business : — January 1st, Stock: 
Plate, £1,000; Cutlery, £1,700. Sales: Plate, £6,500; Cutlery, £6,200 
Purchases : Plate, £3,600 ; Cutlery, £4,000 Returns Inwards : Plate, £500 ; 
Cutlery, £200. Stock, December 31st. Plate, £1,100; Cutlery, £1,200 
Salaries, £942 ; Rent, Rate.s, and Taxes, £412 ; General Expenses, £148 ; 
Travellers’ Commissions and Expenses, £698 

Expenses are to be apportioned between the two departments according 
to the net sales efieoted by each. 

41. A business manufactures china and glass. From the following 
particulars show the gross profit on manufacturing made by each of these 
two divisions of its operations for the year : — Stock, January 1st : China, 
£1,072 16a. ; Glass, £921 18s. 9d. Purchases for 1923 ; China, £3,112 14s ; 
Glass, £2,116 4s. 9d Wages for year : China, £4,111 12s. 2d. ; Glass, £3,110 
4s. 8d. Sales for year : China, £0,489 2s. Id. ; Glass, £6,611 13 b. 9d. 
Returns Inwards for year : China, £483 19s. lid. ; Glass, £03 7s. 7d. 
Stock, December 31st : China, £892 Is. Id. ; Glass, £1,112 4s. Id. 

48. The Elizabethan Stores, Ltd., carry on a business of dealing in 
(1) antiques and (2) china. From the foUowmg particulars show (a) their 
gross profit, and (b) their net profit, on each class of goods. Expenses are 
to be borne by the two departments according to the sales effected in each 

Stock, January 1st ; Antiques, £2,219 4s. 8d. ; China, £814 Ss. 2d 
Stock, December 31at • Antiques, £2,319 2s. 2d. ; China, £717 9s. 8d. 
Purchases t Antiques, £4,112 16s. 9d. ; China, £1,114 2s. 6d. Sales : 
Antiques, £6,026 Is. 3d. ; China, £1,676 Os. 6d. Rent, Rates, and Taxes, 
£481 123. 9d. ; Salaries and Wages, £411 2s. 2d. ; Electric Light and Gas, 
£42 6s Id. ; Postage and Stationery, Telegrams and Telephone, £84 2s. 9d. ; 
Travelling Expenses, £42 Is. 4d. ; Agents’ Commissions and Gratuities, 
£106 14s. lid. ; Printing, £33. 

43. The Bovine Publishing Company start a weekly paper. The Ox, 
and publish various books and manuals on kindred subjects ; the paper 
is treated as a separate department of the business. From the following 
details prepare accounts of the publication of The Ox and Book departments 
for the year, showing the net profit on each ; *Rent, Rates, and Taxes, 
£201 ; *0flic6 Printing and Stationery, £178 14s. , Editorial Salaries, The 
Ox, £450 ; Contributors’ Fees, The Ox, £400 ; Payments to Authors, Book 
Department, £486. Wages and Salaries : The Ox, £1,385 ; Book Depart- 
ment, £712 Receipts from Advertisers : The Ox, £3,172 ; Book Depart- 
ment, £65. Net Sales, The Ox, £2,941 ; Book Department, £1,416. Value 
of Stock of Copies on hand, December 31st : The Ox, £10 , Book 
Department, £416. Printing and Blocks : The Ox, £871 ; Book Department, 
£412. Cost of Paper used : The Ox, £611 ; Book Department, £104. Cost 
of Binding : Book Department, £116 

Note. — ^I tems marked * are to be split between the two departments 
according to the total sales plus advertisement revenue derived from each. 

44. The Everyouth Manufacturing Company makes a face powder known 
as “ Gold Dust,” and a hair-wash sold under the name of the ” Resensitator.” 
From the following particulars make out tlie Company’s Manufacturing 
and Profit and Loss Account for the year, showing the net profit or loss 
on each of these two articles : January 1st, Stock of Drugs on hand : 
“Gold Dust,” £42; “ Reaousitator,” £181. Stock of Bottles, Boxes, and 
Wrappers on hand : “ Gold Dust,” £39 ; “ Resousitator,” £163. Decem- 
ber 31st, Purchases of Drugs, Rice Powder, and Colouring Matter for 
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“ Gold Du's!.,” £311 ; Purehaaea of Bruga, Distilled Water, and Colouring 
matter for “ Beacuaitatoi £313. Purchases of Bottles, Boxe.s, and Wrappers : 

Gold Dust,” £103 ; “ Besouaxtator,” £124. Manufacturing Expenses : 

“ Gold Dust,” £341 ; “ Besousitator,” £116. Advertising, £2,080 19s ;* 
Rent, Bates, Taxes, Salaries, and other Office and General Expenses con- 
nected with distribution, £1,404.* Sales : 17,121 Boxes of “ Gold Dust ” 
at 6s. per box; 6,112 Bottles of “Besousitator” at 6a. per bottle. Stocks 
on hand at December 31 : Drugs, “ Gold Dust,” £62 ; “ Besousitator,” 
£109. Bottles, Boxes, and Wrappers : “ Gold Dust,” £16 ; Besousitator," 
£ 82 . 

45. Erom the following Trial Balance prepare in departmental form the 
Trading and Profit and Loss Account of the Splandax Plate and Cutlery 
Company. The business is divided into two departments, viz. Plate and 
Cutlery. Also prepare a Balance Sheet at June 30th, 


TBIAL BALANCE, JUNE 30th. 


Dr. Or 

£ s. d. £ s. d. 

Cash 1,112 4 6 

Goodwill 3,000 0 0 

Share Capital paid up, 3,000 £10 Shares, 

£8 paid 16,000 0 0 

Sundry Debtors 8,111 10 4 

Sundry Creditors 3,431 12 2 

Stock, July 1st previous year — 

Plate Department 6,111 11 4 

Cutlery Department 3,002 8 9 

Purchases — 

Plate Department 4,11210 6 

Cutlery Department 6,111 4 3 

Returns Inwards — 

Plate Department .. .. 1112 2 

Cutlery Department 3613 

Sales — 

Plate Department 10,33828 

Cutlery Department 6,148 1 6 

Salaries 1,616 14 9 

Rent, Bates, and Taxes 411 19 6 

Gas, Water, and Electric Light . , . . Ill 2 3 

Discounts .... 61 2 9 

Printmg and Stationery 1C2 14 3 

Postage, Telegrams, and Telephone .... 76 4 9 

General Expenses 21118 3 

Carriage (on Sales) 64 3 3 

Bills Beeeivable 724 6 1 

Advertising 865 2 6 


£33,904 16 4 £33,904 16 4 

Not®. — ^Valuo of Stock on hand at June 30th : Plate Department 
£2,119 Ss. 6d. ; Cutlery Department, £6,007 17s, 5d. 

Expenses, except Advertising, are to be apportioned between the two 
departments according to their net sales. The cost of advertising is to be 
apportioned £660 to the Plate Department, and £206 2s. Od. to the Cutlery 
Department. 

46. The A B Stores, Ltd., own a retail stores divided into three depart- 
ments, viz. Provisions, Groceno.s, and Hardware. Prom the following par- 
ticulars show, in tabular form, the gross profit made by each depart- 
ment for the half-year ended June 30tib ; — Stock, January 1st : Provisions, 
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£25; Groceries, £346; Hardware, £111. Purchases. Provisions, £1,213, 
Groceries, £1,092 ; Hardware, £011. Sales : Provisions, £1,649 ; Groceries, 
£2,111; Hardware, £1,002. Returns Outwards : Provisions, £10 ; Groceries, 
£11; Hardware, £12. Stock, June 30: Provisions, £47; Groceries, £392; 
Hardware, £86. 

47. The Millbay Ship Repairing and Barge Company, Ltd., posso-ss a ship 
repair yard and also own barges. Prom the following particulars prepare 
accounts showing the net profit for the year on those two classes of business 
{a) before, and (6) after, charging mterest against the two departmonts at 
^ % pet annum on the capital cost of the shipyard and barges respectively 
You maji assiime that the business is aU done for immediate cash payment. 

Receipts for Ship Repairs efieeted for customers during the year, £1,044 ; 
Receipts from Hire of Barges by customers, £783. Cost of Replacements 
and Benowals : Shipyard, £34 ; Barges, £21. Materials, Stores, and Sup- 
plies used in Shipyard, £211 ; Stores and Supplies used. Barges, £15. 
Wages : Sliipyard, £468 ; Barges, £211. Fire Insurance, Shipyard, £24 ; 
Marine Insurance, Barges, £13. Employers’ Liability Claims : Shipyard, 
£21 ; Barges, £22. Shipyard Repairs to Barges (to bo credited to Shipyard 
and charged against Barges), £21 ; Value of Bargo Hire done for Shipyard 
(to be credited to Barges and debited against Shipyard), £11. Depreciation : 
Shipyard, £48 ; Barges, £70. ’’’Office Expenses, £25 ; ’•'Salaries, £126 ; 
’•‘Tmephone, Telegrams, Postage, Stationery, etc., £36 ; ’•‘Advertisements, 
Commissions, and Hospital Donations, £31. 

Capital Cost : Shipyard, £2,000 ; Barges, £1,600. 

48. The Westmeath Colliery and Railway Company leases (1) the 
Westmeath Colliery and (2) a Ime of railway four miles long oonneotiiig 
the colliery with the Great South and East Railway. AU the ooUiery’a own 
coal is taken over the railway line, and similar work is dona by the railway 
for several other oollieries situate along the line. The railway possesses two 
locomotives but no other rolling stock. 

From the following particulars make out accounts showing the net profits 
on the colliery and railway respectively for the year ; — Colliery output : 
Coal sold to Public, £32,637 ; Coal used for Boilers (CoUiery), £590 ; Coal 
supplied to own Railway Locomotives, £102. Receipts from neighbouring 
oollieries, for haulage of their wagons to G. S. & E. Railway, £1,612 , 
Colliery Wages and Salaries, £16,640 ; Pitwood Stores and Explosives 
(Colliery), £1,002 ; Repairs and Renewals (Colliery), £336 ; Horse Provender 
and Harness Repairs and Renewals, £1,060; Rent of Railway Line, £316 , 
Colliery Royalties paid to Landlord, £2,001 ; Bates and Taxes : (Colliery), 
£411 ; (Railway), £105; Coal Wagon Hire and Repairs (Colliery), £1,721 ; 
Locomotive Wages, Stores, and Expenses (Railway), £286 ; General Expenses 
and Insurance : (Colliery), £102 ; (Railway), £19 ; Depreciation of Plant 
(Colliery), £416 ; Depraoiation of Locomotives (Railway), £189 ; Amortisa- 
tion of Capital Expenditure • (CoUiery), £1,621 ; (Railway), £416 ; Amount 
chargeable against Colliery and to be credited to Railway for Coal Wagon 
Haulage and Wayleave for year, £1,026 

49. The Ocean Waves, Ltd., owns two pleasure steamers, the Octopus 
and the Ouitleflsh, which make trips between South Coast watering-places. 
The two steamers’ transactions are split upon departmental lines for 
accounting puiposes. 

From the following particulars show the net results of the working of 
each steamer for the year : — ^Passenger Receipts Octopus, £4,600 ; 
Cuttlefish, £3,600. Amounts received from Catering Contractor : Octopus, 
£200 ; Cuttlefish, £180. Crews’ Pay and Allowances : Octopus, £1,020 ; 
Cuttlefish, £970. Coal • Octopus, £290 ; Cuttlefish, £270. Stores and Sup- 
plies : Octopus, £120 ; Cuttlefish, £110. Pier, Dock, and Harbour Dues, etc : 
Octopus, £211 ; Cuttlefish, £176. Steamer Befitting, Repairs, and Renewals, 
Octopus, £310 ; Cuttlefish, £117. Insurance : Octopus, £85 ; Cuttlefish, £83. 
tAdvertising, £246 ; tO^Hoe and General Expenses, £1,220 ; Depreciation 
of Steamers : Octopus, £650 ; Cuttlefish, £520." 

* To be apportioned between the departments In proportion to tlielr respective receipts 
for work done for customers 
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50. A. Brown is a coal merchant, and also carries on a ticket agency. 
From the following particulars make out his Profit and Loss Account for 
the year m departmental form, showing the net profit on the two depart- 
ments of his business : Stock of Coal on hand, January 1, £86 ; Coal 
Purchases, £864 ; Coal Sales, £1,343 ; Stock of Coal on hand, January 31, 
£82 ; Wages of Carmen and Coalhoavers, £180 ; Repairs to Coal Carts 
and Harness, £15 j Depreciation written off Horses, £24 ; Depreciation 
written oft Carts and Harness, £12 ; *Offlce Bent, Rates, and Taxes, £37 ; 
♦Office Salaries, £102 ; Postages, Telegrams, and Telephone, £17 ; Advertising 
and Posters, £12 ; ♦Depreciation of Office Furniture, £3 ; Commissions 
received on sale of Railway Tickets, £17 ; Commissions received on sale of 
Steamship Passages, £148. 

Hooa:. — ^Items marked ♦ are to be apportioned equally between the two 
departments. Apportion the Postages, Telegrams, and Telephone £13 to 
the Coal Department and £4 to the Ticket Department, and the cost of 
Advertising and Posters is ohargoable entirely to the Coal Department 

51, & Co. carry on business as chemical manufacturers and makers 
of patent medicines From the following particulars make out their Trading 
and Profit and Loss Account, showing the net profits made respectively 
m their Chemical and Patent Medicine Departments during the year — 
Stock, January 1st . Chemicals Department, £104 ; Patent Medicines, 
£121. Purchases of Raw Materials • Chemicals Department, £1,418 j 
Patent Medicines, £78. Sales to the Public : Chemicals Dejiartment, £2,419 ; 
Patent Medicines, £3,074. Manufactured Chemicals supplied by Ohemioals 
Department to Patent Mediemes Department for further use in manufacture 
there, £814. Factory Wages and Salaries ; Chemicals Department, £832 j 
Patent Medicines, £416. Bottles, Coses, and Labels : Chemicals Depart- 
ment, £37 , Patent Medicines, £76. Factory Bent, Rates, and Taxes, £223 j 
Government Duty Stamps on Patent Medicines, £60 j Power, Light, and 
other Factory Charges, £122 Stock, December 31 • Chemicals Department, 
£248 ; Patent Medicines, £76. Offico Salaries, £400 ; Office Rent, Rates, and 
Taxes, £188 ; Travellers’ Commissions and Expenses, £214 ; Gas, Coal, and 
Electric Light (Office), £36 ; Printing and Stationery, £102 j General Expenses, 
£6 Is. ; Advertising, £662 ; Bad Debts, £35. 

Notes. — ^A pportion Factory Rent, Bates, and Taxes, and Power, Light, 
and other Factory Charges between the departments on a basis of the wages 
paid in each. 

Apportion all Office and other non-productive expenses, except Adver- 
tising and Bad Debts, between tlie two departments on a basis of the sales 
effected by each, counting goods supplied by one department to the other 
for use in manufacture as being sales. 

£60 of tho Advertising expenses and £6 of the Bad Debts are chargeable 
against the Chemicals Department, the remainder relate to the Patent 
Medicine busmess. 

58. Messrs. Babble & Co. publish two daily newspapers, the Morning 
Screech and the Evening Howl. From the following particulars prepare 
accounts showing the net trading result of each journal for the year ! — 
Gross Sales : Screech, £61,000 ; Howl, £39,000. Returns, to be deducted 
from gross sales . Screech, £16,000 ; Howl, £4,000. Cost of Editorial Staff : 
Screecli, £6,000 ; Howl, £4,000. Payments to Contributors and Corre- 
' spondents : Screech, £22,000 ; Howl, £14,000. Payments to News Agencies 
for News Supplied : Screech, £10,000 , Howl, £6,000. Receipts for Adver- 
tisements : Screech, £40,000 ,• Howl, £30,000. Cost of Advertisement, 
Manager’s Department (to be apportioned in proportion to the Advertisement 
receipts), £7,000. Cost of Paper used . Screech, £5,000 ; Howl, £4,000, 
Printing Department (*Salaries and Wages, £18,000 ; Repairs and Renewals, 
£1,000 , Stores and Supplies, £1,000 ; Printing Office Rent, Rates, and Taxes, 
£2,000 , General Expenses, £2,000 ; Lighting and Power, £600 ; Dopieoiation 
of Plant, £1,000 ; Sundry Expenses. £1,600), £27,000. Delivery Depart- 
ment: ♦Wages, Salaries, Motor Expenses and General Expenses, £3,000. 

Note. — A pportion Expenditure under the headings marked * in propor- 
tion to the Gross Sales. 
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POEEiaiT Exchahge 

[Note. — ^The principles here enunciated are general principles, 
and it is left to the student to apply the principles to actual circum- 
stances. For a lucid treatment of the subject of Foreign Exchange 
the student is referred to The Principles and Arithmetic of Foreign 
Exchange, by S. Evelyn Thomas, published by Macdonald & Evans.] 

When a business house has foreign branches questions of 
exchange necessarily arise in connection with its inter-house 
accounting. 

The main principles already enunciated as governing the 
keeping of home, apply equally to foreign, branch accoimts. The 
head office regards its branches, both home and foreign, as debtors 
for all remittances made to them, and as creditors for all remit- 
tances received from them, and the branches, home and foreign, 
treat their head office conversely. 

The fact that some of the branches keep their books in local 
currency does not affect book-keeping principle. It only assumes 
practical importance when questions of profit and loss are to be 
determtaed, because the foreign money unit, in which the branch 
assets, liabilities, profits, and expenses are expressed, has to be 
converted into British currency, and either profit or loss on 
exchange, as opposed to a profit or loss on trading, may result 
from the conversion. 

The Discharge of International Debts. — ^The student is aware 
that the foreign indebtedness of all coimtries is maialy discharged 
by means of bills of exchange. Banlcers dealing with foreign 
countries draw cheques, or bills on their foreign branches or 
correspondents, and sell them to British importers desiring to make 
payments abroad. The bankers cover their drawings by buying 
and remitting to their branches or correspondents abroad bills 
of exchange drawn on the foreign country by British manufacturers 
to obtain payment for goods esqiorted there. A similar process 
takes place in the reverse duection, and the foreign branch of a 
British bank, or foreign banker, acts as intermediary for the 
discharge of both sets of indebtedness. When we speak of 
“ foreign exchange ” we usually mean live rate ruling at any given 
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time for cheques or bills so drawn, or purchased ; in other words, 
t/ie rate at which the money of one country is changed, or expressed, 
for remittance purposes in the money of another country. This rate 
IS called the “ current rate of exchange.” There is, however, 
another rate, termed the “ par rate of exchange,” which is simply, 
as is explained later, the exact ratio which the fine gold in the 
standard gold coin of one country bears to the fine gold in the 
standard gold coin of another country. Unlike the current rate, 
the par rate between any two countries having a gold standard 
is fixed, and does not vary. 

Methods of Foreign Remittance. — ^The principal methods used 
in practice for remitting money from one country to another are 
as follows : — 

BanJeers’ Telegraphic {or Oahle) Transfers. — Funds are paid by 
the remitter into the home bank, which instructs its branch or 
correspondents in the foreign country, by cablegram, to pay in 
local currency the required sum to the person named. 

Bankers' Cheques {or Sight Drafts) — ^These are cheques, or 
drafts payable on demand, drawn by a bank in one country on 
its branches or banlung correspondents abroad, bought by a 
remitter, and posted to his foreign creditor. 

Bankers' After Sight Drafts (3, 10, 60, or 90 djs). — ^These are 
bills of exchange payable a stated number of days or months 
after presentation for acceptance to the foreign bankers on whom 
they are drawn. They are purchased from the home bank by 
remitters, and posted to their foreign creditors. 

Trade Bills of Exchange. — ^These are drawn by traders abroad 
on banks, accepting houses, or merchants in the United Kingdom, 
or by British merchants on those to whom they export goods Such 
bills are bought principally by bankers, and used as cover for their 
own sales of drafts and cheques drawn by them on other countries. 
They may be (a) clean, i.e. unaccompanied by bills of lading or 
other documents, or (b) documentary, i.e. having attached to 
them the bill of lading, insurance policy, and (sometimes) other 
documents relating to the shipment against which the bill is 
drawn. In the latter case the documents are a collateral 
seemity for payment of the biU, If the drawers of a docu- 
mentary bill are considered to be “first class,” the documents 
are usually released on their accepting the bill. A very large 
part of the world’s mternational trade is financed by means 
of such bills. 

Post Office Money Orders {Telegraphic and Post). — ^These are 
principally used for the remittance of small sums by private 
persons. 

Foreign Bank Notes. — ^These can usually bo purchased at a 
money changer’s, and are remitted by post. 

QoU. — Gold com and bar gold are final forms of international 
remittance when other forms have been exhausted. Durmg the 
first fifteen months of the Great War the British Government 
transferred to the United States many millions of pounds in gold 
in order to redress the unfavourable rate of exchange between 
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Great Britain and the United States. Later it utilised other 
means for that purpose, one of which is mentioned in the next 
paragraph. 

Securities. — Stocks, shares, and bonds enjoying an international 
market are sometimes sent from one centre to another for sale 
as a means of remittance. They are, however, in ordinary times, 
an uncertain method of discharging international indebtedness, 
owing to the great fluctuations in market prices to winch they 
are subject, and the cost of insurance. During the war the British 
Government acquired control of many millions of pounds’ worth of 
United States and Canadian securities held by British investors, 
and utilised them to correct the exchange between Great Britain 
and the United States, which, owmg to the enormous purchases 
of war material from the United States by Great Britam, acting 
both for herself and her allies, had become extremely unfavourable 
to Great Britain. 

Stable and Unstable Exchanges. — ^Ik'om a book-keeping stand- 
point, the monetary systems of the world can be divided into 
two classes, viz. those which are comparatively stable, and those 
which are not. Absolute stability, even if a universal monetary 
unit could be devised and adopted, is rendered impossible by the 
law of supply and demand. Even the most stable foreign currency 
units, such as the dollar, the franc, and the mark, constantly fluc- 
tuate to a small extent in their sterling equivalents. Some measure 
of variation is inevitable if, as usually is the case, the amounts due 
for remittance at any particular point of time between two countries 
are greater on the one side than on the other; but, in countries 
possessing currency systems known as stable, the variations in the 
rate of exchange move, in normal times, withm somewhat narrow 
and fairly well-defined limits round a definite point, called the 
Par of Exchange, whereas, in countries which do not posisess a 
stable exchange, they may, and frequently do, fluctuate widely. 
Countries in which commerce is most widely developed possess, as 
a general rule, stable rates of exchange, since business enterprise 
demands a stable money unit as a basis to work upon, and merchants 
and capitalists are naturally shy of dealing with a country the 
currency of which is liable to violent fluctuations in value. 

The Gold Standard. — Durmg the hundred years preceding the 
Great War the purchasing value of gold maintained a high degree 
of stability, while the purchasing power of silver fell by more than 
50 %. Experience of the instability of the value of silver has led 
the great commercial nations of the world to adopt gold as their 
currency standard, and, for convenience and to prevent fraud, to 
com it into pieces of a definite weight and fineness. Consequent 
upon a happy accident rather than as a calculated policy, England 
adopted the gold standard in 1816, and the principal nations 
of the world have, one by one, foUbwed her example. Under 
stress of war expenditure, most of the great Continental nations 
turned from gold standards to depreciated paper currencies, but 
almost all have now, owing to the necessities of trade reverted to a 
gold basis (not necessarily the pre-war gold basis). 
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Countries that have adopted a gold standard do, from 
motives of economy and popular convenience, employ a subsidiary 
currency, composed of banknotes and silver, bronze or nickel 
token coins, but the subsidiary currency is of domestic concern 
only, and it owes its arbitrary value in internal exchange solely 
to the law of the land. The subsidiary currency plays no part 
in external exchanges, which are all conducted and settled on a 
basis of gold, except where the countries trading together have 
adopted silver as their standard. In England, the Ihnited States, 
and less widely in Erance and Germany, the practice of making 
payments by means of cheques, which are not cashed in gold, but 
paid into banlcs and offset against other cheques at the Bankers’ 
Clearing Houses, also effects great economy in the use of gold. So, 
too, does the Bill of Exchange, which is collected in the same way 
as the cheque. The great expense entailed by the use of gold 
as an exchange medium makes it imperative that strict economy 
should be observed in its use. At the present time, gold has 
practically disappeared as an internal medium of exchange, its 
place being taken by paper money. 

Effect of War on the Exchanges. — The conditions arising from 
the war caused almost all the principal rates of exchange to lose 
their stability, and to develop an incalculable capacity of variation. 
The causes of these fluctuations were: — 

(1) The European belligerents — to a greater or loss degree — 
checked or suspended the encashment of their banlaiotes in gold, 
and gold shipments from those countries were made impossible 
without Government sanction. Concurrently, the Continental 
nations added heavy additional issues of banknotes to their 
internal circulations to pay the armies and the millions engaged 
on war work. 

(2) The mutual exchange of commodities between belligerent 
nations was suspended. 

(3) The ordinary course of trade and trade indebtedness 
between those nations remaining in commercial intercourse was 
disturbed, (a) Vast purchases of war material were made by 
belligerents from the United States and other countries at a time 
when it was impossible for the belligerents to maintain the usual 
articles of export at their pre-war standard of volume, let alone 
to expand the exports to such an extent as to keep pace with 
their colossal purchases from abroad. Much of the war material 
exported by Great Britain to her allies was advanced by way of 
loan, whereas Great Britain’s own purchases of raw, and partially, 
or wholly manufactured, material were, in the earlier stages of 
the war, largely paid for in cash or by the export of dollar 
investments. (6) "The depletion of the agricultural portion of the 
belligerent populations to meet the exigencies of war, and the 
diminished harvests of the great wheat and corn-producing areas 
of the world, created great competition for the reduced surplus 
amongst the belligerents and those countries having access to 
the sea, and forced up the price of staple food-stuffs and raw 
produce. These factors tended both to make belligerent nations 
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debtor nations and to render it difiELcult for them to discharge the 
balances due. 

As a result of these and other adverse conditions, the exchange 
quotations of European belligerent countries gradually fell to an 
extent previously beyond the power of conjecture. But as already 
remarked they have now been stabilised at or below the old exchange 
parity. 


• Gbneeal Methods oe Tkbatmemt. 

There are three methods of recording transactions with foreign 
branches ; — 

(1) Assume for book-keeping purposes that a stated sum in 
foreign currency is the exact equivalent of a stated sum in 
sterling, as, for example, that |4:.86| = £1. This method is 
employed when the rate of exchange is stable. 

(2) Allow the home books and the foreign branch books to 
run independently from one balancing period to another, and, 
when the figures are combined, convert the items in the foreign 
Trial Balance into sterling at equitable rates, varying with the 
nature of the items and the circumstances in which they arose, 
This method is employed when the rate of exchange is unstable. 

(3) Although the exchange be a fluctuating one, assume an 
artificial parity as in (1), and make the periodical adjustments 
in the books necessary to coiTect the excess or defect in the 
valuations arising from the assumption. 

(1) Stable Exchanges. 

Mint Par of Exchange.— When dealing with a foreign country 
possessing a stable exchange, the book-keeping of both the British 
office and the foreign branch is based on the fact that the fine 
gold in the standard gold coin of the foreign country bears a 
definite ratio to the fine gold in the sovereign, which is the British 
standard gold coin. TMs ratio is determined by the currency 
laws of the respective countries. By British currency law, a 
sovereign must contain 7-988 grammes, or 123-274 grains, of 
gold eleven-twelfths fine. By French currency law, the nominal 
gold content of the franc is now laid down as 66.6 milligrammes, 
nine-tenths fine United States currency law enacts that a 
110 gold piece shall contain 268 grains of gold nine-tenths fine; 
and German currency law says that 69| twenty-mark gold pieces 
should be coined from 500 grammes of gold nine-tenths fine. A 
simple arithmetical sum gives the following equivalents. — 

£1 = 124-213 gold francs = 4- 866gold dollars = 20-429 gold marks. 

This ratio is called the Mini Par of Eaxliange, or Exchange 
Parity, and it cannot alter so long as the currency laws of the 
four countries remain as above. If, then, it were the practice 
to settle international debts by remitting gold coins, the debts 
would always be settled on the basis of the Mint Par rate. It 
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makes no difference that the gold coins may be a little below the 
weight and fineness prescribed by the laws, since, bj'’ those laws, 
the coins must be taJren in the particular country of issue as being 
of that weight and fineness. Seeing, however, that the cost of 
shippmg and insuring the gold would have to be borne by the 
remitter, the Tiet rale of exchange, allowing for these costs, would 
be less advantageous to the remitter than the mint par rate of 
exchange. 

Current Rate of Exchange.— International indebtedness is not, 
however, normally settled by remitting gold coins, but by buying 
and remitting bills of exchange, which represent the multitudinous 
exchanges of commodities and services of which commerce consists. 
Hence if, taking Ikance and the United Kingdom as examples, 
London has at a particular time more money to receive from Paris 
than Paris from London, the French demand for bills of exchange 
payable in London will outstrip the supply of bills drawn by 
French merchants on London and discounted in Paris. Thus 
the banlrs themselves will be called upon to remedy the deficiency 
by drawing bills against the balances held by them in London, 
and for this service they will exact then normal remuneration. 
Hence the price of bills payable in London will rise, and the IVenoh 
remitter will have to give slightly more francs for the pound 
sterling than the mint par rate. Conversely, if Paris had to 
receive more money from London than London from Paris, the 
redundant supply of bills drawn on London would cause the price 
to fall, and the French remitter would give slightly less francs 
per pound sterbng than the mint par. If, however, choumstances 
could be imagined when, at a particular moment, the amount to 
be remitted by Paris to London exactly equalled the amount to 
be received from London by Paris, then the equilibrium would 
result in the price of bills — Paris on London and London on 
Paris— closely approximating to the mint par rate. This is a 
very simple illustration that will serve the purpose here intended, 
but the student must remember that many other elements, obscure 
to all but those who have studied the subject intimately, enter 
into exchange fluctuations, besides the simple exchange of goods 
and services between one country and another. 

Gold or Specie Points. — ^We have seen that it is always possible, 
in normal times, to ship gold from one country to another, and 
the shipment of gold, allowing for the cost of freight and insurance, 
realises a definite net rate of exchange. In normal times 
bar gold (obtained by cashing banlmotes at the Bank of 
England), or gold bought in the bullion market, if shipped from 
London to Paris, ’will realise a net rate of exchange in Paris of 
about £1 = Fes. 123 • 93, and bar gold Pari ; to London a net 
rate in London of Fes. 124 '55 = £1. Similarly, bar gold shipped 
from London to New York will realise a net rate of £1 — |4-85, 
and bar gold New York to London |4-88 = £1; bar gold 
London to Berlin would realise £1 = Mks. 20.33, and gold marks 
Berlin to London Mks. 20.52 = £1. These net rates of exchange 
ore approximate only, since the factor determmmg the rate is the 
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cost of freight and insui’ance, which varies with the shipper’s 
power of bargaming; but under the best conditions the exchange 
would be effected at round about the figures quoted. Now no 
French remitter would be willmg to pay more than Fes. 124.56 = £1 
for a bill of exchange on London when it is open to him to send 
gold and realise that rate; neither would any British remitter 
pay more than £1 per Fes. 123,93 expressed in a bill of exchange, 
when he can send gold and obtain Fes. 123.93 per £1. Thus the 
rates £1 = Fes. 124,66 and £1 = Fes. 123.93 mark the approximate 
limits of rise and fall in the normal current rate of exchange 
between Paris and London. In other words, when the current 
rate on London as quoted in Paris is as high as Pcs. 124.56 = £1, 
and the current rate on Paris as quoted in London is as low as 
£1 = Fes. 123.93, then the French and the British remitters begin 
to think of sendmg gold rather than buying and remitting bills 
of exchange. This is the theory of the matter, but theories do 
not always harmonise with practice. Governments can by their 
arbitrary actions interfere with the free play of consequence, and 
in an important matter like the movement of gold they do interfere. 
When the British Government in September 1931 prohibited the 
free export of gold, the English pound fell in a few days to a value 
representing little more than three-quarters of its Mint par exchange 
value in terms of dollars and francs; this event providing a striking 
illustration of what may happen when settlement by means of gold 
cannot be effected . Normally, however, these limits aretliepointswhen 
gold movements will begin to take place between the centres named, 
the gold gaining points from the British point of view being 
£1 = Fes. 124.65 = |4.88 = Mlis. 20 62, and the gold losing 
pomts, also from the British point of view, being £1 = Fos. 123.93 
= !54.85 = Mks. 20 33. Approximately, then, the extreme range 
of fluctnation in the current rate of exchange between any two 
gold standard countries docs not in normal times exceed twice the 
cost of remitting gold fiom the one centre to the other. 

Before the post-war reorganisation of the currencies, gold 
movements were almost everywhere restricted and depreciated 
paper currencies replaced the gold standard in most of the 
European belligerent nations, with the consequence that the 
currencies in many cases became worthless and business could not 
be transacted in them. 

The Ratio Usually Adopted. — It is usual, in the case of a stable 
exchange country, to adopt the par of exchange, or the nearest 
round figure to it, as the fixed conversion rate for all inter-house 
transactions, and thus obviate the futile labour that would be in- 
volved in working out every transaction between the head and 
branch offices at the actual rate ruling when each took place. 

Mode of Procedure. — ^The foreign branch will keep both its 
own and its Head Office Account in local currency, and provide, 
memorandum columns on either side of the latter account for 
the sterling equivalent of each item therein, converted at the rate 
adopted. The British office will keep its accounts in sterling, 
and make similar provision for the insertion on both sides of the 
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Foreign Branch Account of the foreign equivalent of each item 
appearing therein. Thus the Branch Account in the Head Office 
Ledger, and the Head Office Account in the Branch Lodger, will 
be exact counterparts of each other, both as regards their sterling 
and their local currency columns, and if the Branch Trial Balance 
as a whole is converted into sterling at the agreed rate of exchange, 
it can he amalgamated with the Head Office Trial Balance m 
exactly the same way as would he followed if the branch were 
a home and not a foreign one. The employment of 'a fixed rate 
of exchange lints the books at home kept in sterling with the 
BERNE OFFICE ACCOUNT 
(In London Ledger.) 

(Note . — Mint Par for Swiss? francs is £1 = Fos. 25.2216. Fixed rate 
assumed, £1 == Fes. 26,] 




books abroad kept in local currency, and the harmony of the two 
sets of books (allowing for mere matters of arithmetic) is complete. 

Moreover, any balance in the Foreign Branch books can be 
transferred to the Head Office books, through the reciprocal 
account kept between the two houses, always, of course, at the 
agreed rate of exchange Thus, when the Foreign Branch has 
ascertained its profits, it can transfer them, in local currency, to 
the credit of the Head Office Account, and the Head Office can 
pass an entry through its own books, at the agreed rate of 
exchange, for the sterlmg equivalent of the profit, debiting the 
Branch, and crediting its own General Profit and Loss Account. 
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On p. 932 appear examples of (a) the Berne Of&ce Account 
kept m the books of a London firm, and (b) the corresponding 
London Office Account kept in the hooks of the Berne Branch, 
showing the reciprocal character of the accounts. The exchange 
is assumed to be stable at Fes. 26 to the £. 

Profit or Loss on Exchange Account. — Since the harmony of 
the Home and Foreign books proceeds from the conversion of 
all mter-house transactions at the one invariable rate of exchange, 
it follows that any transactions effected at rates other than the 
rate adopted must nevertheless be put through the reciprocal 
account at the adopted and not at the actual rate, and that the 
difference between the two rates must be written off to a Frafit or 
Loss on Exchange Account, or Difference in Exchange Account. 

Thus, a London house, working on the fixed rate £1 = Fes. 25, 
remits Fes. 100,000 to its Berne office, at the rate of £1 = Fes 26 23|-, 
costing £3,962 10s. It must therefore debit its Berne office 
with Fes. 100,000 at £1 = Fes 25 = £4,000, and credit the 
difference of £37 6s. to Profit and Loss on Exchange Account. 
Similarly, if the Berne office remits London £2,000 at the rate of 
£1 = Fos. 26.16, costing Fos. 50,320, it must either debit London 
with £2,000 = at the fixed rate, Fes. 60,000, and write off the 
difference of Fes. 320 to Profit and Loss on Exchange Account, 
or, alternatively, it must debit London with the sterling equivalent 
of Fos. 60,320 at £1 = Fes. 26 = £2,012 16s , and London must, 
when responding to the entry, debit £12 16s. to Profit and Loss on 
Exchange Account being the difference between the sterling 
equivalent and £2,000. 

Balance of Profit and Loss on Exchange Account. — ^When 
disposing of the balance standing to the credit of Profit and Loss 
on Exchange Account, it is wiser to carry it forward as a reserve 
against future exchange differences and fluctuations, or for the 
purpose of rectifying any under- or over-valuation of assets that 
may arise from exchange fluctuations, than to treat it as an actual 
profit. The balance of such an account can hardly be said to be 
a true profit, since it arises from the arbitrary assumption of a 
fixed rate of exchange, neither is it of the nature of trade income, 
unless, indeed, exchange dealing be the busmess carried on by 
the undertaking. A debit balance should be written off at once 

The example on pp. 934^6 illustrates the principles explained 
above in reference to a country possessing a stable exchange. 

2. FLtroTiJATrNG Exchanges. 

When a business house has a branch or branches in a country 
whose monetary unit fluctuates in its sterling value, the home 
office is, in addition to being subject to the ordinary vicissitudes 
connected with the problem of earning a local trading profit, 
always faced with uncertainty as to the extent to which the local 
profit, when earned, will be affected by exchange relations between 
the two countries. 

Ordinary Book-keeping Principles Apply.— In the main, the 









FOREIGN EXCHANGE 


935 


NEW YORK TRIAL BALANCE, DECEMBER 31, 19... 

(After preparing Trading and Profit and Loss Accounts and the conversion 
thereof into sterling at fixed rate of 49T\d.) 
Be On Be Ce 



LONDON TRADING ACCOUNT FOR THE YEAR ENDED 
DECEMBER 31, 19.. 
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BALANCE SHEET AS AT DECEMBBK 31, 19... 



ordinary routine of intor-house book-keeping applies, whether the 
Parent House and its Branch are located in the same, or in dijfferent 
countries ; or, if the Branch is a foreign one, whether the local 
currency is stable or unstable. The Parent House keeps its books 
in sterling, and treats its Branch as a debtor for all remittances in 
money or kind, and the Branch keeps its accounts in the currency 
of its domicile, i.e. either in sterling, or a stable or fluctuating 
foreign currency, and treats the Head Office as a creditor for all 
credits or remittances received. 

It has been shown above that where the exchange between two 
countries is stable a fixed conversion rate is used and the Branch 
and Head Office books form the two halves of a single set of books 
connected throngbout the year by means of the reciprocal accounts. 

But rrhen the local currency of the foreign branch is unstable, 
the Head Office and Branch boolrs must, for the most part, be kept 
independently, and they cannot be combined with the Head Office 
boolm for the purpose of preparing accounts of the whole under- 
taking until they have been subjected to revision in the light of 
exchange values 

Exchange and Economic Development, — As previously re- 
marked, a stable monetary unit indicates high national economic 
development. Hence the pre-war currency systems of most European 
nations were based upon gold. Where that basis is maintained 
effectively, the exchange fluctuates, normally, only to a small 
extent. The same remark applies to the United States and to 
Canada, and to most of the extra-European colonics and depen- 
dencies of stable-exchange countries. In China, and in some 
other Asiatic countries, the basis of exchange is silver, an unstable 
medium. In several South and Central American states the 
monetary basis of exchange is silver, or paper, the latter being 
either depreciated, or inconvertible, or both. In countries with a 
depreciated currency, trade, instead of offering reasonably certain 
rewards to those who engage in it, is apt to degenerate into a 
mere gamble in exchange. There can be no certainty of contract 
between seller and buyer unless the seller is assured that he will 
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receive from liis buyer purchasing power equal to the price of the 
goods he has sold. Hence business is discouraged. 

Remittances Account. — It has already been mentioned that 
the British Head Office, in all cases, opens a Ledger account for 
each foreign branch, to which remittances to or from each branch 
are either debited or credited as the case may require. But, when 
dealmg with fluctuating currencies, it is preferable to record 
remittances in a subsidiary Remittances Account, in order to relieve 
the main Branch Account of the detail of the remittances. If this 
method is adopted, all remittances will, in the first place, be 
posted to the Remittanoes Account, and the total of that account 
will subsequently be transferred to the Branch Account proper. 
Both Remittances and Branch Accounts will be provided with 
currency and sterling columns, and the exact amount of curi-ency 
will be placed against each item The debit balance appearing 
in the Branch Account in the Head Office books will, m these 
circumstances, represent the amount invested by the Head Office 
in the Branch business, and any profits that may be made by the 
Branch the return on the mvestment. 

Book-keeping by the Branch. — ^The foreign branch will conduct 
its book-keeping independently throughout, in local currency. 
Like the Head Office, it will open a Remittances Account, and also 
a Head Office Account, keeping both in sterling and currency. 
Allowing for the differences in dates, these accounts will be exact 
counterparts of the Head Office accounts. At the end of a trading 
period, the accounts must be reconciled by allomng for items in 
course of transit, as already explamed in connection with Branch 
and Head Office Accounts in general 

Conversion of Foreign Branch Account. — ^When the reciprocal 
Head Office and Branch Accounts have been reconciled as explained 
above, the Foreign Branch Trial Balance in local currency must 
be converted by the Head Office into a sterlmg Trial Balance, 
and, when that is done, it can be incorporated with the Head 
Office Trial Balance, and thus form a combined statement for the 
whole undertaking. But the Foreign Trial Balance cannot be 
converted into sterling at one fixed rate, as it could if the exchange 
were stable. Each item must be considered on its merits, and 
be converted at such a rate of exchange as, m the circumstances, 
is most equitable. Consequently, the Foreign Trial Balance, when 
converted, will not show equal debit and credit sterling totals. 
The two sides are bound to disagree, and to effect the necessary 
agreement, when all the items have been converted into sterling, 
the difference between the two sides must be inserted as either 
a profit or a loss on exchange. 

Rules for Conversion. — ^The rules for converting the various 
items in the Foreign Trial Balance are as follows • — ■ 

(1) Fixed assets must be valued at the rate which ruled at the 
time of their purchase, or when funds were specially remitted to 
pay for them. 
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The reason for this is that the assets are acquired for permanent 
use by the Foreign Branch, and once the rate is determined it 
should, in ordmary circumstances, remain unaltered. 

Additims to fixed assets made during the trading period, and 
also long term mortgages, or other fixed habihties, should be con- 
verted on the same principle. Capital expenditure, spread over a 
period, may be converted en bloc at the average rate ruling for the 
period. 

In many cases the fixed asset accounts themselves are trans- 
ferred from the Branch to the Head Office books, through the 
reciprocal accounts. In that case they no longer find a place in 
the Foreign Trial Balance. Frequently this is a wise proceeding, 
since it permits questions of depreciation to be dealt with con- 
veniently. The transfer must be made on the prmciples men- 
tioned above. It must he imderstood that any depreciation which 
it may be necessary to make is a separate matter, and must be 
treated separately. If the depreciation is on a percentage basis, 
and the asset accounts are kept in the Branch books, the rate 
of conversion for the depreciation must be the same as that 
employed for the asset itself. 

(2) Floating assets and liabilities, held or incurred for realisa- 
tion, or payment in ready money, must be conveited at the rate 
ruling on the last day of each trading period, fust as though they 
had actually been realist or paid at that date. 

(3) Profit and Loss balances, or the single balance of the Profit 
and Loss Account, where that alone is shown, should be converted 
at rates closely approximate to those ruling when the profits or 
losses arose. 

In practice, the average rate for the period is usually employed, 
for conversion of the Profit and Loss balance, on the assumption 
that profits or losses have accrued equally throughout the period. 
The average rate is obtained by addmg together the rates for, 
say, the firsts of the months comprised in the period, and dividing 
the total by the number of firsts. 

(4) Bemittances detailed in the Bemittances Account and 
transferred, in total, to (he Head Office and Branch Accounts 
respectively, and the balances of the Head Office and Branch 
Accounts respectively, must be bi'ought in at the actual rates at 
which they were made. 

The sterling Trial Balance resulting from these various con- 
versions will, as already remarked, fail to agree until it has been 
adjusted by debitmg or crediting the difference as profit or loss 
on exchange as the case may require. But since the profit or loss 
on exchange arises mainly in connection with the circulating assets 
and liabilities, it is essential, if a loss has occurred, to charge it 
against current revenue, or against any reserve brought forward 
for the purpose; and although, if a profit on exchange is shown, 
it is doubtless permissible to carry it to the credit of current 
revenue, it is more prudent to place it to the credit of a Reserve 
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duplicates of its Cash Boot, Purchases, Sales, and other journals. 
Ihe keeping of a duplicate Foreign Ledger by the Head Office 
aSords a ready means of controlling the Branch, but it must be 
kept complete and up to date, and wholly in currency, as it would 
be by the Branch itself. It ranks only as a memorandum ledger, 


RIO DE JANEIRO TRIAL BALANCE AT DECEMBER 31, 19.., 
CONVERTED INTO STERLING. 



Note .-The publishorl Balance Sheet state tlie basis of valuation of fixed assets and 
other details to complj’ with the Companies Act, laSiO 

and forms no part of the Head Office accounting system. Such 
a ledger can he kept for any Branch, no matter what the local 
exchange conditions may be. 

3, PnircTirATmo Exchange assumed to be Stable, 

In some cases it is convenient, even though the exchange is 
unstable, to assume a fixed rate, and to conduct the book-keeping 
on that assumption, in the way akeady described as applicable 
to a stable exchange. This method does not always give such 
exact results as would be obtained by treating the foreign currency 
for what it is, viz. unstable, but provided periodical revaluations 
are made, should the actual exchange rate greatly differ from 
the rate assumed it furnishes in many cases a fair working 
result. ® 
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By this method all transfers of funds or credits between the 
Head and the Branch Offices are passed through the Remittances 
Account in the Head Office books at the fixed rate adopted, any 
diffej’ence between the adopted and the actual cost or proceeds of 
any particular ite'm being debited or credited as the case may 
require to Profit or Loss on Exchange Account. The balance 
of the latter account needs specially conservative treatment. 

Treatment of Balance of Profit and Loss on Exchange Account. — 
Reference should be made as far as possible to the particular 
transactions between the Head Office and Branch which gave 
rise to the nominal profit or loss on exchange and the latter 
should be apportioned over the transactions. Eor example, 
nominal profit on exchange arising from remittances abroad to 
pay for the goods traded in or to meet ordinary workmg expenses, 
should be added to the gross or net trading profit remitted from 
the Branch at the end of the trading period ; or, alternatively, 
applied to the reduction of the debits winch appear in the Trading 
or Profit and Loss Account. Similarly, if the profit arises from 
remittances to defray capital expenditure, it should go to reduce 
such expenditure, and must not be used m relief of revenue items. 
Nominal losses on exchange need like, but converse, treatment. 
Conomrently, the general course of the exchange must be watched, 
and the fixed rate adopted for book-keeping purposes revised in 
case of need. 

Branch Ledger at Head Office. — ^When, in dealing with an 
unstable exchange, the adoption of a fixed rate is justified, it is 
often possible, % keeping at the Head Office a local currency 
Ledger for Branch transactions, to relieve the local manager from 
the necessity of keepmg and sending to the Head Office anything 
more elaborate than monthly cash and store returns, and similar 
simple statements. This is frequently an advantage, as, e.g.,.in 
the case of some mining and plantation companies, whei’o there 
is no proper book-keepmg staff at the local office. The Branch 
Ledger in local currency kept at the Head Office replaces the 
Ledger which the local office would otherwise have to keep. The 
method of amalgamating the Head Office Ledgers at balancing 
times follows the lines already laid down, the only difference being 
the domicile of the book. 

In mine accounts the statements sent must show clearly the 
apportionment, as between cun’cnt revenue and capital expenditure, 
of the cash and stores disbursed. In the case of stores, the return 
should take the form of a monthly debit and credit summary 
showing the stores received and issued, and this must be duly 
balanced and supported by detailed lists of the stores issued. 

Plantation returns should give full details of the cash payments 
made and stores issued, and show which of them relate to the crop 
account for the period and which to capital expenditure. 

The following forms (see pp. 942-3) illustrate the cash and stores 
accounts of a mine, the book-keeping in connection with which is 
done in London, on the basis of an assumed fixed rate of exchange. 
Plantation statements are sometimes drawn up on similar lines. 
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Beanch Capital Expenditure— Bluctfating Cueeency. 

When the parent undertaking is engaged in constructing fixed 
assets in a country where the currency fluctuates violently, it is 
often essential to keep the capital expenditure accounts in the 
home books and in sterling, and to transfer all such expenditure 
from the Branch to the Head Office books at short periodical 
intervals. In this way the Branch books are relieved of capital 
assets which, to a considerable extent, are protected from exchange 
fluctuations. The only balances then remaining on the Branch 
books are those representmg floating assets and liabilities, all of 
which, with the possible exception of the Materials Stock Account, 
are properly subject to the course of the exchange. 

This plan necessitates no very special book-keeping features. 
A Capital Expenditure Account should be kept in local currency 
in the local books, to which all capital expenditure, cash or materials 
should be debited. Memorandum columns can be added to the 
account for inserting either the actual exchange rate, or the sterling 
figure at the correct rate, for each item, or both. 

At the end of the fixed interval, e.g. a month, the total debit 
shown in local currency on the Foreign Branch’s Capital Expendi- 
ture Account should be converted, either at the actual rates used 
for its component items, or at the average of those rates, and 
transferred from that account to the debit of Head Office Account 
A detailed statement of the total debit should be sent to the Head 
Office for incorporation in its books, by means of a corresponding 
credit entry in the Branch Account and a debit to the Capital 
Expenditure Account. 

All conversions, including the charging back of Capital 
Expenditure, should be effected at rates as closely approximate 
as possible to the actual rates experienced, i.e. either at the actual 
rate or the averaged rate for the period. This will involve, as 
provided for above, keeping notes of the actual exchange rates 
experienced. 

Local Stores Account in Sterling. — ^It is sometimes found useful 
to insert against each item in the Stores and Materials Account, 
kept in the local currency ledger, its sterling equivalent Stores 
can then be issued on the basis of sterling cost, and the monthly 
sterlmg total to be debited to the Head Office is easily determined. 
The sterlmg figures are then the governmg figures of the Stores 
Account, although the currency figures are necessarily employed 
to prepare the general Trial Balance of the Branch Currency 
Ledger. Each receipt or purchase of stores is debited in sterling 
and in currency, the conversion rate being the rate at the time 
of purchase. Each issue of stores, whether for local revenue 
expenditure or for capital expenditure on behalf of the Head 
Office, is credited at its sterlmg cost, the local currency figures 
inserted bemg the equivalent of that cost at the rate of exchange 
on the day of issue. The sterlmg equivalent of stores issued for 
local revenue purposes is of no interest apart from the Stores 
Account, and such items find their way to the local Profit and 
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Loss Account in currency only. When balancing the Stores 
Account, the sterling balance m the memorandum columns should 
be inserted and extended to the om-rcncy columns at the rate ruling 
on the last day of the period covered by the account. The sterling 
columns will thus agree, but the currency columns will show a 
difference on one side or the other, which must be written off, in 
currency only, to the debit or the credit of Head OfiSco Account, 
and thus eliminated. The Head Ofi&ce will respond to the entry 
in currency only, and since the currency columns of the Head 
Office books are only of statistical interest, the disappearance of 
the difference is of no consequence. 

The above principles are illustrated by the subjoined example • 
Illttsirahon . — The Chilian Construction Company supplies water to a 
local town on a small scale, and is also constructing works for a large- 
scale supply. 

From the following partioulais show the Stores Account (on a sterling 
basis), and the Head Offloe and Capital Expend! tme Accounts, for the 
first quarter of 19. . . Capital Expenditure (including Stoics used thereon) 
is transferred to the Head Office books at the close of each month at the 
average rate of the month. 

19... 

January 1st, Balance due to Head Office £3,000 860,000. 

Stores received from Head Office : — 

January 1st, per s.s. Ic/iongo . . , . £100, rate lOd. per $. 

February 14th, per s.s. Oamaru . . . £200, rate lOd. per §. 

March 6th, per s.s Ohenganga . . . . £187 10s. rate 9d. per $. 

Stores bought locally : — 

January ISth $600 at rate lid. per $. 

Bemittance from Head Office : — 

Per Bank of Chile, March 1st .. .. £1,000, exchange is. per 8, 


Month. 

lOd. per 8 . . . . January 

lOd. per 8 . . . • February 

Is. per 8 March 

Stores used for Bevenue Purposes 


disbursed lor 
ConstrucUon Wages. 
89,600 
87,200 
84,000 


Sterling Value of 
Stores used on 
Construction. 


£60 

£200 


January £10 

Bate of exchange, March 31, 19.., Is. per $• 

Convert the Stores used and the Construction Expenditure at the 
average monthly rates. 

Write off the currency difference on the Stores Account to the Head 
Office Account, [For solution see p. 946.] 


Dual Cubrency Systems. 


In a few countries two forms of money are in circulation, or, 
at any rate, in book-keeping use ; one a gold imit of stable exchange 
value, the other a silver unit, or depreciated pape,r, possessing, 
in some cases, a reduced but fixed gold conversion value. In 
Argentina, e.g ,_a gold doUar (peso) worth 3s. ll|d. has circulated 
side by side with depreciated paper dollars worth Is. 8|d., the 
one currency being nominally exchangeable for the other at a 
Government Cash Conversion Office at the rate of 2-2727 to one. 
These somewhat exceptional conditions have arisen from a plan 
to stabilise a depreciated paper currency on a lessened gold basis. 
At present, only the “paper” peso is in circulation, and, in practice, 
61 
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all transactions are recorded only in the “ paper ” peso. For 
external transactions it is necessary to convert the gold value at 
the fixed rate. 

La conditions like these it is necessary for book-keeping purposes 
to distinguish between gold and paper transactions, and, if transac- 
tions take place indiflerontly in either currency, it may be necessary 
to employ two separate sets of books, one for gold and one for 
paper dollars. The problem then is the quite ordinary one, 
already elucidated, of keeping m harmony a set of books in a 
stable currency and another set m a different and, possibly, an 
unstable currency, the only variation being that the two sets of 
books will relate to different sets of transactions by the same 
office, instead of by two different offices wide apart. 

On page 947 is the Profit and Loss Account and Balance 
Sheet of the Argentine National Bank prepared on dual currency 
lines. The figures in the two sets of money columns (gold and 
paper) represent entirely different sots of transactions, assets, and 
liabilities. 

Capital Expenditure and similar accoimts are sometimes 
stabilised by keeping them in a separate set of Branch books in 
stable exchange currency, quite apart from the ordinary system 
of book-keeping in local currency. The employment of separate 
sets of books in different monetary units for the different sections 
of the business follows the lines already laid down, and involves 
no new principles. But this method entails additional labour, 
which in many cases can be avoided, since adequately stable 
figures relating to capital expenditure can be arrived at by adding 
sterling memorandum columns in the local currency books, in the 
manner already explained. 
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EXAMINATION QUESTIONS. 

1. What do you understand by “ exchange ” as between countries t 
Explain why the rate of exchange between two countries fluctuates from 
day to day. (Chartered Aecounlants.) 

2. Describe briefly how international trade dealings are settled. (Royal 
Society Arts ) 

3. Briefly describe the influence which causes fluctuations in the rate of 
exchange between two countries. (Royal Society Arts ) 

4. H E. . Bichardson & Co., of London, desiie to remit £396 Ss. 6d. to 
Hokoashi & Co., of Kobe, Japan. Describe throe different methods of 
effecting the remittance which are open to Bichardson & Co. (Royal Society 
Arts.) 

5. Briefly explain the expression “par of exchange.” (Royal Society 
Arts.) 

6. “ Buy high, sell low ; the better the bill, the lower the rate.” Explain 
the meaning of this maxim in foreign exchanges. (Chartered Accountants.) 

'}. Explain the mutual relations of the rates of discount ruling in any 
two given monetary centres and the rates of exchange between such centres. 
(Chartered Institute Secretaries,) 

8. In certain circumstances, rates ot exchange all over the world have been 
subject to violent fluctuations Explain a system whereby the comparison 
of the Annual Trading Account figures may be preserved and the item “ Loss 
in Exchange ” eliminated (Incorporated Accountants ) 

9. What is the “ mint par of exchange ” ? Explain why it varies from 
the actual rate of exchange from time to time. (Chartered Accountants.) 

10. Explain the term " gold point ” (Royal Society Arts.) 

11. In March, 19. , the lollowing were quotations in London of various 
foreign exchanges, state the meaning and the value of £100 storhng in 
each case: Bans, 123 91; Borne, 92.82, Buenos Ayres, 38 Calcutta, 
l.SijJ; Now York, 4,86|. (Chartered Accountants.) 

10. What is a “ Dual Currency ” system ? What modifloations in account- 
ing does it involve ? 

13. How would you treat Foreign Branch Accounts in the following 
oases . (1) Where the rate of exchange is stable ; (2) Where the rate of 
exchange is fluctuating ? Explain on what basis you would incorporate 
the accounts of the Foreign Branch in the Hoad Office books, taking France 
as an example of a stable rate and Brazil as an example of a fluctuating one. 
(Chartered Accountants.) 

14. Messrs. Pemet Duoher & Co., Ltd., London, have a branch office 
in a South American Bepubho, where the exchange fluctuations are con- 
siderable. The books of the Branch are kept in local currency only, and, 
at the close of each financial year, a Trial Balance, Profit and Loss Account 
and Balance Sheet are sent to the London office. 

Briefly describe how you would amalgamate the Branch figures with 
those of the Head Office. 

At what rates would you convert (1) the Profit and Loss Account balance ; 
(2) the Floating Assets ; (3) the Fixed Assets ; and (4) Remittances from 
London. (London Chamber Commerce.) 

15, Clarke, Ellis & Co. are a London firm, whose chief business is in 
England. They have, however, a considerable business with South American 
buyers, and invoice goods to them in local currency and accept payment 
by bills m the same currency. How would you record the South American 
transactions in the books of the finn ? (Royal Society Arts.) 

16, An English company owns a lea plantation m Ceylon All the tea 
produced is shipped to a London firm of tea brokers, who duly furnish 
account sales and remit proceeds to the London office of the company. 
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The accounts of the detailed expenditure in Ceylon are kept in Indian currency 
and are sent to the Head Office in London monthly. The Account Sales 
and the account of the remittances to Ceylon are kept in sterling. 

What method would you adopt for dealing with the two ourrenoiea 
employed when writing up the Head Office books ? {London Chamber 
Gonnnerae.) 

17. The Tmacotah Rubber Plantations, Ltd., own a rubber estate in the 
East. Practically all the expenditure is local, and is made in cash The 
rubber harvested is sent to Hamburg for sale by auction, the net proceeds 
being remitted to London. The local currency fluctuates considerably. 

You are required to outline briefly the system of bookdceepmg you 
would advise the company to employ, and to explain how you would deal 
with the questions of currency and exchange. (Royal Society Arts.) 

18. A London company, ownmg a mine in India, receives monthly cash 
statements, in Indian onrrenoy, from its local manager. 

How would you pass these returns into the company’s books and effect 
the necessary conversion mto sterling ? 

Illustrate your answer by means of rulings of the book or books you 
would suggest, and enter therein six imaginary transactions. (London Chamber 
Commerce.) 

19. When preparing the aimual accounts of a London firm, having 
branches m New York and Brussels, state generally how you would deal 
in the London books with the balances appearing in the Branch Ledgers, 
and also how the question of the rate of exchange would aftect the year’s 
results, (Chartered Accountants.) 

20. A merchant in Now York remits 12,900 florins to Amsterdam by way 
of London and Paris, paying } % brokerage at each of these places. Bind 
in dollars the total cost of the remittance. Exchange. New York on 
London, S4.86| for £1; London on Paris, £1 for Eos. 124; Paris on 
Amsterdam, 9 68 florins for Eos. 100. (Chartered Institute Seoretanea.) 

21. Abel Chatonay, of London, purchased 1,000 yards of silk at Eos. 12 
per yard from M. de Somme, of Lyons, and accepted a bill at two months 
for the amount of the invoice. The sale was recorded in A. Ohatenay’s 
books at Fes. 124 per £, Cliatenay’s bankers met the hill in due course, 
the rate of exchange being then Fes 124.06 per £. 

Show the entries in A. Chatenay’s books. (Royal Society Arts.) 

22. Grive the unit currency employed by (a) France, (6) United States 
of America, (c) Italy, (d) Russia, and (e) Japan. [Ohaitered Accountants.) 

23. A merchant m Hong-Kong has a correspondent in Calcutta, on whom 
ho draws for Rs. 3,676, and he remits the draft to London, where it reahses 
at the rate of Is. 6Jd. per rupee. With what amount will he be credited 
in London, and what will the biU have cost him in dollars at the rate of 
Rs. 207 for $100? (Ohaitered Accountants) 

24. Give the equivalents in sterling of $14,246 64 at 4 b. 2d. and 
Rs. 27,894.12.8 at Is. 6d. (Chartered Accountants.) 

25. Give the cost of bills on Hong-Kong $10,260.60 at la. Id. and Calcutta 
Rs. 74,316.8.8 at Is 5Jd. (Charter^ Accountants.) 

26. Having purchased from Pans to the amount of Fca. 26,000, and, 
in order to remit, I buy a bill on Pans at Eos. 123.85 to the £. What is the 
amount of my remittance? What is my profit or loss? (Incorpoi ated 
Accountants.) 

27. A firm in London owns a business in Russia, and receives from the 
local manager a monthly statement of the transactions in Russian currency. 
How would you give eftoct to these transactions m the London books? 
Give rulings and three imaginary entries. (The nominal value of a 
Russian rouble == 100 kopecks is 2s.) (Central Association Accountants ) 

28. A and B, carrying on business in London, had estabhshed a branch 
in Now York on January 1, 1913, sending over Stock and Cash to the value 
of £1,000 as working capital. In the London books this appeared as 
“Capital, New York, £1,000.” The equivalent in the New York books 
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was $‘l 875 Profits were made in New York aa follows : 19X3, *2,762.43 ; 
1914, *3,419 40; 1910, 34,300.16. As on December 31, 1916, the Branch 
was sold, the purchasers paying $10,000 for the goodwill, and taking over 
assets and liabilities at book figures. They remitted the full amount by 
draft (the exchange being $4.76 J), and this had come to baud before the 
London accounts were closed for 1915. By arrangement, no New Yoi'Ii 
profits had previously been brought into Oie London boolcs. A and B, 
sharing profits five-eighths and three -eighths, make the necessary Journal 
entry in the London books to explain and close the transaction, as far as 
possible, as on December 31, 1916. {Chartered Accountants.) 

29. Black & Co. having to remit Rs. 25,000 to Bombay, ascertain that 
the Comptori d’Escompte will sell bills at Is. 6|d. and Chartered Bank of 
India at Is OJd. Show the sterling cost by both ways and the saving by 
remitting through the Chartered Bank. {Chartered Accountants.) 

30. The International Produce Company, Ltd., sold to Dumas Preres, 
of Pans, goods to the value of £1,000 on November 1, 19.., which were 
Invoiced in francs at the rate of 123.86. 

On Pebruary 1st the company received from Dumas Preres a draft, 
on the Credit Lyonnais in payment of the above invoice, less 6 % discount. 

This draft was paid in to the Company’s Banlvors, the Anglo-Poreign 
Banking Company, Ltd., which in due course, on Pebruary 6th, credited 
the Company’s account with the proceeds at the current rate of exchange, 
VIZ 123.90. 

Make the entries in the Produce Company’s books recording the above 
transactions, and show the loss or gain in exchange. 

In the case of a Company such as the above, whose deaUngs were prin- 
cipally with Prance and Belgium, what would you suggest as to the best 
method of keeping the accounts, the transactions with the above countries 
being m ourrenoyf {Chartered Accountants.) 

31. Sebire Pr6res, Pans, remit to Brown & Co., London, a cheque for 
Pcs 4,910, in full settlement of an account of £40 Brown & Co.’s bankers 
credit them, at the exchange of Pcs. 124, with £39 11s. lid 

Set out the entry in Brown & Co.’s Cash Book; also their Ledger account 
with Sobire Preres. {Chartered Accountants.) 

82. The return of the Imperial Bank of Russia for the week ending 
March 21st shows the following changes as compared with the previous 
account ; — 



Total. 

Increase. 

Decrease 

Notes in Reserve 

Boubles. 

101,624,000 

Iloubles 

Eoubles, 

2,303,000 

Cash (Gold and Silver) and Gold 
in Reserve 

1,668,381,000 

2,430,000 


Gold in Reserve Abroad . . 

226,028,000 


6,927,000 

Circulation Authorised Note Issue 

1,725,000,000 

TJnoh 

anged 

Tieasury Deposits 

479,992,000 


13,416,000 


Pind in respect of each item to three decimal places the increase of 
decrease per cent. {Chartered Institute Secretaiies.) 

33. If a company for the purpose of trading with India remits part of 
its funds to India when the exchange is at par, say Is. 6d. per rupee, and tho 
exchange falls to Is. 6d. per rupee, is it the duty of the auditor to see that 
the assets m rupees are valued at the lower rate of exchange ’ {Chartered 
Accountants ) 

34. In preparing the Balance Sheet of a Bank having foreign branches, 
at what rates should the currency figures of the Balance Sheet and Profit 
and Loss Account be converted into sterbng in the case (a) of a Branch m 
Prance; (6) of a Branch in Brazil? How would you deal with any difiorence 
arising on conversion? {Chartered Accountants.) 
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35. You are auditing the accounts of a Liverpool merchant, with branch 
houses m New York, Valparaiso, and Lima, and owning freehold premises 
in each of those places, debited in the books of such branches respectively. 
The balance of assets over liabilities at each branch is translated at the 
rate of exchange ruling at the date on which the balance is taken, and 
treated as an asset in the Balance Sheet of the firm. Can you pass these 
entries 1 If not, state fully what adjustments would, m your opinion, be 
necessary. (Chartered Accountants.) 

36. A limited company, ownmg a Branch in a country where the exchange 
is subject to constant fluctuation, has converted the Trial Balance of the 
local boolcs mto sterling at the rate ruling on December 31, 19. .—the date 
of the Trial Balance — and incorporated the figures thus arrived at in the 
Head Office books. The Trial Balance consisted of the balance of the local 
Profit and Loss Account, Buildings, Plant, Stock, Cash, and Sundry Debtors 
and Creditors. 

As auditor to the company, do you approve of this ? (Chartered Ac- 
countants.) 

37. A London firm of merchants, with a Branch in Calcutta, ask you 
to audit their books. On attending at the office of the firm, you find that 
a separate set of books is kept for the Calcutta Branch in which every 
transaction is converted from currency mto sterling at a fixed rate of 
exchange, say Rs. 13J to the £ Your clients ask you whether this pro- 
cedure is necessary, and, if not, how the labour entailed can be economised. 
What advice shorild you ofier f (Charter^ Accountants.) 

88. At what rates of exchange would you convert the following classes of 
balances, in the Trial Balance of the Brazilian Branch of a British limited 
company, for incorporation m the London books of the company at the 
end of a financial year ? Give a reason for your answer in each case. 
(a) Fixed Assets ; (b) Floating Assets and Current Liabilities ; (o) Profit 
and Loss balance ; (d) Remittances (Chartered Accountants.) 

39. A limited company, whose Head Office is in London, owns a tobacco 
plantation in British North Borneo. The tobacco crop is sold annually in 
Amsterdam by public tender. The plantation expenditure is met by bills 
drawn on the Head Office and discounted in local currency at Singapore. 

As auditor to the company, you are asked to advise as to the basis upon 
which the accounts between London and Borneo should be kept at the Head 
Olfioa in order to obtain accurate results and to enable you to carry out 
an efficient audit. 

Submit a brief report to the directors embodying your reply to the above 
request. (Chartered Accountants.) 

40. You are auditor of a company trading in Buenos Ayres. You doubt 
whether loss on exchange is properly provided for. How will you find 
out f (Chartered Accountants.) 

41. A. BROWN & CO., LONDON AND RIO DE JANEIRO, 
BIO DE JANEIRO TRIAL BALANCE, DECEMBER 31st. 

Db. 

Milreis 

Freehold Land and Buildings (at January 1st) . . 260,000 

Freehold Land and Buildings (additions dining year) 1 1,000 
Stock of Goods on hand (December 3l3t) . . 32,032 

Sundry Debtors . , . . . .... 160,640 

Sundry Creditors . . .... 

Bills Receivable 48,196 

Investment : Milreis 60,000 State of Amazonas 

Internal 6 % Bonds, bought at 90 . . 46,000 

Cash at London & Brazilian Bank 49,632 

Profit and Loss Account (balance, December Slst) . 

Head Office Account (balance, January 1st) . 

Remittance Account (£10,000 remitted to London) 160,000 


^Cb. 


96,656 


60,672 

699,472 


Ms. 756,800 Ms 756,800 
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From the above information prepare the Trial Balance for incorporation 
with that proparad from tho London books. 

The Freehold Land and Builchngs are to be converted at the rate ruling 
when the assets were purchased (16Jd per milreis), and the additions at 
the average rate ruling for tho year (ISJd.). The rate ruling at the close of 
the year was 15d. Tho Investment was bought as a permanent investment, 
and is to be treated as having been bought at a tune when the rate 
ruling was 1 6d. The equivalent of the Head OlHoe Account balance 
(Ms. 699,472 000) as shown by the London books is £37,469 123. 7d. 

48. Prepare from the following figures a detailed statement, in a concise 
form, showing that the Burplus assets abroad would bo sufficient to provide 
for the excess liabilities (including Capital) in England : — 


Creditors 

Debtors 

Bills Receivable , . . . 

Bills Payable 

Investments 

Shipments 

Stock 

Reserves 

Share Capital . . 

Profit 

Payments in Advance . . 

Properties 

Advances to Natives . . 


Bngland 

Mexico 

£ B d 

1,075 2 10 
120,080 10 10 
13,822 10 4 
17,128 10 6 
60,220 18 6 
14,964 0 8 
70,426 16 11 
440 14 6 
100.000 0 0 

150.000 0 0 
3,867 13 10 

444 4 4 

220.000 0 0 

lo“400.76 
36,888 54 
16,052.12 

2,000 00 
6,641.02 
160,072.26 
2,000.00 

7,420.90 

12,000.00 


Burma 


Ila a p. 
1,35,990 14 6 
7,88,900 12 0 

1,97,886 12 2 

3.76.000 16 10 
4,350 14 2 

30,000 0 0 
1,06,989 10 0 
6,46,763 4 8 

1.60.000 0 0 


85,275 2 0 
1,66,000 0 0 
3,48,000 0 0 


The dollar to be converted at 2s. and the rupee at Is. 4d. (16 annas 
t= 1 rupee, 12 pies = 1 anna). (Chartered Accountants.) 

43. The Chemical Supply Company, Ltd , London, has branches at 
Calcutta and Bombay The nominal Capital of tho Company is £20,000, 
divided into 10,000 Ordinary and 10,000 Preference Share, of £1 each. 

The aooounts of the Indian branches are audited by a firm of chartered 
accountants, who supplied the following Balance Sheets as on Juno 30, 1 9. . •.~- 


Liabilities. Assets. 



Calcutta 

Bombay. 


Calcutta j 

Bombay 

London Office . . 
Creditors 

Bad Debts Reserve 
Bombay Branch 
Profit for the year 

Biipees 

130,305 

700 

2,560 

1,950 

12,280 

Eupecs 

67,110 

1,780 

1,400 

8,275 

Stock .. .. 

Debtors 

Fittings and Fm.’- 
niture 

Calcutta Branch 

Formation Ex- 

penses 

Cash m hand and 
at Bank . . 

Rupoea 1 
104,680 1 
40,830 j 

0,350 

2,026 

Bupeea 

63,266 

4,300 

950 

1,950 

1,260 

6,860 


153,785 

78,565 

Rs. 

163,786 

78,666 


For the purposes of conversion, the rupee may be taken at la. 4d. 

The Head Office Trial Balance on June 30, 19.., was as follows: — 
Credit Balances : Sales, £7,776 ; Bad Debts, £97 ; Preference Share 
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Capital, £6,000 ; Sundry Creditors, £6,635 ; Commiaaion Earned, £30 ; 
Ordinary Share Capital, £6,600 , Bills Payable, £1,980. 

Debit Balances . Purchases, £6,160 , Freight Duty and Export Charges, 
£166 ; Wages and Salaries, £255 ; Trade Expenses, £60 ; Formation 
Expenses, £940 ; Postages, Telegrams, and Telephone, £56 ; Calcutta 
Branch, £9,387 ; Directors’ Fees, £260 ; Cash in hand and at Bank, £660 ; 
Profit and Loss Account balance, June 30th, £2,860 ; Stock, June 30th, 
£40 ; Rent and Kates, £30 ; Stationery and Advertising, £76 ; Bank 
Interest and Charges, £22 ; Furniture and Fittings, £31 , Bills Receivable, 
£46 j Bombay Branch, £4,474 ; Commission Paid, £127 ; Sundry Debtors, 
£ 1 , 020 . 

On June 30th following the London Stock was £150 and-the Stock of 
Stationery £45. 

Cash in transit from Calcutta, £300. 

Reserve £170 for Commission Earned, and £120 for Bad Debts. 

The Calcutta manager is entitled to a commission on the surplus profits 
of the Company in eadi year, after paying the Preference Share dividends, 
of £10 in re.speot of each 1 % earned on the Ordinary Share Capital 

Prepare Trading and Profit and Loss Accounts for the year ended 
June 30th, and Balance Sheet as on that date. {Chartered Accountants.) 

44. From the following Trial Balances prepare the Balance Sheet of the 
South American Produce Company, Ltd., as at March 31at : — 

South Amhbioan Books. 


Milreis Milreis. 

Sundry Debtors 166,000 

Sundry Creditors 60,600 

London Office Account (£9,812 10s. 6d.) .. .. 164,206 

Cash at Bank 12,040 

Furniture (pm-chased April 1st, previotis year) . . 3,216 

Stock 118,060 

Profit and Loss Account, Net Profit for the year 73,600 


Ms. 288,306 Ms. 288.306 

Loudon Books. 

£ B. d. 

Share Capital, 5,000 shares at £6 each (£3 

paid up) 

South American Account (remittonces at 

actual rates) 9,812 10 6 

Cash at Bank 8,476 1 7 

Profit and Loss Account, balance at April Ist 

£18,287 12 0 £18,287 12 0 

Rate at April 1st, Is. 4d. per milreis. Average rate. Is. 3Jd per milreis. 
Bate at March 31st, following. Is. 3d. per milreis. {Central Association 
Accountants.) 

46. From the following Trial Balances prepare the Balance Sheet of the 
San Paulo Trading Syndicate, Ltd., as at June 30Lh. 

SANTOS TRIAL BALANCE, JUNE 30th. 


Db. Cr 

ffllreis. Milrda 


Sundry Debtors ... 68, 600 

Bills Payable ] 7 qqq 

Furniture and Fittings, balance at December 31st, last 2,000 


Profit and Loss Account balance, being Net Profit ’ 
for the half-year ended June 30th .... 14 OOO 

London Office Account (£7,767 3s. 9d.) 124’o00 


Ms. 166,000 Ms. 165,000 


£ s. d. 
16,000 0 0 

3,287 12 0 
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LONDON TBIAL BALANCE, JUNE 30th. 

Db. 


f B. d. 


Sh&re Capital issued ; 10,000 £1 Shares, 16s. 

per share paid 

Cash at Bank 

Santos Office Account, Ms. 124,000 at actual 

remittance rates 

Profit and Loss Account, balance brought 
forward from last year 


85 0 11 
7,767 3 9 


Ob. 

3 £ s. d. 
7,600 0 0 


3S2 4 8 


£7,862 4 8 £7,862 4 8 


Current' rate of exchange, December 31st, 16d per milreis. Current 
rate of exchange, Juno 30th, 16Jd. per milreis. Average rate for first 
half of year, 16d. per milreis. 

Eurniture and Fixtures on hand at December 31st were bought at 
16d. per milreis ; the additions during tho first half of year were bought 
at 16d. per milreis. 

46. From tho subjoined Trial Balances, extracted from books kept 
respectively at the London and Berne offices of Beville & Co., Ltd., prepare 
the combined Balance Sheet of the undertaking as on December 31st. A 
fixed rate of exchange of Fos. 26.20 to the £ is employed m the business. 
REVILLE & CO., LIMITED. 

LONDON (HEAD OFFICE) TRIAL BALANCE, DECEMBER 31st 


Share Capital . . . . . . 

Stock of Goods on hand (December 31st) . . 

Sundry Debtors 

Sundry Creditors 

Freehold Premises 

Furniture, Fittings, and Fixtures 

Bills Receivable 

Cash at Bank . . . . . .... 

Cash in hand 

Beme Branch Aooount (Fos 42,800 at 26.20) 
Profit and Loss Account (London), Net 
Profit for year 


£16,021 2 4 £16,021 2 4 


10,000 

4,991 


BERNE BRANCH TRIAL BALANCE, 


Sundry Debtors 

Sundry Creditors 

Stock of Goods on hand (December 31st) . . . . 

Furniture, Fittings and Fixtures 

Bills Receivable 

Cash at Bank 

Insurance paid in advance (proportion imexpired) 

Cash in hand 

London Offloe Accoimt (remittances received) 
Profit and Loss Account balance, being Net 
Profit for the year 


DECEMBER SlsT. 


12,600 00 
2,000 00 
4,600.00 
13,097.60 
98.00 


42,800.00 

4,121.66 


Fes 74,921.56 Pcs. 74,921.56 


4'? Rates of exchange quoted in London on September 25, 19 , were. 

New York, 4.85J; Paris, 123.90. Berlin, 20.50. Explain the meaning of these 
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rates and calculate what would be the value of the franc and the mark, 
respectively, in American money on that day, to three places of decimals. 
(Chartered Accountants.) 

48. W. P. & Co., Ltd , whose registered office is in London, have a Branch 
of their business in Pans. Both the London and Paris houses prepare their 
own Balance Sheets, and the following figures represent the Balance Sheets 
of the tw'o houses on December 31st. You are requested to combine the 
two accounts. 


A fixed rate of exchange of Pcs. 124 = £1 is used in the business. 
LONDOU balance' SHEET, DECEMBER 31, ID... 


Share Capital 26,000 

Creditors 600 

Bank 6,000 

Paris Branch Account . , 12,500 

Profit and Loss Account 2,496 


Premises 
Debtors 
Eumiture . . 
Bills . . . 

Cash in hand 
Stock on hand 


£45,496 


£45,495 


PARIS BALANCE SHEET. 


Creditors 326,'o00?do 

Profit and Loss Ac- 
count .. .. 3,876.00 


Debtors 

Eurniture, etc 

Cash in hand 
London Office Account 
Stock 


8,600.60 

1,600.00 

126.26 

314,000.00 

6,260.26 


Fes. 329,376.00 


(Incorporated Aooountamts.) 

49. When auditing the books of a London firm with a Branch in India 
you find, amongst the firm’s papers, the Trial Balance set out hereimder i— 

W. A. RICHARDSON & CO. LIMITED. 


CALCUTTA TRIAL BALANCE, DECEMBER 31st. 


liupeea. 

Cash at Bank of India 16,120 

Stock on hand ; • 29,030 

Sundry Debtors 164,312 

Bills Receivable 29,814 

Freehold Land and Buildmga .. 16,000 

Plant and Machinery 44,092 

Sundry Creditors 

Head Office Account . . 


Profit and Loss Accoimt (balance net profit for year) 


Eupees, 


187,920 

61,410 


Rs. 299,368 Rs. 299,368 

How should you proceed to satisfy yourself that these figures had been 
correctly incorporated in the Head Office books ? (Chartered Accountants.) 

60. A firm of London merchants _ received a Trial Balance from their 
Branch abroad — where the exchange is liable to considerable fluctuations — 
and incorporated the items m the London books at the rate of exchange 
ruling as on the date of the Trial Balance (December 31st). The Trial 
Balance contained the followmg items : Premises, Plant, Sundry Creditors, 
Sundry Debtors, Stock, Cash m hand, London Office Account, and Profit 
and Loss Account. 

Do you approve of the above proceeding ? If not, how w'ould you deal 
with the Branch Trial Balance in the London books ? (Royal Society Arts ) 

61. A limited company, the registered office of which is in London, has 
a Share Capital of £100,000, aU issued and fully paid. It has a house in 
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Paris, and has in Hamburg a house which is a branch of the Paris house. 
The following are the Balance Sheet figures for the respective places on 
June 30th Iasi : — 


London. 

Share Capital, 10,000 Shares of £10 each 100,000 


Creditors (including Bills Payable, matur- 
ing July 31st, £31,667 9s. 6d ) . . . . 37,893 

Eeaerve for Bad Debts and Discounts 

(London, Pans, and Hamburg) . . . . 21,250 

Beserve FuniJ . . . 26,000 

London, Pans, and Hamburg Banking 

Company (advances on Bills per contra) 26,697 

Profit and Loss forward from last yeai . . 1,260 

Profit and Loss half-year June 30 . . 3,509 

London House Balance — 

Paris House Balance — 


Paris Hamburg. 

Pranoj Mark 

62,076 50,620 


106,025 81,660 

3,125,000 — 

— 1,200,000 


£214,609 F 3,293,100 M.l, 332,180 


Cash 69 •' 676 

Stock 728 600,300 

Debtors 296 1,213,160 

Furniture, Fittings, eto 626 20,300 

London, Paris, and Hamburg Banking 
Company — 

Current Account 2,370 62,776 

Deposit Account 30,000 — 

Bills Receivable in hand 620 — 

Bills Receivable deposited with London, 

Paris, and Hamburg Bankmg Company 

against advances (per oontro) . , . 30,000 — 

Investments 25,000 — 

Paris House Balance 126,000 — 

Hamburg House Balance — 1,500,000 


860 

470,660 

808,120 

26,020 


£214,609 F.3,293,i00 M. 1,332, 180 


Taking the Paris figures at Fes. 124.10 to the £, and the Hamburg figures 
at Mks. 20.40 to the £, draw up a Balance Sheet for submission to a meeting 
of the shareholders. {Chartered Accountants ) 

62. Black & White, of London, general merchants, have a Branch in 
Pans which is carried on quite independently of the London offloe. 

On December Slat the Paris Branch Trial Balance was aa follows • — 

Francs. Franca 


Head Office 130,000 

Remittances to Head Office 80,000 

Furniture, Fixtures, and Fittings 10,000 

Sundry Debtors 30,000 

Sundry Creditors 10,000 

Stock, January 1st . . . . . . . . . . . 25,000 

Purchases 90,000 

Sales 176,000 

Salaries and Wages 10,000 

Duty on Purchases • • 16,000 

Rent, Rates, and Taxes 7,600 

Trade Expenses 20,000 

Discounts • • 4,600 

Cosh in hand 3,000 

Cash at Bank 20,000 


Foa. 316,000 Fob. 315,000 
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Stock at January 1st, Fes. 27.000. 

Write ofi 10% depreciation from Furniture, Fixtures, and Fittings 
For convenience, conversion vas made at the rate of Fos. 124=f 1. 

The Trial Balance of the Head OfHce on the same date was as follows: — 


Paris Branch S,150 

Remittances from Paris . .... 3,190 

Furniture, Fixtures, and Fittings (Hoad Office) . . . . 1,600 

Sundry Debtors and Creditors 8,000 7,000 

Trading Aoooimt, balance 2,310 

Stock, December 31st BiBSO 

Cash in hand 300 

Cash at Bank 2,000 

Black’s Capital ' 8,000 

White’s Capital 2,000 


£22,500 £22,600 

Make out the accounts of the Pans Branch and incorporate them in the 
Head Office books. Divide the net profit three -fourths to Black and one- 
fourth to 'White, {(fhartered Accountants.) 

53. Explain the term “ Foreign Exchange,” and interpret the meaning of 
the following quotations: Pans, cheques, 123.76; Amsterdam, sight, 10.80; 
New York, cable transfers, 4 84 {Ohartered Accountants.) 

54. A company, of which you are auditor, has a Branch in New York. 
All the accounts relating to the Branch are kept there, and are audited by 
New York accountants, who transmit yearly accounts to the Head Office 
in England, where they are incorporated with the English accounts. 

The American Branch is merely a selling branch, and the assets consist 
of Land and Braidings, Fixtures and Fittings, Stook-in-Trade (consisting of 
goods sent from England, which are invoiced at a fixed rate), and Sundry 
Debtors. 

How should the American accounts bo incorporated in the English 
books? {Ohartered Accountants.) 

56. Tire S A. Company, Ltd., on English company, carries out opera- 
tions in South America, where collections are made and remitted at the 
end of each month by demand draft, payable in London. In the London 
books dollars are always converted into sterling at the rate of $5 to the £ 
In the six months ended December 31st they received the following 
drafts: July 22nd, $3,263 83, reahsing £670 3s. 9d. ; August 16th, 
$2,912.71, roolismg £699 6s. 6d.; September 18th, $1,478,02, realising 
£302 17s. 6d.; October 24th, $4,106.17, realising £842 19s ; November 14th, 
$2,433.66, realising £496 13s. 3d.| December 20th, $2,889 29, reahsing 
£688 9s. 

Set out the entries which would appear in the Company’s Cash Book in 
London, and say how you would deal with the “difference in exchange” 
when preparing the accounts for the half-year. {Chartered Accountants.) 

68. Convert the following sums into the currency of the respective 
countries, showing your workings- Italy, £9,782 4s. lOd. at 92.86; 
Argentine, £490 8s. 2d. at 60J India, £3,600 at Is. 6|d.; Brazil, 
£16,814 10s. 6d. at 12J-. {Ohartered Accountants.) 

67. Child Brothers, of London, havo a Paris house. All transactions 
between the houses are recorded on a basis of a fixed exchange of Fes. 124 
to the £. 

AU profits and losses on exchange are shown in the London books. 

From the following particulars make out the Paris Office and Exchange 
Profit and Loss Accounts, bringing down the balances in them at 
January 31st: January 1st, Balance due from Pans to London, 
Fes. 60,000 = £2,000. January 10th, London remitted Fes. 26,000 to Paris 
at exchange 124.10. Jonuary 15th, London sold to Paris goods invoiced 
at £124 January 16th, London remitted Fes. 10,000 to Pans at exchange 
124 16. January 26th, London received from Paris a cheque for £1,000 
bought by Paris at exchange 123.96 = Fos 123,950 00 
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68. Kay & Co., London, have a Paris branch to which they supply goods 
for sale The book-keeping of the business is worked on a fixed exchange 
of Fes 124 to the £, all profits and losses on exchange being recorded in the 
London books. 

On February 14th the Loudon office sent to the Paris Branch goods 
invoiced at f 1,000. The Paris Branch on February 16th remitted to London 
a cheque for £1,000 drawn by the Societe G4n6rale, Paris, on the Society 
Generals, London, for which Pans had paid, at the rate of the day. 
Fes. 124,963.00. ^ 

(а) Show the entries in the London books for these transactions. 

(б) Show the entries that would be made in the London books if a fixed 
exchange of Fos. 124 21 to the £ were used in the business instead of an 
exchange of Pcs. 124 to the £. 

69. Bramisohewig & Co., Ltd., have a Head Office in London and a. 
Branch at Berlin. A fixed exchange of Mks. 20 to the £ is used in the 
business. From the following Trial Balances prepare the combined Balance 
Sheet of the company at December 31st. The balance on Exchange 
Profit Account is to bo carried forward on that account as a reserve against 
exchange fluctuations. 

BERLIN TRIAL BALANCE, DECEMBER 31sr. 

Db. Cb. 


.UarKS. Marks. 

Stock of Goods on hand 46,060 

Cash in hand and at Bank 13,076 

Sundry Creditors 24,100 

Sundry Debtors . . 9,200 

London Offloe (£1,779 6s. at 20) 36,685 

Furniture, Fixtures, and Fittings 3,600 

Net Profit for Year ended December 31st .. .. 12,160 


Mks. 71,835 Mlcs. 71,836 


LONDON TRIAL BALANCE, DECEMBER 
Db. 


Cash at Bank and in hand 228 14 

Stock 2,029 16 

Sundry Debtors 4,124 1 

Sundry Creditors 

Share Capital Issued (4,000 £1 Shares fully 
paid, 2,000 £1 shares 10s. paid) 

Debentures 

Berlm Offloe (Mks. 36,686 at 20) 1,779 6 

Leasehold Premises 1,000 0 

Loan from Bank* 

Profit and Loss Acoount, Balance at January 1st 619 10 
Profit and Loss Account, Net Profit for 1913 


31st. 

Cb 

d. £ s. d. 
0 
8 
2 

489 16 8 

6,000 0 0 

3.000 0 0 

0 

0 

1.000 0 0 

8 

111 12 9 

80 4 1 


£9,681 13 6 £9,681 13 6 


60. The London and Berlin Coiporation has a Head Office in London 
and a Branch at Berlin. London remits money to Berlin periodically 
through the Deutsche Bank at the rate of the day. Exchange transactions 
between the houses are, for book-keeping purposes, put through at a fixed 
exchange of Mks. 20 = £1. 

At January 1, Berlin stood on the London books as a debtor for 
Mks. 100,000 = £6,000, and London was shown as a creditor in Berlin for 
a like amount. Exchange Profit and Loss Acoount showed no balance. 

London made the following remittances to Berlin during January i 
January 6th, Mks. 30,000 at rate of the day (Mks. 20.37); January 16th, 

* Secured on uncalled capital and leasehold premises 
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Mks. 10,000 at rate of the day (Mks. 20.36) ; January 25th, Mks. 10,000 at 
rate of the day (Mks. 20.35). 

Show the Berlin Office and Exchange Profit or Loss Aooomits on the 
London books at January 26th. 

61. A London firm with a Branch at New York uses a fixed exchange 
of 49id. per dollar in its book-keeping. On January 1st the New York 
house draws a sight bill on the London house for $5,000 for payment at 
the chectue rate ruling on its presentation. The bill was paid on January 8th 
at the rate of the day (49|d.). On January 8th the London office received 
by cable transfer through the American Bank £1,027 6s. lid., being the 
cable equivalent of ®6,000 remitted by its New York office to 'cover payment 
of the bill. All exchange profits and losses are shown on the London books. 
Show these transactions in the London books. 

62. Messrs Wray & Co. have an office in Paris and another in London. 
An exchange rate of Pcs. 124 to the f is adopted. Prom the following 
particulars construct the London Office Account in the books of the Pans 
office and the Pans Office Account in the books of the London firm, balancing 
them at March 31: January 1st, Balance due to London by Paris, 
Pcs. 200,000; January lOlh, Goods sold by London to Pans, Pcs, 27,600; 
January 20th, Goods sold by London to Paris, Pcs. 47,600; February 10th, 
Goods returned by Pans to London, Pcs. 2,600 ; March 6th, Cash remitted 
from London to Pans, Pcs. 40,000 (Note. — Actual cost of remittance for 
Pcs. 40,000 was, at 124.10 the rate of the day, £322 6s. 6d.); March 20th, 
Goods sold by London to Pans, Pcs. 17.626; March 26th, floods sold by 
London to Paris, Pcs. 500. 

I 83. Veale Brothers have an office in London and a Branch at Dresden. 
Prom the following particulars show the account of the Dresden office in 
the London books. A fixed rate of exchange of Mks. 20 to the £ is used 
for book-keeping purposes. Balance the account at March 31st. 

January 1st, Balance due from Dresden office to London, 
Mks. 10,000 , February 8th, Goods sold by London to Dresden, Mks. 6,060 ; 
March 3rd, Goods sold by Dresden to London, Mks. 1,226 ; March 4th, Cash 
paid by Dresden to Strosser & Co. on account of London, Mks. 346 ; 
March 18th, Cash remitted by London to Dresden, at actual rate of the 
day (Mks. 20 41), Mks. 1,000 , March 26th, Goods sold by London to 
Dresden, £1,600 ; March 26th, Cash remitted by Dresden to London, 
£73 9s. at 20.42i, Mks. 1,600. 

All exchange profits and losses are taken on to London’s books. 

64. Bray & Co., of London, have a Branch at Bio de Janeiro. The 
following IS the Bio Trial Balance at September 30th. Convert it into 
sterling for the purpose of incorporation with the London office books. 

Dn. 

Milreis. 

Sundry Debtors 36,000 

Sundry Creditors . . . 

Stock . . 24,000 

Land and Buildings 20,000 

Brazilian Government Bonds, deposited with 

Government as security for contracts . . . . 6,000 

Bills Beceivable 26,000 

Furniture and Fixtures 20,000 

Profit and Loss Account, Net Profits for year ended 

September 30th 

London Office Account (at 15d.), £5,062 10s. 

M s. 131,00 0 Ms. 131,000 

Notes — The Land and Buildings and Furniture and Fixtures were 
bought when the milreis was worth 16d. The Government bonds are held 
as a permanent investment, and were bought when the rate was 16d. The 
rate at September 30th may bo taken to be 13d., and the average rate 
for the year 14d. per milreis. 
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65. B’rom the following Trial Balances prepare the Balance Sheet of the 
Anglo -Swiss Machinery Supply Company, which carries on business in 
London and at its agency in Pans A hxed rate of exchange of Fos. 25 to 
the £ IS used in the book-keeping, and the profit on exchange shown is to 
be carried forward as a reserve against exchange fluctuations. 


SWISS AGENCY TMAL BALANCE, DECEMBER 31tr. 


Cash at Bank 

Sundry Debtors 

Sundry Creditors .... ... 

Stock on hand 

Furniture and Fixtures 

London Office 

Profit and Loss Account, Net Profit for year 


De. Cb. 


4,UU0 

26,050 

20,750 

3,000 


8,500, 

35,000 

10,250 


LONDON OFFICE TRIAL BALANCE, DECEMBER 31si. 


Share Capital, 8,000 £1 Shares 

Cash at Bank 

Sundry Debtors 

Sundry Creditors 

Profit and Loss Account — 

Balance from Inst year 

London Net Piofits for year 

Swiss Agency Account, Fos. 36,000 at 25.00 

Exchange Account 

Stock of Goods on hand 

Furniture and Fixtures 

Goodwill . . 

Bills Payable 


De. 

£ ad. 

1,121 4 9 
3,246 13 2 


1,400 0 0 

3,101 14 1 
422 9 8 

3,000 0 0 


1,772 14 0 

151 2 2 
1,016 2 2 

65 2 2 


£12,292 0 8 


£12,292 0 S 


66. The Trial Balance of the London ofHoe books 
Company is as follows on December Slst i — 


De. 
£ s. 

Estate Purchase . . . 3,000 0 

Estate Development 8,000 0 

Estate Produce Stock, January 1st , . . 600 0 

Cash at Bank, London . . . . . . 800 0 

Estate Manager, January 1st 600 0 

Remittance to Estate Manager . . . 1,000 0 

London Office Expenses 400 0 

Share Capital 

Creditors 

Profit and Loss Balance 


of the A Rubber 


Ge. 

d. £ s. d 

0 
0 
0 
0 
8 
0 
0 

12,000 0 0 
1,900 0 0 
400 0 S 


£14,300 0 8 


62 



962 


ACCOUNTING 


After taking out the above balances, the accounts to December 31st 
are received from the estate manager as follows (the dollar to be taken at 
2s. 4d.) 

Db. Ob. 
Dollars. Dollars 


Balance, January 1st . . . . . 4,286 

Remittance from London 8,600 

Rebates 131 

Sale of Produce 2,000 

Profit on Rico ... , 249 

Expenditure on Development 9,000 

Expenditure on Purchase of New Land 2,800 

Expenditure on Upkeep of Estate 1,648 

Balance carried forward .. .. .. .. .. .. .. 1,820 


$15,266 $15,206 


The produce unsold at December 31st was valued by the manager at 
$6,600. 

You are required to construct the Revenue Account and Balance Sheet 
for presentation to the shareholders. (Chartered Accountants,) 

67. The Empresa Sdveftea Company is an English company owning a single 
stern-wheeled steamer running on the River Magdalena in Colombia. Prom 
the following particulars make out the Company’s Balance Sheet at 
December 31st, exchange rates being the same as in the preceding 
question. The Company’s office in Colombia is at Barranquilla. 


LONDON TRIAL BALANCE, DECEMBER 31st. 

Db. On. 

£ £ 

Share Capital 6,000 

Steamship Helvetica, cost . . . . 4,600 

Cash at Bank 50 

Barranquilla Office (Pesos 226,000 at exchange 

10,000) 450 

£6,000 £5.000 


BARRANQUILLA TRIAL BALANCE, DECEMBER SlsT. 

Db. Ck. 

Pesos Pesos 

226,000 
126,750 

100,000 
61,750 
200,000 

Pesos 351,760 351,750 


68. Jacob Heal, of London, has an importing business at Cartagena, 
in the Republic of Colombia, and an office in London. He makes his final 
accounts out in sterhng The followmg are his London and Cartagena 
Trial Balances : — 


London Office 
Net Profits for year 
Cash at Bank 

Stores 

Sundry Debtors .. 
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LONDON TRIAL BALANCE, DECEMBER 313t. 


Cash 

Cartagena Office (Pesos 1,800,000 at excliance 

10,000%) ^ 

Stock . . 

Capital .... 

Reserve for Exchange Pluctuationa 

Creditors" 


Db. 

£ 

500 

3,600 

500 


Cb. 

£ 


1,000 

1,600 

2,000 


£4,600 


£4,600 


CARTAGENA TRIAL BALANCE, DECEMBER 31st. 


Db. 


Cash 19,600 

Stock 650,000 

Sundry Debtors ... . . 075,000 

Office Premises . . . 240,000 

Not Profit for 1909 


iNot rront tor luuu 

London Office (Pesos 1,800,000 at exchange 
10,000 = £3,600) 


84,600 

1,800,000 


Pesos 1,884,500 


1,884,600 


At the period of this question the Colombian dollar was a depreciated 
paper unit fluctuating considerably, and worth in sterling monoy about a 
farthing Exchange rates were quoted in the number of Colombian pesos 
obtainable for £20 sterling (or $100 U S gold) ; thus exchange 13,000 
means that 13,000 Colombian pesos wore the equivalent of £20 sterling 
The rates of exchange to be used in working the question are to be taken 
as being • (a) Bate at which remittances for £3,000 woro originally made, 
10,000 (pesos per £20 sterling) ; (6) rate at December 31st, 13,000 ; (o) rate 
at time oIHoe promises acquired, 12,000 ; (d) average rate for 1909, 10,5C2J^. 

Write off loss on exchange against the Reserve for Exchange Fluctuations 
Account. 

69. James Rivalera started business as an importer of merchandise having 
an office at San Francisco, XT.S A , and a Branch at Corinto, in the Republic 
of Nicaragua. He prepares his final accounts and Balance Sheet m United 
States gold dollars At the period of this question the Nicaraguan peso was 
a depreciated paper currency of fluctuating value in United States gold 
dollars. From the following particulars prepare his Balance Sheet at 
December 31st in United States gold dollars — 


SAN FRANCISCO TRIAL BALANCE, DECEMBER 31st. 

Db Cr 

Dollars Doha 

Cash at Bank 1,000 

Olfioe Furniture 600 

Cormto Olfioe (Nicaraguan paper pesos 70,000, at 

exchange 1,400 %) 6,000 

Sundry Creditors . 3,00 

Capital 3,50 


United States gold $6,600 $6,600 
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CORINTO TRIAL BALANCE, DECEMBER 31st. 

Db. Ob. 


Paper Posoe. Paper P 

Cash at Bank 10,000 

Sundry Debtors 30,000 

San Francisco Office ($5,000 at exchange 1,400 %) 70,000 

Stock of Goods 33,000 

Furniture and Fittings 2,000 

Not Trading Profit to December 31st . . . . 6,000 


Nicaraguan pesos 76,000 76,000 

Notes. — ^The $6,000 standing to the debit of the Ooriiito Branch was 
disbursed or remitted out at exchange 1,400 (i e. 1,400 Nicaraguan pesos 
. = 100 U.S. gold dollars). The Furniture was bought at a time when 
1,200 Nioaragusji pesos were tho equivalent of 100 U S. gold dollars, and 
the ruling rate at December 31st was likewise 1,200 pesos = 100 U.S. 
dollars. The average rate of exchange for the trading period may be taken 
as being 1,260 (i.e. 1,250 Nicaraguan pesos = 100 U.S. dollars). Transfer 
profit on exchange to a reserve account. 



CHAPTER XVIII 


, Executoes and Administbatoes 

Exeoutoeshie accounts arc scheduled as a subject in the exam- 
ination syllabuses of all societies of professional accoimtants^ 
and also by some of the commercial examining bodies . Students 
frequently ask whether it is necessary for them to acquire a know- 
ledge of executorship law. The answer is that familiarity with 
the law governing the rights and duties of executors is essential for 
accurate executorship accountiag. Many excellent text-books are 
available for the student The law governing the administration 
of the estate of a deceased person was substantially altered by the 
Law of Property Act, 1922 , BetUed Land Act, 1926 , Trustee Act, 1926 ; 
Law of Property Act, 1926, Administration of Estates Act, 1925; 
Supreme Court of Judicature {Gonsolidation) Act, 1926; and the 
Law of Property Amendment Act, 1926. These Acts affect all estates 
where the death occurred after 31st December, 1925, and it is not 
proposed in this chapter to deal with what is now the “ old ” law, 
since examination candidates are expected to he familiar with the 
“new ” law only, nor is it proposed to do more than outline the 
general principles of the law relating to executors. Exhaustive 
treatment is impossible in a general text-book. 

The Will . — A will is the written declaration of a person’s 
wishes as to the destination of his property after his death. All 
persona over twenty-one years of age are competent to make a 
will, provided they are sane at the time of making it. A will must 
be in writing, and must be signed by the person maldng it, or by 
some other person in his presence and by his direction. It must 
be witnessed by at least two persons, signing their names, addresses, 
and descriptions, at the same time, and in the presence of each 
other and of the testator (i.e. the person maldng the will) (Wills 
Act, 1837). Eailure in these respects invalidates a will. 

The usual form of attestation clause shotdd he used, otherwise 
it will be necessary for one of the attesting witnesses to file an 
“ Affidavit of due Execution.” The usual form of attestation 
clause runs as follows ; — 

“ Signed by the said A B as and for his last will and testament 
in the presence of us both present at the same time, who in the 
presence of the testator and at his request and in the presence 
of each other have hereunto set our hands as witnesses.” 

A shorter form which contains everythmg essential is : — 

“ Signed by the said A B in our jomt presence and by us 
in his.” 

065 
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The witnesses should be independent persons who take no 
benefit under the will. Bequests or devises to an attesting witness, 
or to his or her wife or husband, are void, though the will is 
otherwise valid. A bequest is a gift of personal estate by will, 
a devise is a gift of real estate by will. 

A will requires no stamp. It may be prepared by anyone, 
and no particular form is necessary, but it should be drawn in 
explicit language admittmg of one interpretation only, and for 
this reason a will should be drawn up by a solicitor. In legal 
circles, a will is regarded as one of the most difficult documents 
which a solicitor can be asked to draw. 

Each sheet of the will should be signed by the testator and 
the witnesses, but this is not essential. All erasures, inter- 
lineations and alterations should be initialled by the testator 
and the witnesses. Alterations not so mitialled or referred to in 
a memorandum signed by the testator and witnesses may be 
proved by the affidavit of an attesting witness to have been made 
before execution of the will If not so proved, probate is granted 
of the will without the alterations. 

Soldiers on active service and sailors at sea, even though 
infants, can make a valid will, orally or by an unattested writing. 
Such wills are called Nuncupative Wills 

Wills obtained by undue influence, or under duress, or made 
while the maker is insane, or helplessly drunk, or in such a state 
that he does not know the contents, are void 

In Sugden v. Lord St. Leonards (1876), 1 P.D. 164, a lost will 
was proved by the recollection of a single witness as to its contents. 

Codicil. — ^A codicil is a supplement to a will made subsequently 
to the will. It forms part of the will, and is made for the purpose 
of altermg, subtracting from, or addmg to the former directions 
of the testator It must be executed with the same formalities 
as a will. Any number of codicils may be added to a will, and 
will and codicils are construed together as one document. 
Revocation of Wills.— A will is revoked by; — 

(1) Marriage of the testator The only exceptions to this 
rule are that [a) a will made after 1925, if the will is expressed to 
be made in contemplation of marriage with a particular person, 
IS not revoked by the solemnisation of that marriage (S. 177, Law 
of Property Act, 1926) ; and (6) a will made in exercise of a power 
of appomtment is not revoked when the property appointed 
would not, in default of appomtment, pass imder the terms of 
the settlement creating the power to the testator’s heir, executor, 
administrator or next of kin. 

(2) By another will or codicil. There must be in the later 
will either express or implied revocation, or the two must be 
incapable of standing together. 

(3) By burrang, tearing or destroying the will with the 
intention of revoking it. The destruction may be by the testator, 
or by someone m his presence and by his direction. The 
destruction must be actual and complete; a destruction com- 
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menced but interrupted and abandoned is not snfScient Cutting 
away or erasing the testator’s name, or those of the attesting 
witnesses, is an effective revocation. There must always be 
ammus revocandi, the intention to revoke; both intention and 
destruction are required. 

Republication of Wills.— A revoked will may be revived by 
being re-executed, or by a codicil duly executed, showmg an 
intention to revive it. This has the effect of republishing the 
will, so as td bring the will down to the date of the codicil The 
will revived must be sufficiently identified by the codicil; a 
completely destroyed will cannot be revived. 

Executoes and Administeatoes. 

An executor is a person appointed by a testator, and named 
in the will, to carry out, or execute, the provisions of the will 
An administrator is a person appointed by the Court to realise 
and distribute the estate of an intestate, i.e. a person who dies 
and leaves no will, or the estate of a testator who has appointed no 
executor or whose appointed executor is unable or unwilling to act, 
or where the chain of representation is broken. An executor can 
only be appointed by will or a codicil, but the testator may delegate 
the power to appoint his executor to some other person. An 
executor may be appomted for general or for special purposes e g. 
“ to realise my estate in South Africa.” Executors and adminis- 
trators are the representatives of the deceased person, and stand, 
as far as possible, in his shoes. They arc referred to as the legal 
personal representatives of the deceased. Executors derive their 
authority from the will; administrators from the Court which 
appointed them. The duties of these personal representatives are 
now practically identical. The chief differences between them 
are: — 

(а) The property vests in an executor from the date of the 
testator’s death, but not in an administrator until Letters of 
Administration have been granted to him. 

(б) An executor gives no security, but an administrator must 
enter into a bond with two sureties for twice the value of the 
estate. 

(c) The office of one of several executors devolves upon the 
surviving executors, but that of a solo or last surviving executor 
devolves upon his own executor in the event of his dying before 
the executorship is completed, but this is not so in the case Of an 
administrator. On the death of an administrator prior to his 
completion of the administration a fresh grant, de bonis non (see 
p. 976), must be obtained. 

Who May Act as Executor. — ^Any sane person can act as 
executor An infant, a married woman, an alien, a partnership or 
firm (probate is granted to the members mdividuaUy) , or the Public 
Trustee '(PM&h'c Trustee Act, 1906) may act as executors. If an 
infant is appointed, he cannot act until he comes of age, and mean- 
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•while, if he is the sole executor, administration durante minor e 
CBtale (see p 976) is granted to his guardian Probate is not to be 
granted to more than four persons in respect of the same property 
If any beneficiary is an infant, or a life interest arises under his -will 
or intestacy, the administration must be granted either to a “trust 
corporation,” with or without an individual, or to not less than two 
individuals , and, in these cases, if there is only one personal repre- 
sentative (not being a trust corporation) the Court may on applica- 
tion apiioint an additional representative (S. 12, Administration of 
Estates Act) This applies to all grants made after 1926, whatever 
the date of the death of the testator. Where a “ trust corporation ” 
(that IS, the Public Trustee, or a corporation appointed by the Court 
'in any x>articular case, or entitled by rules made under the Public 
Trustee Act to act as custodian trustee) is executor or administrator, 
the grant must no longer be to a syndic or nominee, but to the 
corporation itself; and such a corporation may swear affidavits, 
give security, and do other acts by any authorised person This 
provision seems designed to help the Public Trustee and may 
increase the use of Banks and trust companies as trustees. Anyone 
who meddles with the affairs or estate of a deceased pci-son may find 
himself held to be an executor de son tort (i.e. of his own wrong), 
with all the liabilities of an executor but with none of his privileges. 
Payments made to an executor de son tort in good faith by third 
parties are binding on the rightful representative. An executor 
according to the tenor is one whom, on a reasonable construction 
of the will, it appears to have been the intention of the testator 
to appomt, though it is not so stated in the will. A direction to 
that person to pay the testator’s debts and discharge the legacies 
would show such an intention. 

Renunciation. — ^If the person named as executor does not 
wish to act, he may renounce the office, provided he has performed 
no executorial act. The renunciation should be in writmg and 
should be filed at the Registry. Failure to appear when cited to 
take probate constitutes renunciation. If a sole executor renounces, 
or all renounce, the beneficiaries (or the one with the best claim) 
must then obtain a grant of Letters of Administration cum testa- 
mento annexe. Once an executor has performed any executorial 
act, he cannot as a rule renounce his duties But under the 
Public Trustee Act, 1906, S. 6 [2], he may, with the sanction of 
the Court, transfer his duties to the Public Trustee.^ The Public 
Trustee has power to act either solely or jointly with the continuing 
executors or administrators (if any). 

Executor Cannot Delegate his Office. — Except as stated here- 
under, an executor cannot assign his office, or delegate all his rights 
and duties to another The rule delegatus non potest delegare does 
not indeed apply in its integrity. He may have recourse to, and 
rely on, professional assistance, and he may appoint agents to do 
particular things, e.g, to collect assets ; but he cannot appoint an 
agent to discharge his duties as a whole, except that, by S. 25, 
Trustee Act, 1925, a trustee, intending to be out of the country for 
mote than a month, may delegate to any person, except a person 
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being the only other oo-trnstce, but including a Trust corporation, 
the execution of any of the trusts, powers or discretions vested in 
him; but the trustee will be liable for the acts or dcfaiJts of his 
attorney as if they were his own. The power must be witnessed and 
filed at the High Court. (See also Laio of Property {Amendment) Act, 
1926, Sch.) The power frequently given by wills for an executor 
to employ agents to transact business is now statutoi-y (S. 23), and 
the personal representative is not liable for such an agent’s default 
if the employment is made in good faith. If there is more than one 
executor, the office survives to the remainmg executor Probate 
granted in England confers no power to deal with estate of the 
testator in Scotland or Ireland, until probate has been confirmed 
under seal in the Courts of those countries, and vice versa 

Powers of Executor. — An executor practically possesses the 
same powers over an estate as did the testator, subject, of course, 
to whatever limitations may be imposed upon him by the will. 
Qua executor, he has no beneficial interest in the estate, but he 
has full legal control over it Usually ho is the recipient of a legacy 
to compensate him for the work that he will be called upon to 
perform, and also perhaps by way of inducement to him to act 
as executor. He enjoys two privileges . — 

(1) Preference. — ^He may prefer one creditor to another 
creditor of equal degree. But where judgment is given, or an 
order made for administration, the executor’s right of preference 
ceases. 

(2) Retainer — The executor may retain agamst creditors of 
equal degree any debt due to himself from the testator, and 
that even though the debt is statute barred. This right is not 
destroyed if an order for admmistration of the estate is made, 
but the executor cannot retain out of assets got m by a receiver 
appointed by the Court. The right of retamer and the right to 
prefer creditors may, m the case of deaths occurring after 1926, be 
exercised in respect of all assets. But the right of retauier is to 
apply only to debts owmg to a personal representative in his own 
right, whether solely or jointly with another This appears to 
refer to decisions to the effect that an executor can retahi a debt 
owed to a trustee for him It is possible that a right of retainer 
is now given to an executor de son tort. 

An executor can sell, charge, or assign the assets, oompronnse 
claims, and sue or be sued. Even though he be a professional 
man, he is not entitled to any remuneration for his work unless 
the will so directs He must not make any profit out of his 
executorship, but he has a right of indemnity against the estate 
for liabilities and expenses properly incurred by him. He may 
not purchase any part of the estate for liimsclf , but he can personally 
benefit under the will unless he was a witness to it. He has no 
power to carry on the testator’s business, except for winding up 
purposes, or to sell the business as a gomg concern, unless the 
will specifically authorises him to carry it on; only then is he 
entitled to be reimbursed for debts incurred in so doing. If he 
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carries on the hnsmess by arrangement with the creditors and 
for their benefit, it would also appear that he is indemnified, and in 
priority to the creditors [Dowse v. Gorton, [1891] A C. 190). But 
Joyce, J. (Court of Appeal affirming), refused to extend this rule 
in a case where no such arrangement with the creditors existed 
[m re Oxley, [1914] 1 Ch, 604). An executor can always, when 
he is in doubt or difficulty, apply by means of an originating 
summons to the Court for advice and direction in his duty as 
executor, and reasonable costs will be allowed to him out of the 
estate 

Duties of Executor. — ^If it be possible, an executor should pay 
all debts, legacies, and expenses, and ascertain the residue of the 
estate, within twelve months of the testator’s death — the executor’s 
year. This is the ordinary rule, but discretion is allowed, and 
for good reason the period of realisation will be extended. 

The chief duties of an executor or an administrator may be 
briefly stated as folloivs : — 

(a) To pay such funeral expenses as may be reasonable in 
the oircumstanoes. 

(b) To obtain valuations of the testator’s property, prepare 
an account or mventory of the same, and take the necessary 
steps for obtaining probate. 

(c) To pay the estate duties and obtain probate of the will . 

(d) To protect and realise the estate as directed by the will. 

(e) To pay the ]ust debts of the testator, the legacies provided 
for in the will, and the executorship expenses. [Note. — An 
executor can discharge debts which have been barred by the 
Statute of Limitations if he thinks it desirable so to do.] 

if) To keep proper account of his stewardship. 

[g] To employ solicitors, accountants, or obtain such other 
professional a3.siatance as may be reasonably necessary. 

{%) To distribute the residue of the estate in the manner 
provided for by the will. 

[i] In cases where the residue is bequeathed to two or more 
persons in succession, and any part of it is invested in property 
of an unauthorised, or wasting, or reversionary kind, to realise 
such residue, and reinvest the proceeds in authorised securities 
witiun the executor’s year, unless it appears from the will that 
the original investments are to be retained (Howe v. Ea,rl of 
Dartmouth (1802), 7 Ves 137). 

Responsibilities of Executor. — Onerous responsibilities aUach 
to the office of executor He is liable to account for all the 
testator’s estate, in so far as it comes into his possession, or should 
with reasonable care have come into his possession. It is his 
imperative duty to keep a clear and accurate record of the estate. 
A cestui que trust (see p. 974) is at all times entitled to proper 
information, and, if he desires, to inspect the records [Low v. 
Bouverie, [1891] 3 Ch. 82) An executor must exercise that 
prudence in dealing with the estate which a business man would 
ordinarily be expected to use in the conduct of his own affairs, 
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He IS liable for loss incurred, through gross negiigence in not 
getting in the estate, e.g. neglecting to sue for a debt till it is 
statute barred or lost through the debtor’s bankruptcy. He is 
liable if he improperly invests the estate moneys, e.g. by granting 
a loan without proper security. He may be liable for loss arising 
from the non-investment of funds retained in his hands an un- 
reasonable time. Compound interest at 4 % per annum is payable 
in these circumstances. He is liable for the default of such agents 
as he employs, if he fails to exercise proper supervision over them 
or if they were improper persons to employ (Speight v. Gaunt (1883), 
9 A.C. 1 ).• If an executor employs trust moneys in his own business 
he IS liable for losses incurred in so doing, and the beneficiaries may 
claim the profi.ts if any are made ; or, if they prefer, they may claim 
compound interest at 5 %forthe period duringwhich the money was 
used (Wedderbum v. Wedderbum (1866), 22 Beav. 100). 

An executor is liable for any loss incurred owing to the invest- 
ment of estate moneys in unauthorised securities. 

Devastavit . — ^Any act, such as those mentioned above, which 
results in loss to the estate is a devastavit, a waste of the assets. 
Where at the hearing of an action for administration of an estate 
or trust by the Court (and sometimes at a later stage) it is shown 
that the executor or trustee has failed to get in money which was 
recoverable, or to invest funds available for mvostment, an order 
will be made that the accounts of the estate or trust shall be taken 
on the footing of wilful default, i.e. the executor or trustee will be 
charged not, alone with his actual receipts, but also with the money 
which, but for his wilful default, he might have received. The 
Court of Chancery will itself admmister an estate, and appouit 
a receiver if necessary, when an executor is giulty of misconduct, 
e.g. habitual drunkenness, or of gross neglect and delay in getting 
in the estate, or when for prolonged periods he is absent abroad, 
etc. An order for administration by the Court may also be made 
in other cases where it appears to be desirable, e g. where the 
assets are numerous and doubtful and there are complicated claims 
against the estate. In the last-mentioned case the order is usuallj’’ 
granted on the apiilioation of a creditor. 

Audit. — ^Any trustee or beneficiary may apply to the Public 
Trustee for the condition and accounts of any Trust to bemvestigated 
and audited by a solicitor or public accountant (S 13, Public Trustee 
Act, 1906). Except with the leave of the court, such an audit cannot 
take place within twelve months after the previous audit (ibid.). 
Trustees may now in their discretion have the trust accounts 
audited by an independent accountant, but not more than once in 
three years, except in special cases (Trustee Act, S 22 (4)). 

Caveat. — ^Any person objecting to probate or Letters of 
Administration being granted to those applying for them may 
lodge a protest, or caveat. The protest holds good for six months, 
and may be renewed This ensures notice being given to him 
of any attempt to propound a will or to obtain administration 
The person lodging the caveat must appear at the subsequent 
proceedings if he still desires to oppose. 
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Executor as Transferee of Shares. — Property burdened by 
onerous covenants such as leases and partly paid shares should 
be disposed of as soon as possible. By S 64 of The Companies 
Act, 1929, an executor has the right to transfer shares direct to 
a purchaser without being himself registered as a member of the 
company The share transfer m such cases is executed by “ The 

executors of the late ” direct to the purchaser. If 

he so elects, an executor is entitled to be placed personally upon 
the register, but by so doing he becomes liable for any calls that 
may be outstanding. For this and other reasons it is usual to 
register “ Probate ” only upon the boohs of limited companies. 
This registration does not confer the right to attend or vote at 
meetings of the company. In such cases it is usual to endorse 
the testator’s old certificate with the names of the executors. 
Dividend warrants are usually made out m favour of the sole or 
the executor first named in the will, but there is a bewildering 
variation in practice in this matter. In the event of new issues of 
capital being made, an executor of the estate of a deceased member 
of the company is entitled to a pro rata allotment, and can sell the 
rights to a nominee. 

If there is any apparent discrepancy in the name or description 
of the deceased as set out in the grant of probate, the company 
will demand a declaration of identity, or an affidavit in the case 
of foreign, shareholders If everything is in order, particulars of 
the grant are entered by the company in their Register of Probates 
and Letters of Administration. Specimen signatures of the executors 
or administrators are also obtained. The grant is then marked, 
often with a rubber stamp, as having been duly registered and 
the fee (2s 6d.) paid. Some companies, especially banldng com- 
panies, require the shares to be transferred to the executor 
personally. In such cases the transfer must bear a 10s. deed 
stamp Other companies accept a letter requesting registration, 
in which case no stamp is required. 

Trustee Securities. — The securities in which an executor is 
authorised to invest, in the absence of specific instructions in the 
will, are set out in the Trustee Act, 1925, and the Colonial Stoch 
Act, 1900. If he invests m, or continues to hold, unauthorised 
securities, he is personally responsible for any loss that may result. 
Money must not be kept on deposit for an unreasonable time to 
the detriment of the estate, and still less should it he kept on 
current account ; it should be invested in authorised secuiities 
{Tebhs V. Carpenter, 1 Madd. 290). 

Authorised Investments — ^These comprise ; — 

Parliamentary stocks or public funds or Government securities 
of the United Kingdom, e g. Consols, Local Loans Stock, Exchequer 
Bills, Conversion Loan, War Loan %, 1926-45, War Loan 5 %, 
1929-47, 4 % Funding Loan and 4 % Victory Bonds. 

Real or heritable securities of the Umted Kingdom, i.e. on 
mortgage, .not purchase, of freeholds or copyholds, for not more than 
two-thirds of their value as reported by a surveyor. 

Stock of the Bank of England or Bank of Ireland. 
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India Stocks, e g. 2-| %, 3 %, 34 %, 44 %, 54 %, 6 % and 7 %. 

Securities the interest of which is guaranteed by Parliament. 

Metropolitan Consolidated 34 %, 3 % and 24 % Stocks, and 
London County Counoil 24 %, 3 %, 34 %, and 5 % Stocks, and 
Metropolitan Water Stock 

Debenture or rent charge, or guaranteed or preference stock, 
of any Railway Company in the United KLingdom, incorporated 
by special Act, having for ten years next before investment 
paid a dividend of not less than 3 % on its ordinary stock, 
or Stnclis of Railways, etc., leased for not less than two hundred 
years at. a fixed rental by companies of the above-named 
description. The great rahways amalgamated under TAe BaiU 
ways Act, 1921, are treated as havmg paid a 3 % dividend on 
their ordinary stocks for the ten years preceding amalgamation. 

Debenture Stock of any Railway Company in India, the interest 
on which is paid or guaranteed by the Secretary of State in Council 
of India. Any capital stock which may be issued by the Secretary 
of State in Counoil of India imder any Act of Parliament and charged 
on the revenues of India. 

B Annuities of the Eastern Bengal, East Indian and the Scinde, 
Punjaub, and Delhi Railways, and Indian Railway stocks on 
which a fixed sterling dividend is paid or guaranteed by the Indian 
Government. 

The nominal -or inscribed stock of any Municipal Borough 
having a population exceedmg 60,000, or stock issued by any 
County Council under the authority of an Act of Parliament or 
Provisional Order. 

Certain stocks issued by Water Companies and Water Boards. 

Any securities permitted by the High Court for the invest- 
ment of cash under its control. {Note. — The rules of the Supreme 
Court allow investment in practically the same list of securities 
as that set out in this place, but in the case of railway prior 
securities, the rules stipulate for a dividend — ^not a 3 % dividend — 
having been paid on ordinary stocks for the last ten years.) 

Colpnial Government Stocks in respect of which the Treasury 
requirements under the Golomal Stock Act, 1900, have been 
complied with. 

Irish Eree State securities are excluded. 

Local bonds issued under the Housing {Additional Potoers) Act, 
1919. 

Securities of the Government of Northern Ireland. 

Stocks held must normally be either “ registered ” or “ inscribed ’ ’ 
in the name of the executor or trustee, but under S. 7, Trustee Act, 
1926, bearer securities, if otherwise of an authorised nature, may be 
held, provided that they are deposited for sale custody and collection 
of income with a bank, unless prohibited by the trust instrument. 

A trustee may not purchase certain of the foregoing securities — 
viz. British Railway, most Indian Railway, Municipal (other 
than L.C.C.), Water Company, Local Bonds under the Housing 
{Additional Poivers) Act, 1 919, and Colonial Stocks — if such Stocks 
are redeemable, at over 115 % of their redemption value, neither 
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may he purchase, at over redemption value, any securities 
redeemable within fifteen years of the date of purchase 

If a stock already held by a trustee drops out of the authorised 
trustee list he may nevertheless continue to hold it as a trustee 
investment, but, of course, he may not purchase more of the stock 
unless it regains its place as a trustee stock. 

Release of Executor. — On conclusion of his duties, an executor 
has the right to demand a formal release under seal of the residuary 
legatee, i.e. an acknowledgment that all sums payable by him 
have been paid, and a discharge from all claims, though it appears 
that he has no right to anythmg more than a receipt from a 
pecuniary legatee 

Trustee. — A trustee is a person appointed to administer a 
trust fund, technically known as the corpus. The legal estate in 
the corpus is vested in the trustee, but the equitable interest, 
i.e. the right to receive the profits thereof, belongs to the cestuis 
que trustent (sing, cestui que trust), now usually termed the “ bene- 
ficiaries.” Executors often act in the dual capacity of executors 
and trustees. They first act as executors, and then, if the testator 
has left any of his property in trust, are also usually appointed to 
deal with the trust property. It is not always easy to decide 
when an executor is functus officio (i.e. one who has discharged his 
duties) and has become purely a trustee. But when the debts and 
funeral and testamentary expenses have been paid, and the property 
which represents the settled portion of the estate is realised and 
invested, only a trustee’s duties remain. A trustee cannot delegate 
his authority to a co-trustee, unless the latter is a Trust Corporation. 
(See also p. 968 as to delegation under S 26, Trustee Act, 1925.) 
The rights and duties of trustees with relation to the investment of 
trust funds are set out in the Trustee Act, 1925. Bindley, L.J., in 
Low V. Bouverie, [1891] 3 Ch 82, at page 99, said' “ The duty of a 
trustee is properly to preserve the trust fimd, to pay the income 
and the corpus to those who are entitled to them respectively, and 
to give all his cestuis que trustent, on demand, information with 
respect to the mode in which the trust fund has been dealt with and 
where it is.” 

Custodian Trustee. — A Trust Corporation is defined m S. 66 
(xxvi). Administration of Estates Act, 1926, as “ the Public Trustee 
or a Corporation either appomted by the Court in any particular 
case to be a Trustee, or entitled by rules made under sub-section (3) 
of section 4 of the Public Trustee Act, 1906, to act as Custodian 
Trustee.” Under the Public Trustee Act, 1906 (S. 4), the Public 
Trustee, and certain corporate bodies, e.g. with an issued capital 
of £260,000 of which £100,000 or more is paid up in cash, m addition 
to their capacity to act as trustees with fuU powers, may be appointed 
to act as a Custodian Trustee. By S 3, Laio of Properly (Amend- 
ment) Act, 1926, trustees in bankruptcy and trustees under Deeds of 
Arrangement are “Trust Corporations.” The trust property is 
transferred to the Custodian Trustee as if he were sole trustee, 
and for that purpose vesting orders may be made, where necessary, 
under the Trustee Act, 1926. The management of the trust and 



EXECUTORS AND ADMINISTRATORS 9T5 

the exercise of any power or dibcretion exercisable by the trustees 
under the trust remains vested in those trustees, but the Custodian 
Trustee has the custody of all securities and documents of title 
relating to the trust property, subject to the right of the managing 
trustees to have free access to them and to take copies or extracts 
from them. All sums payable to or out of the income or capital 
of the trust property are to be paid to or by the Custodian Trustee, 
A Custodian Trustee has power to charge fees not exceeding those 
chargeable b’y the Public Trustee as Custodian Trustee. 

Letters of Administration. — ^Where a person dies intestate, or 
where no executors have been named in the will, or, being named, 
refuse to act, or where from any other cause the appointment 
fails, a document under the above title is issued by the Probate 
Division of the High Court appointing an Admmistrator. 

By the Non-OontmUons Probate Rules, 1925. (A) Where the 
deceased left a will, the priority of right to a Grant of Probate or 
Administration cum testamento annexo is as follows. (1) Executors, 
(2) Eesiduary Legatees or Devisees m Trust, (3) Residuary Legatees 
or Devisees for Life, (4) Ultimate Residuary Legatees or Devisees, 
or, where the residue is not wholly disposed of, the persons entitled 
upon an intestacy, (5) the Legal Personal Representatives of persons 
indicated in (4); (6) Legatees or Devisees, or Creditors, (7) Contm- 
pnt Residuary Legatees or Devisees, or persons having no interest 
in the estate, who would have been entitled to a grant had the 
deceased died intestate, (8) The Crown. (B) Where the deceased 
died wholly intestate, the priority of right to a grant of admmistra- 
tion is as follows • (1) Husband or wife; (2) Children, or other issue 
of deceased, takmgy»er stirpes, (3) Father or mother, (4) Brothers and 
sisters of the whole blood, or the issue of deceased brothers or 
sisters of the half-blood, takjaig per stirpes , (5) Brothers and sisters 
of the half-blood, or the issue of deceased brothers and sisters of 
the half-blood, taking per stirpes-, (6) Grandparents; (7) Uncles and 
aunts of the whole blood, or the issue of deceased uncles and aimts 
of the whole blood, taking per stirpes ; (8) Uncles and aunts of the 
half-blood, or the issue of deceased uncles and aimts of the half- 
blood, taking per siirpes; (9) the Crown; (10) Creditors. 

If , at the expiration of twelve months from the death of a person, 
any personal representative of the deceased to whom representation 
has been granted is residing out of the jurisdiction a grant durante 
absentia may be made By the Administrahon of Estates Act, S. 10 , 
the Court is to have regard to the rights of all persons interested. 
Where the deceased died wholly intestate, admmistration must be 
granted to some one or more persons interested imdcr the Act in his 
residuary estate, unless the Court decide otherwise. And, in regard 
to land settled previously to the death of the deceased, administra- 
tion must he granted to the Trustees of the settlement (if any) who 
are willmg to act. By S 13 representation may be granted in 
respect of real estate, or any part thereof, separate or together with 
the personal estate. Representation may be granted also in respect 
of a trust estate only, and a grant in respect of real estate may bo 
limited in any way the Court thinks proper. 
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Grants o£ Adminis tratiqp. — A. grant of administration may be 
either general or limited. The former confers full powers to deal 
with the estate ; the latter is limited either in scope, or time, or 
direction, or purpose. Grants of administration are of various 
kinds : — . 

(а) Oum Testamento Annexo (i e. with the will annexed). — 
This is a grant made to the person having the greatest interest 
in the estate, usually the residuary legatee, m cases where the 
executors have renoimced or died before the testator, or if no 
executor has been appomted. 

(б) Durante Minore Mtate. — ^Tlus is a grant made when the 
only executor is a minor to the guardian of such minor until 

, he comes of age. 

(c) Durante Dementia. — ^Tlus is a grant made to hold good 
during the lunacy of an executor or administrator, 

(rf) Durante Absentia — Tn this case the grant is valid during 
the absence abroad of an executor or next of kin. See above. 

(e) Pendente Lite. — ^Where ah action concerning the validity 
of the -will, or probate, or the right of administration is pending, 
the Court will appoint an administrator to act pendente hte, 
i.e. until the hearmg and decision. Such an administrator has 
no power to distribute the residue of the personal estate. He 
may receive such remuneration as the Court may direct. 

{/) De Bonis non Administratis — ^Where an administrator 
dies before he has distributed all the estate of an intestate, or 
where an executor dies intestate before he has completed dis- 
tribution, the administration granted is called an administration 
de boms non administratis, i.e of the goods not administered, 
or, m short, an administration de bonis non. 

(g) Ad litem. — ^Where the proper representative will not act, 
and it is necessary for the estate to be represented in litigation, the 
Court may appoint an administrator to act ad litem. 

An administrator, like an executor, has power to retain his own 
debt in full m preference to other creditors of equal degree, but 
not if he was appointed administrator because he was a creditor, 
since his bond takes away the right in such a case. Like an executor, 
too, he may prefer one creditor to another of equal degree (see 
p. 969). 

Probate. — ^Probate consists of an official copy of the will, 
together with a document under seal of the Probate Registry 
stating that the will has been proved by the executors or one of 
them. Probate is the legal evidence that the will has been proved, 
and of the due appointment of the executor or executors. In 
striot law, an executor may do almost all the things incidental 
to his office before probate is granted. He may take possession 
of the estate, pay debts, assent to legacies, bring actions, and 
contract to sell the estate. But if he sues he must obtain probate 
before trial, and if he sells, a purchaser will require to see probate 
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before he completes, otherwise it may be shown that there was 
a later will or that the will was invalid!!! It is this initial inability 
to deal with the assets prior to obtaimng probate that frequently 
makes it necessary to obtain a temporary loan from the bankers 
in order to pay the Estate Duty, which must be paid before probate 
IS granted where the value of the gross estate exceeds £100. 

Estate Duty Account. — In order to obtain probate, an account 
called the Estate Duty Account must be prepared upon the official 
forms of “ Inland Revenue Affidavit.” These are obtainable 
from the Inland Revenue Authorities, and on them is required 
to be shown (a) the gross value of the estate left by the testator 
in very full detail ; (6) the authorised deductions ; (c) the net 
amount liable to duty. When collecting information for estate 
duty purposes, care must be taken that all the real and personal 
property of the testator is scheduled, including any reversions 
in which the deceased was interested. 

If the testator has kept methodical records, the task of preparing 
the Inland Revenue Affidavit will be easy. Unfortunately, the 
contrary is often experienced, and then information regardmg the 
assets must be sought from the testator’s papers. The testator’s 
bankers should be applied to for Pass Books, and particulars of 
any securities deposited with them for safe custody, and of any 
sums placed with them on deposit by the deceased. As a rule 
banks do not volunteer this information, and in. one case within 
the author’s experience a parcel of bearer bonds to the value of 
£10,000 remained with the bankers for years before its existence 
was discovered by the executors or the beneficiaries. 

Information should also be sought from the testator’s solicitors, 
accountants, stockbrokers, estate agents, or any other profes- 
sional men likely to be in a position to supply material for the 
preparation of the Estate Duty Account. A Balance Sheet up to 
the date of death must also be obtamed from the business under- 
taking in which the deceased was a partner. A copy of this 
Balance Sheet signed by the surviving partners must accompany 
the Estate Duty Account, and the deceased’s share in the real and 
personal propertyas apartner must be stated under the appropriate 
heading in that account. Valuations of the various assets must then 
be made. It is customary to obtain a stockbroker’s valuation of 
the investments, and, in cases where the stockbroker is to act in 
the subsequent realisation of the estate, such valuation is made, as 
a rule, without charge. In small estates a professional valuation is 
often unnecessary, and the Stock Exchange Official List and other 
published lists of market quotations are accepted in support of the 
Estate Duty Account The closmg market quotations on the day 
of the testator’s death are taken, and a quarter of the difference 
between the two prices quoted is added to the lower price, Avhich 
then forms the basis of the valuation. 

Example . — ^A testator left £100 Canadian Pacific Perpetual 
Debenture Stock. This stock was quoted as on the date of death 
at 86-88. The difference between these two prices is two, one- 
quarter of which is a half. 


63 
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The probate valuation of this security is therefore as follows - 


£ s. d 

£100 Stock at the lower pnce quoted 86 0 0 

Add one-quarter of the difference between the two 

prices quoted 0100 


Value of Stock for probate purposes £86 10 0 


Should the testator die upon a Sunday, Bank Holiday, or 
other day upon which no quotations are available, the -price for 
either the jirevious or the succeeding day must be taken. In the 
ease of unquoted securities, letters from the secretaries of the various 
companies, certifying the price at which recent dealings have taken 
place, must he produced. 

If the household effects embrace pictures, china, plate or 
furniture of value, an expert valuation is usually insisted upon 
In small estates the executor’s valuation, if it appears to be 
reasonable, wiU be accepted. The same remark also applies to 
valuations of land or house property, which, if leasehold, is personal 
estate. Foreign money must be converted at the exchange rate 
as on the date of death. Bills of Exchange are included at their 
present value as on the same date. Valuations must be' obtained 
from the Assurance Societies concerned for insurance policies held 
by the testator on the lives of others. 

In most cases it will be necessary to arrange a temporary loan 
by the bankers to meet the amount due for Estate Duty on the 
personal estate, which must be paid before probate will be granted, 

Ail rents, dividends, interest, and other income accrued due 
at the date of death must be mcluded; in the account, for that 
is part of the capital of the estate. 

All movable property situate out of the United Kingdom 
must also be included, but where a person is domiciled ateoad 
it is only the property situate within the United Kingdom that 
is liable to duty. Immovable property situate out of the United 
Kingdom is not, wherever the deceased was domiciled, liable to 
Estate Duty in the United Kingdom. The liabilities can be ascer- 
tained by advertising the death and reqnestmg claims to be sent in. 
Those advertisements are mserted not alone for mformation, but 
also for the protection of the executor or administrator. For, by 
advertising, the personal representative of the deceased may safely 
proceed to distribute the estate, after satisfying the claims of 
which he has notice. He is not liable to creditors of whose claims 
he was without notice, but such creditors have the right to follow 
the assets into the hands of a beneficiary. It is usually sufficient 
to advertise once in the Gazette, once in a London daily paper, 
and twice m local papers circulating in the district where the 
deceased resided or carried on business ; but where the estate 
is quite small less extensive advertising would probably suffice. 
Creditors must be given not less than two months within which to 
Send in their claims. These advertisements are not issued until 
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probate or administration has been granted. The Trustee Act, 1926, 
S, 27, as amended by Law of Property (Amendment) Act, 1926, Sch., 
gives to the personal representative, who has properly advertised for 
creditors, etc , and then proceeded to distribute assets, the same 
protection as he would have in an administration in Court, although 
an unpaid creditor may follow the assets into the hands of the 
beneficiaries to recover his debt 

Enquiries must be made into any gifts made by the testator 
during the three years immediately preceding his decease, loiown 
as gifts inter vivos. Such gifts made during the three years preceding 
death are liable to Estate Duty unless (a) they are proved to have 
been part of the normal expenditure of the deceased and reasonable, 
having regard to his income and the circumstances, or (6) they were 
made in consideration of marriage, or (c) they did not exceed in the 
case of any donee in the aggregate £100 in value, or (d) they were 
made for public or charitable purposes more than twelve months 
before the death, or (e) they were made in reduction of the National 
Debt. If liable, such gifts must appear m the Affidavit, and the 
recipients, not the executors, are liable for the Estate Duty payable 
thereon. The same remarks apply to those gifts known as dona- 
tiones mortis causd. A donatio mortis causd is valid only if (a) it 
was given in view of the donor’s death; (b) the donor actually 
delivers the property to the donee, or does some symbolic act 
tantamount to delivery, e.g. hands over the key of a box containing 
the property; (c) the donor dies from the very malady from which 
he suffered at the time of making the gift. 

An affidavit called the “ Oath ” must be sworn by the executor 
or administrator, wherein he promises that he will administer 
the estate aooorffing to law, will exhibit a true and perfect in- 
ventory of the estate, and will render a just and true account 
of it whenever required by law to do so. This document, 
together with the original will, and the Inland Eevenue Affidavit, 
must be filed at the Principal or District Registry of the 
Probate, Divorce, and Admiralty Division of the High Court of 
Justice, and the Estate Duty on the personal property must 
be paid. 

The above is the process for proving the will in Common Form. 
If it is desired to prove the will in Solemn Form, proceedings must 
be taken in the Court. All parties interested are cited to appear, 
witnesses are exammed on oath, and the Court pronounces upon 
the validity or otherwise of the will. Where the validity of the 
will is disputed, proof in solemn form is advisable, but such cases 
are the exception and not the rule. 

Probate will not be granted until the expiration of seven days 
from the death of the testator, and Letters of Administration will 
not be ■'■issued till fourteen days after the death. Probate or 
administration should be ordinarily taken out within six months 
after the death, and where it is not taken out until after three 
years satisfactory reasons for the delay must be given to the 
Registrar. 

Corrective Affidavit, — If property is discovered or comes into 
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possession after the Affidavit for Probate has been returned, 
particulars must be furmshed in a subsequent affidavit under 
this title, and the additional duty be paid. If new liabilities 
are disclosed, or it is found that property has been over- 
valued, adjustments can be effected in the same way, and repay- 
ment of duty be claimed. A fall in the value of securities 
between the date of probate and that of realisation gives no 
claim to a return of duty. 


Devolution on Intestacy. 

Property in England is divided into two kinds. Realty and 
Personalty. Real property consists of freehold land and all estates 
and interests m land held for life, but not those held for a term only. 
All other property is personal property. On the death of an owner 
intestate, these two kinds of property descend in the same way, 
By the Administration of Estates Act, 1925, S. 1, tho whole estate, 
both real and personal, vests in the first instance in the Executor or 
Administrator. Tho rules of devolution deal only with the beneficial 
interest in property. 

Movable and Immovable Property. — Questions may arise as to 
property situated abroad or as to the devolution of the effects 
of persons who are domiciled elsewhere than in this' country. 
Immovable property, wliich includes all interests in land, descends 
according to the law of the place whore it is situated, and for tho 
purposes of devolution on intestacy it makes no difference where 
the deceased was domiciled, or to what nation he belonged. 
Movable property, i.e. personal property, depends for its destina- 
tion upon the law of the place where its deceased owner was 
domiciled at the time of his death, wherever the property 
itself may have been situated. Eor the purpose of these rules 
leasehold property, although for liistorical reasons considered 
as personalty by English law, comes under the heading of 
immovables. 

Succession to Real and Pereonal Estate. — ^If the intestate leaves 
a husband or wife and no relations, the husband or wife takes every- 
thing. If the intestate leaves a husband or wife and children or 
other relation whom the law recognises as such the husband or 
wife takes first, the “ personal chattels ” These include furniture, 
jewellery, pictures, prints, plated articles, linen, china, books and 
articles of household or personal use or ornament, horses, carriages, 
motor-cars (unless used for business purposes), garden and stable 
effects, musical and scientific instruments, wines and consumable 
stores, but not securities for money. 

The husband or wife takes next, £1,000, free of death duties and 
costs, with interest at 5 % from the date of death. 

Lastly, the survivmg husband or wife takes, if there are no 
children, the income from the remaining property during his or 
her life. 

If there is issue the husband or wife takes one-half the income 
of the residue for his or her life. 
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If the intestate leaves issue, such issue take the estate subject to 
the rights of the surviving husband or -wife on what are called 
“statutory trusts.” Those are in equal shares for the children 
living at the death of the intestate ivho attain 21 or marry under 
that age, the issue living at the death of the intestate who attain 
21 or marry of any child of the intestate who predeceases him or 
her, taking the share which the parent would have taken if living 
at the death of the intestate. 

If there is no issue the estate goes (subject to the right of the 
surviving husband or wife) to the parents equally between them, or 
if there is but one parent then to that one parent. 

If there are no parents the estate goes (subject always to the 
rights of the surviving husband or wife) to 

(i) The brothers and sisters of whole blood equally between 
, them on the “ statutory trusts ” (i e. in effect, to their 

issue) 

(ii) Failing these, to brothers and sisters of the half-blood on 

the “ statutory trusts.” 

(iii) Failing these, to the grandparents in equal shares 

(iv) Failing these, to uncles and aunts, bemg brothel’s or sisters 

of the whole blood of a parent of the intestate, on the 
• “ statutory trusts.” 

(v) Failing these, to uncles and aunts being brothers or sisters 

of the half-blood of a parent of the intestate on the 

“ statutory trusts.” 

(vi) Failing all the above, to the surviving husband or wife. 

(vii) In default of all the above, the Crown or the Duchy of 

Lancaster, or the Duke of Cornwall take the estate as 

hona vacantia 

‘ ‘ The Statutory Trusts ’ ’ are set out in S 47. Their effect in the 
case of issue of the intestate is set out above. The trusts for other 
relatives are to correspond with these The relatives who take 
must, therefore, in order to acquire a vested mterest, attain 21 or 
marry; and the issue of relatives who would have taken a share if 
they had survived the intestate, take in their parents’ place. “ Such 
issue to take through all degrees according to their stocks, in equal 
shares if more than one, the share which their parent would have 
taken if living at the death of the intestate.” If, therefore, a brother 
of the intestate has died before him leaving chddren, these children, 
nephews, and nieces of the intestate, take m their father's place, in 
priority to grandparents or uncles. If an uncle, who would have 
taken, if he had survived the intestate, dies before him, leaving 
children, these children, first cousins of the intestate, take in their 
father’s place. 

The Crown, or the Duchy, or the Duke, may out of the estates 
thus acquired by them for want of first cousins or their issue, 
provide “ in accordance with existing practice ” for dependants of 
the intestate, and other persons for whom the uitestate might 
reasonably have been exiiected to make provision. 
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Where issue of the intestate die without having acquired a vested 
interest the property goes as though no interest had been taken by 
such issue. Shares m effect therefore vest at 21, or earlier marriage, 
and if the child dies under 21 and without having married it will not 
be necessary to take out letters of administration to his or her 
estate. So if the children of an intestate die under 21 and without 
having been married, the intestate’s property goes as if he had died 
without leaving issue. 

Eedemption of Husband’s or Wife’s Life Interest. — ^The personal 
representative may purchase or redeem the life estate of the husband 
or wife with bis or her consent, and may raise money required for the 
purpose on the security of the residuary estate, other than the 
personal chattels. In the same way power is given to mortgage to 
raise the £1,000 to which the husband or wife is entitled. 

The text of SS 46 and 47, Administration of Estates Act, 1925, 
is so important that it is thought advisable to reprint these sections 
hereunder: — 

Succession to Real and Personal Estate on Intestacy. 

S. 46 — (1) The residuary estate of an mtestate shall be dis- 
tributed in the manner or be held on the trusts mentioned in this 
section, namely: — 

(i) If the intestate leaves a husband or wife (with or without 
issue) the surviving husband or wife shall take the per- 
sonal chattels absolutely, and m addition the residuary 
estate of the intestate (other than the personal chattels) 
shall stand charged with the payment of a net sum of 
one thousand pounds, free of death duties and costs, to 
the surviving husband or wife with interes t thereon from 
the date of the death at the rate of five pounds per cent, 
per annum until paid or appropriated, and, subject to 
providing for that sum and the interest thereon, the 
residuary estate (other than the personal chattels) shall 
be held — 

(а) If the intestate leaves no issue, upon trust for thq 

surviving husband or wife during his or her life ; 

(б) If the intestate leaves issue, upon trust, as to one- 

half, for the surviving husband or wife during his 
or her life, and, subject to such life interest, on the 
statutory trusts for the issue of the intestate ; and, 
as to the other half, on the statutory trusts for the 
issue of the intestate, but if those trusts fail or 
determine in the lifetime of a surviving husband 
or wife of the intestate then upon trust for the 
survivmg husband or wife during the residue of 
his or her life ; 

(ii) If the intestate leaves issue but no husband or wife, the 
residuary estate of the mtestate shall be held on the 
statutory trusts for the issue of the intestate; 
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(iii) If the intestate leaves no issue hut both parents, then, sub- 

ject to the interests of a surviving husband or wife, the 
residuary estate of the intestate shall be held in trust 
for the father and mother in equal shares absolutely; 

(iv) If the intestate leaves no issue but one parent, then, subject 

to the interests of a surviving husband or wife, the 
residuary estate of the intestate shall be held in trust 
for the surviving father or mother absolutely; 

(v) If the intestate leaves no issue or parent, then, subject to 

'the interests of a surviving husband or wife, the resid- 
uary estate of the intestate shall be held in trust for the 
following persons living at the death of the intestate, 
and in the following order and manner, namely — 

First, on the statutory trusts of the brothers and sisters 
of the whole blood of the intestate , but if no person 
takes an absolutely vested interest under such trusts, 
then 

Secondly, on the statutory trusts for the brothers and 
sisters of the half-blood of the intestate, but, if 
no person takes an absolutely vested interest under 
such trusts, then 

Thirdly, for the grandparents of the intestate and, if 
• more than one survive the intestate, in equal shares ; 
but if there is no member of this class, then 
Fourthly, on the statutory trusts for the uncles and 
aunts of the intestate (being brothers or sisters of the 
whole blood of a parent of the intestate) ; but if no 
person takes an absolutely vested interest under such 
trusts, then 

Fifthly, on the statutory trusts for the uncles and aunts 
of the intestate (bemg brothers or sisters of the half- 
blood of a parent of the intestate) ; but if no person 
takes an absolutely vested interest under such trusts, 
then 

Sixthly, for the surviving husband or wife of the intes- 
tate absolutely. 

(vi) In default of any person taking an absolute interest under 

the foregomg provisions, the residuary estate of the 
intestate shall belong to the Crown or the Duchy of 
Lancaster or to the Duke of Cornwall for the time 
being, as the case may be, as bona vacantia, and in lieu 
of any right to escheat. 

The Crown or the said Duchy or the said Duke may (without 
prejudice to the powers reserved by section nine of the 
Civil List Act, 1910, or any other powers), out of the 
whole or any part of the property devolving on them 
respectively, provide, in accordance with the existing 
practice, for dependants, whether kindred or not, of 
the intestate, and other persons for whom the intestate 
might reasonably have been expected to make provision. 



984 


ACCOUNTING 


(2) A liusband and wife shall for all purposes of distribution or 
division under the foregoing provisions of this section be treated as 
two persons. 


Statutory Trusts in favour of issue and other classes of Belatives of 
Intestate. 

S 47,— (1) Where under this Part of this Act the residuary- 
estate of an intestate, or any part thereof, is directed to he held on 
the statutory trusts for the issue of the intestate, the same shall be 
hel d on the following trusts , namely . — • 

(i) In trust, in equal shares if more than one, for all or any the 
children or child of the intestate, living at the death of 
the intestate, who attain the age of 21 years or marry 
under that age, and for all or any of the issue living at 
the death of the intestate who attain the age of 21 years 
or marry under that age of any child of the intestate 
who predeceases the intestate, such issue to take 
through all degrees, according to their stocks, in equal" 
shares if more than one, the share which their parent 
would have taken if living at the death of the .intestate, 
and so that no issue shall take whose parent is living at 
the death of the intestate and so capable of taldng, 

(li) The statutory power of advancement, and the statutory 
pro-visions which relate to maintenance and accumula- 
tion of surplus income, shall apply, but when an infant 
marries, such infant shall be entitled to give valid 
receipts for the income of the infant’s share or interest ; 
(ill) Where the property held on the statutory trusts for issue is 
divisible into shares, then any money or property which, 
by way of advancement or on the marriage of a child of 
the intestate, has been paid to such child by the intes- 
tate or settled by the intestate for the benefit of such 
child (including any life or less interest and including 
property covenanted to be paid or settled) shall, subject 
to any contrary intention expressed or appearing from 
the circumstances of the case, be taken as being so paid 
or settled in or towards satisfaction of the share of such 
child or the share which such child would have taken 
if Imng at the death of the intestate, and shall be 
brought into account, at a valuation (the value to be 
reckoned as at the death of the intestate), in accordance 
with the requirements of the personal representatives, 
(iv) The personal representatives may permit any mfant contm- 
gently interested to have the use and enjoyment of any 
personal chattels in such manner and subject to such 
conditions (if any) as the personal representatives may 
consider reasonable, and without being liable to account 
for any consequential loss. 
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(2) If the trusts in favour of the issue of the intestate fail by 
reason of no child or other issue attaining an absolutely vested 
interest, 

[а] The residuary estate of the intestate and the income thereof 

and all statutory accumulations, if any, of the income 
thereof, or so much thereof as may not have been paid 
or applied under any power affecting the same, shall go, 
devolve and be held under the provisions of this Part of 
tliis Act as if the' intestate had died without leaving 
issue living at the death of the mtestate ; 

(б) References in this Part of this Act to the intestate “ leaving 

no issue ” shall be construed as “ leaving no issue wh6 
attain an absolutely vested interest 

(c) References in this Part of this Act to the intestate “ leaving 
issue ” or “leaving a child or other issue ” shall be 
construed as “ leaving issue who attain an absolutely 
vested interest ” 

(3) Where under this Part of this Act the residuary estate of an 
intestate or any part thereof is directed to be held on the statutory 
trusts for any class of relatives of the intestate, other than issue of 
the intestate, the same shall be held on trusts corresponding to the 
statutory trusts for the issue of the intestate (other than the provision 
for bringing any money or property into account), as if such trusts 
(other than as aforesaid) were repeated with the substitution of 
references to the members or member of that class for references to 
the children or child of the intestate. 

Only those children who are legitimate according to the law 
of England arc entitled to succeed to their parent’s estate. By the 
Legitimacy Act, 1926, subsequent marriage by the parents of an 
illegitimate child makes the child legitimate as from the date of 
marriage, or 1st January, 1927, whichever date is the later, and 
(speaking in general terms) he or she is entitled to succeed to real 
and personal estate in the same way as if he or she were born legiti- 
mate. Where the right to property depends on seniority, children 
so legitimated rank as if they had been born on the date on which 
they were legitimated. Adopted children do not share in an 
intestacy. 

Estates Tail. — An estate tail is an interest in land which has been 
limited by its creator in such a way as to descend only to the actual 
descendants of the first holder of the estate. When a tenant hi tail, 
as the holder of an estate tail for the time bemg is called, dies, his 
nearest heir in the direct line from the first holder of the estate will 
succeed him. An estate tail may be limited to descend only to males , 
and in this case all female heirs and hens through females will 
be excluded entirely. An estate tail cannot be dealt with by will, 
but a tenant in tail can convert it into a fee simple during his 
lifetime by executing and enrolling a disentailing deed 

Another interest in land to which a deceased person may have 
been entitled is an estate for the life of another. If the person 
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for wliose life the estate was held is still alive at the death of the 
holder, the interest will devolve upon the heir of the deceased, 
if it was limited to him and his heirs, but otherwise will descend 
in the same manner as personalty, provided, of course, in each 
case that the holder died without making any testamentary dis- 
position of his interest. 

Hotchpot. — The intention of S. 46 of the Administration of 
Estates Act, 192S, based upon the presumption that a parent intends 
equality between his children, is that all the children of an intestate 
father or mother shall share equally In the estate And so, where 
any considerable sum has, durmg the intestate’s life, been given to 
a particular child, not merely for educational purposes, but in order 
to further the child’s advancement in life, e.g. to purchase fol 
the child a share in a partnership, or settled on his or her marriage, 
the child has the option of bringing the sum advanced into the 
general estate m order to secure an equal division with the other 
children. This is called “bringing an amount into hotchpot.” 
The value is to be taken as at the death of the intestate (S. 47, 
(ill)). The rule also applies on a partial intestacy, The child is not 
bound to bring the sum advanced into hotchpot, but, unless it is 
brought in, no further share in the personal estate can be claimed. 
Where a settlement of personal estate is made in favour of the 
children in such shares as the parent may appoint, and in default of 
appointment amongst the children equally, it is usual for the 
will to contain a hotchpot clause by which a child who has received 
a share under the power to appoint must, in order to share in the 
unappointed part of the personalty, bring the amount into hotch- 
pot. Interest at 4 % per annum is chargeable on sums brought 
into hotchpot from the date of the intestate’s death. Where a 
child has benefited by an advancement, evidence may be adduced, 
if such there be, to rebut the presumption that the parent intended 
his children to share equally, and so to relieve the child in question 
from the hotchpot rule. Wills frequently direct that moneys 
advanced to children during the life of the testator are to bo 
treated as gifts, and not to be brought into account. Any sums 
brought into hotchpot are for the benefit of the other children, not 
of the widow or widower, whether on mtestaoy or under a hotchpot 
clause in a will. 

Illustration — K died intestate, leaving a net estate of £6,720 after paying 
all debts and expenses (including £280 Estate Duty at 4 %), A left a son, 
a daughter, and two grandchildren, issue of a deceased son. During the 
intestate’s lifetime £600 had been advanced to the surviving son to purchase 
a partnership. 

DIVISION OF THE ESTATE. 

la) If the advance was made within the three years preceding death : — 

£ £ 

Net Estate . . . . . . , 6,720 

Add: Advance . . . 600 

Less • Estate Duty paid thereon by son at 4 % . . 20 
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The son is entitled to one-third of £7,200 
Less . Net advance 

The daughter takes one-third . . 

The deceased son’s children share the remaining 
third equally, i e. £1,200 each 


£ 

=■ 2,400 
480 

1,920 

2,400 

2,400 


£6,720 

(6) If the advance was made more than three years prior to the death: — 
Division. 

Son Daughter Grandchildien 
Net estate’ . £6,720 1. 2. 

Add back . — 

Estate Duty . 280 
Advance . 500 


£7,500 (Jrd) 2,500 (Jrd) 2,600 (ith) 1,250 (^th) 1,260 
Less ; Advance 600 


2,000 

Deduct ; Estate Duty 
proportionately to 



£1,920 £2,400 £1,200 £1,200 


Note. — If the Estate Duty were not apportioned as above, but the gross 
advance brought into hotchpot with the net estate, the surviving son would 
be made to bear part of the Estate Duty properly attributable to the other 
shares, which would be inequitable 

If the advanced beneficiary has to pay Estate Duty personally 
on his advance, owing to the deceased dying within three years after 
the gift was made, the advance must be reduced thereby (re Bedding- 
ton [1900], 1 Ch. 771). And if the advance was made more than 
three years before death, so that it is not liable to Estate Duty, 
the advance must be brought into hotchpot with the amount of 
the estate before deducting Estate Duty, and the Estate Duty be 
apportioned among the henefioianes on the basis of the resultant 
shares {re Tollemache, Ferres v. Public Trustee, L.N. 1930). 

Legacies. — legacy is a bequest or gift of personal estate by 
will. The recipient is termed the legatee. If the gift is of the 
residue of the estate after all debts and other legacies have been 
paid the person benefiting is termed the residuary legatee. If no 
residuary legatee is named in the will, the residue of the personal 
property devolves as a partial intestacy. A legacy may be (a) 
specific, or (b) general, or (c) demonstrative; further, it may be 
(d) payable immediately on the death of the testator, or (e) in the 
future. Future legacies may be (/) vested or {g) contingent. 

(a) Specific Legacy . — A specific legacy is a gift of some 
definite and clearly identifiable part of the testator’s estate. 
For example, “ All my shares m Hugh Dickson, Ltd.,” “ The 
picture by Lawrence which hangs in my dining-room.” It is 
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importanli to remember that, while the Coxirts always seek to 
give effect to the demonstrable intention of a testator, yet in 
the eyes of the law the will speaks as from the death of the 
maker, unless a contrary intention is clearly expressed. If, 
therefore, at the time of death the property bequeathed does 
not remain in specie as described in the will, if, for example, 
the shares in Hugh Dickson, Ltd., had been sold subsequent 
to the making of the will and prior to the death, or if a debt 
specifically bequeathed is subsequently received by .the testator, 
then the bequest fails. The legacy is said to be revoked by 
ademption. Whore part of the property bequeathed is sold 
or altered in specification the legacy is adeemed pro tanto. Tf 
the estate is insufficient to pay all the legacies, general legacies 
are the first to suffer- They must be abated, i.e. reduced, pro 
reda. Specific legacies are not affected unless there is insufficient 
to discharge all the debts without their aid. If that be so, then 
they too abate pro rata. Where a testator by the terms of his 
will forgives a debt due to him, the amount is considered to 
be a specific legacy and so liable to duty. The personal repre- 
sentative may appropriate any part of the real or personal estate 
in its actual condition in or towards satisfaction of any legacy 
or any other share or interest in the deceased’s property, but not 
so as to prejudice any specific devise or bequest and wherever 
consents are usually required. 

(6) General Legacy. — A general legacy is one which is pro- 
vided out of the general estate of the testator. Usually it 
consists of a gift of money, eg. “I bequeath to CD £1,000,” 
and it may take the form of an annuity If the estate is 
insufficient to discharge the debts of the testator, general 
legacies are the first to suffer abatement rateably, but they are 
not, like specific legacies, subject to failure owing to previous 
alienation by the testator. Abatement in the case of an annuity 
takes place on its capital value. 

(c) Demonstrative Legacy. — A demonstrative legacy is one 
which is payable out of a particular fund, e.g. “I leave lil D 
£SOO payable out of my Southern Eailway 6 % Preference 
Stock,” It is a general legacy in so far as if the fund should 
fail, or prove insufficient, it is payable out of the general personal 
estate ; but so long as the fund remams it has the same character- 
istics as a specific legacy, and in the event of resort havmg to be 
had to the specific legacies for the payment of debts, etc., it 
would then abate with the specific legacies. 

(d) Immediate Legacies ■ — ^These are legacies which a testator 
expressly directs to be paid at once. In the absence of such 
express direction, an executor has twelve months from the 
death of the testator within which to pay them. If payment 
is postponed beyond twelve months legacies carry interest at 
4 % per annum. 

(e) Future Legacies. — ^These are legacies payment of which 
is postponed until the happening of some future event, e.g. upon 
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the legatee attaining the age of twenty-one, or on the death 
of a tenant-for-life. 

(f) Vested Legacies . — These are future legacies which accord- 
ing to the form of words used by the testator have been construed 
by the Courts of Equity as conferring upon the legatee a vested 
interest in the legacy immediately on the testator’s death. In 
the event of the legatee dying before the specified event has 
happened, or the time has elapsed, the legacy will be payable 
to Ms representatives and form part of Ms estate. Such a form 
of words as “ I bequeath £500 to A B to be paid on his attaining 
the age of twenty-one ” conveys a vested interest in the legacy, 
although the time of enjoyment is postponed. But if the words 
“ to be paid ” are omitted, and the wording runs “ I bequeath 
to A B the sum of £500 provided (or if, or when, or in the event 
of, etc ) he attains the age of twenty-one,” then the wording 
is construed as conveying to the legatee only a contingent 
interest in the legacy, and should he die before he reaches that 
age the legacy lapses. 

[The above remarks do not appl3^ to legacies which the testator 
has charged upon some part of his real estate. The distinction 
is due to the historic differences between real and personal estate. 
Such legacies fail if the legatee dies before receiving them, except 
where the postponement of the legacy has reference to the circum- 
stances of the estate, and not to some event personal to the legatee.] 

Lapse. — ^It is by no means uncommon for those whom a testator 
proposes to benefit to pre-dccease Mm. When tMs occurs the 
legacy or devise is said to lapse, or, in other words, becomes void. 
The property comprised in the lapsed legacy or devise falls into 
the residue of the testator’s estate, and passes to the residuary 
legatees, or devisees, if there are any. If, however, the testator 
has not made any disposition of the residue of Ms estate, there 
will be an intestacy to the extent of the lapsed gift. 

To the above rule there are two exceptions If a gift has 
been made to any descendant of the testator, then, if there is a 
descendant of such descendant living at the time of the testator’s 
death, the gift will not lapse if the original beneficiary pre-deceases 
the testator, but will go just as if such beneficiary had as a matter 
of fact survived the testator and died immediately after Mm. 
This does not mean that the gift will go necessarily to the bene- 
ficiary’s cMldren. If he has left a will, the gift will be subject 
to its provisions. If he has died intestate, it will descend in 
accordance with the rules already laid down. In any case duty 
will be payable twice, once on the death of the testator and again 
on that of the beneficiary, the accounts of the latter’s estate being 
amended if necessary for the purpose. TMs rule will naturally 
only apply where sometMng more than a life estate is given to the 
original beneficiary ; otherwise his interest would die with him. 
Further, the rule will not apply where a gift has been made to a 
class of persons The death of one of them before the testator 
will only increase the share taken by the others. 
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The second exception occurs when there has been a devise 
of an estate tail in real property. An estate tail, it will be remem- 
bered, is one which descends only to direct heirs of the original 
grantee and not to collaterals. Where such an estate is given by 
will and the donee pre-deceases the testator, the gift will not 
lapse if the donee has left any descendant capable of inheriting the 
estate, and such descendant is alive at the testator’s death. 

Where the testator’s intention in giving a legacy was not merely 
bounty to the legatee, but the discharge of a moral obligation 
recognised by him, whether legally enforceable or not, the legacy 
will not lapse by the legatee’s death in the testator’s lifetime. 

, A legacy will cease to be payable in the following circumstances : 
Where a testator has by his v^l given a legacy to his child or to 
someone to whom he has been acting as a father, and subsequently 
he has made provision for the advancement of such legatee, as, 
for example, by giving a daughter a portion on her marriage, or 
by buying a son a partnership in a business, the legacy is con- 
sidered to have been satisfied to the extent of such advancement, 
and will only be payable so far as its amount exceeds the provision 
made by the testator for the legatee in his lifetime. This rule 
does not apply to legacies to strangers, where there is no relation 
either natural or artificial of father and child. As in other matters, 
the testator’s intention is the primary guide, and the surrounding 
circumstances, coupled with the words used by the testator, may 
show an intention to exclude this rule. 

Similarly, if in the case mentioned above the testator, instead 
of making the provision after his will, had agreed to do so before- 
hand, then, if he had not carried out the agreement before his 
death, it would be considered, in the absence of words or circum- 
stances showing the contrary, that he intended the legacy as a satis- 
faction of his pre-existing liability, and it would be for the 
beneficiary to say under which instrument the benefit should be 
taken, whether the contract or the will. Both provisions could 
not be kept. 

Assent of Executor. — ^The assent of an executor is necessary 
to complete the title of a legatee to a specific legacy or a share 
of residue. The executor should be careful not to assent until he 
is satisfied that there will be a residue, or that the specific legacy 
will not be required for payment of debts. 

The personal representative may assent to the vesting in any 
person who may be in any way entitled thereto, either beneficially, 
or as trustee, or personal representative, of any real estate to which 
the testator or intestate was entitled, or over which he exercises a 
general power of appomtment Instead of assentmg the personal 
representative may convey the property to the person entitled. 

If the executor or administrator has not paid off the liabilities 
and distributed the estate m accordance with the terms of the will 
and/or the rules of intestacy, by the anniversary of death (i.e. the 
end of the “ Executor’s Year ”), the beneficiaries can apply to the 
Court to make him show cause for the delay. 

Where the legatee or residuary legatee is an infant, a personal 
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representative may discharge himself of the legacy by appointing 
a trust oorporationj or two or more mdividuals not exceeding f onrj 
and including himself or not, trustees of any devise, legacy, or share 
of residue to which the infant is entitled, and may vest the devise 
or legacy in them. 

Annuities are treated, for estate duty purposes, as legacies 
The executor may be (1) directed to purchase an annuity, or 
(2) to pay it out of a specific fund, or (3) out of the general income 
of the estate. Where the annuity is payable out of the general 
income of the estate, the present value is ascertained from the 
tables in .the Succession Duty Act, 1863, and is subject to Legacy 
Duty. If the executors are du'ected by the will to pm’chase an' 
annuity, Legacy Duty is payable on the value according to the 
tables, without regard to the sum spent m purchasing the annuity. 
The duty may in cases (2) and (3) be paid in four annual instal- 
ments, if more convenient to the annmtant, or, if paid at once, 
is subject to a discount at the rate of 4 % per annum, calculated 
to the average due date of the instalments. Annuities commence 
to run from the date of death, but the first payment cannot he 
claimed until twelve months have expired, unless the will directs 
otherwise. If the annuity is a perpetual one, the legatee can insist 
upon being paid its capitalised value In the event of an insuffic- 
iency of "assets, annuities suffer abatement proportionately, in 
common with other general legacies The capital value to be 
abated is arrived at by actuarial valuation of the annuity as at 
the date of the testator’s death. 

Death Duties. — ^The term “ death duties ” is the generic name 
given to those levies which the State makes on the property 
possessed by persons at their death. They comprise (a) Estate 
Duty, (b) Legacy Duty, and (c) Succession Duty. Estate Duty 
increases in incidence with the value of the estate ; Legacy and 
Succession Duties vary in incidence according to the relationship 
which the beneficiary bears to the person deceased. 

Estate Duty . — Estate Duty is payable on the net aggregate 
value of all real and personal property deemed to pass on a 
person’s death, i o. the value of such property after deducting funeral 
expenses, debts, and other liabilities allowed as authorised deduc- 
tions. Property deemed to pass includes gifts inter vivos made by 
the deceased within three years before death ; donationes mortis 
causd ; and, no matter how many years have elapsed since it was 
settled, all settled property m which the settlor has retained any 
interest, or the power to re.store the property to himself. To be 
exempt from duty, property must be settled to the entire exclusion 
of the settlor. Gifts not exceeding £100 in the case of any donee ; 
gifts in consideration of marriage ; charitable or public gifts made 
more than a year before death; gifts in reduction of the national 
debt, and normal and reasonable gifts havmg regard to the social 
position and manner of living of the deceased, are exempt from 
duty. But the rules determining what property is deemed to pass 
and the exceptions are too complicated to b^tated in tbeir entirety 
here 
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TKe duty is paid by means of stamps impressed on the Inland 
Revenue Afi&davit, and is a charge against the capital of the 
estate. No duty is payable on estates of less than £100 in value. 
To asoertaiu the amount hable to duty the whole estate, both 
real and personal, must be aggregated. But where the net value 
of the real and personal estate does not exceed £1,000 such property 
is not aggregated, but forms an estate by itself. 

Estate Duty is now, by the Finance Act, 1030, payable according 
to the following scale : — 


Exceeding £100 and 
„ 500 

„ 1,000 

., 5,000 

., 10,000 

„ 12,500 

16,000 

„ 18,000 

„ 21,000 

„ 26,000 

., 30,000 

35,000 
„ 40,000 

„ 46,000 

„ 60,000 

„ 65,000 

„ 05,000 

„ 75,000 

„ 85,000 

„ 100,000 

„ 120,000 

„ 150,000 

„ 200,000 

„ 260,000 

„ 300,000 

„ 400,000 

„ 500,000 

„ 600,000 

„ 800,000 

„ 1 , 000,000 

„ 1 , 250,000 

„ 1 , 500.000 

„ 2 , 000,000 


exceeding £600 1 

„ 1,000 2 

„ 6,000 3 

„ 10,000 4 

„ 12,500 6 

„ 16,000 6 

„ 18,000 7 

„ 21,000 8 

„ 26,000 0 

„ 30,000 10 

„ 36,000 11 

„ 40,000 12 

„ 45,000 13 

„ 60,000 14 

„ 55,000 16 

„ 65,000 ' 16 

„ 75,000 17 

„ 86,000 18 

„ 100,000 10 

„ 120,000 20 

„ 150,000 22 

„ 200,000 24 

„ 250,000 26 

„ 300,000 28 

„ 400,000 30 

„ 500,000 32 

„ 600,000 34 

„ 800,000 36 

„ 1 , 000,000 38 

„ ], 260, 000 40 

„ 1 , 600,000 42 

„ 2 , 000,000 46 

60 


Where the gross vaJue of an estate exceeds £100 but not 
£300, the executor or administrator has the option of paying a 
fixed duty of £1 10s. ; and where the gross value exceeds £300 
but not £500, the sum of £2 10s. 

Estate Duty is payable on delivery of the Inland Revenue 
Affidavit, or six months after the death with interest from the 
day of death till the day of payment at the rate of 4 % per annum. 
Duty on real property remaining unsold may be paid by eight 
yearly or sixteen half-yearly instalments with interest at 4 % per 
annum, but such interest does not begin to run until twelve months 
from the day of death. 

Subject to the conditions laid down, death duties may be paid 
by transferring to the Inland Revenue Authorities any of the 
following securities ; — 
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5 % or 6 % Exchequer Bonds, or National War Bonds 
/) % War Loan (1929-47) Stock or Bonds 
4 % War Loan (1929-42), 

4 % Bunding Loan (1960-90). 

4 % Victory Bonds. 

These securities are accepted at the price of issue, with adjust- 
ment for interest accrued at the date of transfer, except the 4 % 
Victory Bonds, which are accepted at their face value (with adjust- 
ment for interest) The interest so taken mto account is not 
assessable to Income Tax {Monks v. Fox's Exors. [1927], 164 
LT 436). 

Legacy Duty.— This duty is payable by the executor out of 
the legacy itself, unless the gift is expressly stated to be “free 
of duty,” and then the duty is payable out of the general personal 
estate. It is levied, with exceptions, upon every gift of personal 
estate by will ; personal estate devolving upon intestacy ; 
donationes mortis causd ; debts forgiven ; annuities, etc. The 
scale of duty now payable under the Finance (1909-10) *4c^, 1910, 
is as follows : — 

Husband or Wife, Children and their descendants, 

or any lineal ancestor 

Brothers and sisters of the deceased and their 

descendants 

All other persons 

Duty at £1 % is not payable where the net property chargeable 
with Estate Duty does not exceed £16,000 , or where the total 
amount received by the legatee from the estate does not exceed 
£1,000, or the sum of £2,000 where the legatee is the widow or a 
child imder twenty-one of the deceased 

Leaseholds are not liable to Legacy Duty, they being treated 
for this purpose as part of the real estate. No Legacy Duty is 
payable where the total estate does not exceed £1,000. The 
executor must deduct Legacy Duty when paying the legacies, 
(unless they are “ free of duty,” when he must provide the duty out 
of the general estate), and account to the Inland Revenue authorities 
for the duty within three weeks following. Interest at 4 % per 
annum is chargeable upon Legacy Duty remaining unpaid beyond 
three weeks. Receipts on the olHcial forms must be obtained from 
the legatees, and be stamped with the amount of the duty paid. 

Succession Duty. — This duty is, subject to certain exceptions, 
levied upon every succession, i.e. every beneficial acquisition of 
real and personal property by any person by reason of any dis- 
position or devolution by law (Succession Duty Act, 1853). Lease- 
holds are accounted part of the real estate for this purpose. The 
scale of duty is the same as for legacies and similarly increases 
in incidence with the remoteness of the successor from the pre- 
decessor. This duty is not payable where the value of all succes- 
sions does not exceed £100, or where the estate, real and personal, 
in respect of which Estate Duty is payable does not exceed £1,000. 


£1 % 


£5 % 
£10 % 
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The duty is payable by the successor. No one chargeable with 
Legacy Duty is chargeable also with Succession Duty in respect 
of the same property. 


Capital and Income. 

The terms Capital and Income are well understood by the 
student in their ordinary commercial sense, but in dealing with 
executorship accounts it is not always easy to decide whether a 
particular item should be treated as Capital or Income. It is 
impossible to lay down any fixed rules, and, in case of doubt, an 
•executor will be well advised to treat payments as Income and 
receipts as Capital. 

I^en an investment is sold the Appoitionment Act does not 
apply, and the whole of the proceeds of the sale must be treated 
as Capital. When executors invest estate moneys, the whole of 
the first dividend received must be treated as Income. It will 
be noted that these rough-and-ready rules are not in harmony 
with commercial jiractioe, and in order that the respective rights 
of the tenant-for-life and remainderman may be duly protected, 
care is needed in the selection of new mvestments when changes 
are made. It should be borne in mmd that if investments are 
purchased cum div. the whole of the dividend goes to the tenant- 
for-life, whereas if sold cum div. the entire proceeds are Capital, 
and the tenant-for-life loses the accrued Income. Some few items 
of common occurrence in executorship may be analysed for the 
student’s guidance : — 

Capital Items. — Estate, Legacy, and Succession Duty on 
legacies directed by the will to be paid “ free of duty ” ; cost 
of proving the will and protecting the estate ; and exeoutorsliip 
expenses in valuing, reahsing or re-investing or protecting the 
assets, including stockbroker’s and valuer’s fees for valuations, 
and accountant’s charges for services in preparing accounts, 
etc. ; appointment of new trustees ; funeral expenses ; profits 
or losses on the realisation of assets ; legacies ; annuities pur- 
chased ; debts due at death ; income accrued due prior to the 
date of death ; expenditure of a permanent nature ; and 
the cost of structural alterations undertaken to improve 
the property. 

Income Items. — Interest on a loan from the Bank to enable 
duty to be paid; interest on Estate Duty on personal estate; 
interest on specific legacies ; income accrued due after the date 
of death ; expenses of lettmg and managmg property and the 
necessary ordinary repairs of a decorative nature , audit fees, etc. 

Apportionment. — ^This is the term used to indicate the division 
by the legal representative of the income derived from a testator’s 
estate into proportionate parts for the purpose of adjusting the 
legal rights of those entitled thereto. The divisions are {a) “ In- 
come accrued due prior to the date of death,” and (h) “ Income 
accrued due after the date of death.” The former becomes part 
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of the Capital or Corpus of the estate, and must be included in 
the Estate Duty Account for duty purposes ; and the latter forms 
part of the Income of the estate. 


Illustration —A. testator died on January 31st and left, amongst 
other assets, a mortgage of £10,000 at 5 %. Theinterost was payable quarterly, 
and on March 31st three months’ mteiest, less tax, was paid, amounting to, 
say, £93 15s. Od net. The interest accrued up to the date of death (Janu- 
ary 31st), i.e 31 days, is Capital, the remainder, i e. 59 days, is Income: 


Capflal.— December 31st to January 31st = 31 days, 31/90ths £ s d 

of £93 15s. Od, .. ., . ,. ,, , .. — 32 610 

/nooine,— January Slat to March 31st = 59 days, 59/90ths of 

£93 16b. Od .. .. = 61 9 2’ 


£93 16 0 


There are three main reasons why it is necessary to apportion 
income, viz. (1) in order to arrive at the actual net value of the 
estate on which Estate Duty is payable ; (2) to adjust the rights 
of the life tenant and remainderman as regards income accruing 
after the testator’s death ; and (3) to allocate the administration 
expenses properly as between capital and income. The need for 
strict apportionment arises more particularly in cases where a 
portion of the estate is left on trust. Eor instance, a testator 
leaves the whole of his estate to his wife — the “ life tenant,” and 
upon her death to his son absolutely — ^the “remainderman.” 
The widow is interested solely m the income, the capital going 
to the son. In such cases, apportionment needs careful adjust- 
ment, Where securities are valued cum div. at date of death, 
no further amount need be accounted for m the Estate Duty 
Aeoount, since it is assumed, for Estate Duty purposes, that the 
accruing dividend has been included in the market quotation. 
When stocks are valued e,x div. at date of death, the whole dividend 
next receivable must be included m the Estate Duty Account as 
capital and Estate Duty be paid thereon. When the dividend is 
actually paid, it must, however, be apportioned, in respect of time, 
in the Cash Book in the usual way 

Eor apportionment purposes interim dividends are treated as 
payments on account of dividend for the whole year. When the 
final dividend has been received, and the rate of dividend for the 
whole year ascertained, an apportionment is made on this basis, 
taking into account the interim dividends which came in jirior to 
the date of death and were treated as capital for assessing Estate 
Duty. The interim dividend received prior to the date of death 
should be deducted from the capital proportion of the dividend 
for the whole year. 

Illustration . — A testator leaves, among other assets, 2,000 Ordinary 
Shales of £1 each in a mining company, upon which an interim dividend 
at the rate of 10 % per annum had been paid on June 30th. The date of 
death was September 30th A final dividond at the rate of 20 % per 
annum was paid as on December Slat. Ignoring Income Tax, the appor- 
tionment would be as follows — 
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€ s d 

Dividend for the whole year (Interim £100, and Final €200) 300 0 0 


Pioportiou of the whole dividend to tho dato of death, Sop- 

tomber 30tli, i.e. nine months 225 0 0 

Xress Interim Dividend received by Testator 100 0 0 


Proportion of the Final Dividend to bo carried to Capital 

Account 12500 

Pioportion of Final Dividend to bo treated as Income (i.e. 

three months or 3/12ths of £300) . 75 0 0 


£200 0 0 


In no case, hovi'evcr, can the tenant-for-Iife claim more than 
the amount of the final dividend. 

(Similar questions may arise on the death of the tenant-for-life 
His estate is entitled to dividends accrued during his life, though 
not declared until afterwards. So, where the tenant-for-life died 
on July 24th, and during Septcmlier dividends were declared for 
the period ending June 30th, the whole of the dividends went to 
the tenant-for-hfe’s estate {re Mvirhead, [1916] 2 Ch. 181). 

Statutory apportionments are governed by the Apportionment 
Act, 1870. There are also certain equitable rules which govern 
apportionments, notably the decisions in Howe v. Earl of Dart- 
mouth (1802), 7 Ves. 137 , re Earl of Chesterfield's Trusts (1883), 
24 Ch. D. 643 ; and Allhusen v. Whitiell (1867), 4 Eq. 295, 

By the Apportionment Act, 1870, “ all rents, annuities, dividends, 
and other periodical payments in the natnre of income (whether 
reserved or made payable under an instrument in writing or other- 
wise) shall, like interest on money lent, be considered as accruing 
from day to day, and shall he apportionable m respect of time 
accordingly ” 

In Howe v. Earl of Dartmouth (1802) the general rule ivas laid 
down that where the re,sidue of personal property is left in trust 
for several persons in succession, and the residue consists wholly, 
or in part, of property of unauthorised, wasting or reversionary 
nature, and the will contains no directions to the contrary, such 
assets must he realised and properl yinvestod in authorised securities. 
In such cases the conversion of the property should be effected 
within twelve months from the date of death The tenant-f or-Iifc 
is entitled to interest at the rale of 4 % (formerly 3 %) per annum 
upon tho not proceeds of the realisation from the date of death to 
tlie date of reinvestment. If it is impossible to realise the property 
within the executor’s year without incurring heavy loss, the tenant- 
for-life is entitled to interest at 4 % (formerly 3 %) upon tho value 
of the property as at the testator’s death. The object of this rule 
is to protect remaindermen, but it does not apply to real estate, 
and does not, of course, operate in cases where the intention of 
the testator, as shown by his will, was that the teuant-for-life 
should enjoy the property in the same state as existing at the 
date of death. 

The apportionment rules do not apply to leasehold property 
(re Brooker [1926], 70 S.J. 526), but, in the absence of contrary 
directions in the uill, it is still the duty of the executor to realise 
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such i)roporty and invest the proceeds in Trustee Investments; 
pending such realisation the income belongs to the life tenant. 

Illustration — A testator who died on Aprjl 1, 19. , left the residue of his 
personal estate in trust for the benefit of his son for life, the capit al to pass 
to his grandson on the death of his son. The lesidue included 2,000 6 % £1 
X^referenoe Shares in Blanks, Ltd., valued at 17s 9d -18s 9d for li&tate Duty 
purposes Under the rule in Howr v Marl of Dartmouth, the shares weio sold 
on September 30, 19. . , the proceeds being £2,100 exdtv. On the following day 
the half-year’s dividend to September 30, 19 , was received Prepare the 

ledger account* of the leasehold property, making tho necessary apportion- 
ments in months and ignoring income tax (see J) 998). 

On the conclusion of the sale, the executor must invest tho 
proceeds, together with the income received (less the interest paid' 
to the life tenant and mcome tax paid), in authorised securities, 
the income from which goes thereafter to the tonant-for-life. 

Be Bail of GhesierfieU's Trusts {1883), 24 C.D. 643.— The 
rule in this ease is applicable where the I’esidue, or part of the 
residue, consists of a reversionary interest, or similar outstanding 
personal estate. When such property falls into the estate, it is 
necessary to ascertain the amount which, if it had been invested 
at the date of the testator’s death at 4 % (formerly 3 %) per annum 
compomid interest (less income tax) with yearly rests, would have 
produced, at the date when the property fell in, an amount equal to 
the actual amount realised by such property The amount ascer- 
tained in this way is capital, and the balance, i.e. the difference 
between such sum and the amount realised by the proieerty, is 
income. For examxile, assume that a testator leaves a reversionary 
interest in oertam shares. When the shares fall into the estate thoir 
market value amounts to £3,000. Assume that a sum of £2,796, if 
it had been invested at the date of death at 4 % comjioimd interest 
with yearly rests, and after deducting income tax, would have pro- 
duced £204 at the date when the i-eversiori fell in, or £3,000 in 
all, then £2,796 represents capital and £204 income. 

Allhusen v. Whitell (1867), 4 Eq. 29 j 5-— It is the almost 
invariable practice to charge such items as funeral and testa- 
mentary expenses, debts, legacies, and the like wholly against 
capital. Where, however, the residue, after payment of debts, 
etc., is left to several persons in succession, this practice is contrary 
to the rule laid down in the above ease. The rule is that m the 
absence of contrary provisions in the will the executom will be 
taken by the Court as having applied in jiayment of debts, etc., 
such a portion of the residue as, together with the income of that 
portion for one year, was necessary for such payments. In other 
words , it is held that all debts and expenses should he borne xateably 
by capital and the first year’s mcome, on the gromid that the first 
year’s income would otherwise be increased by the interest on the 
money retained to pay the debts. In cases where considerable 
payments are made less than a year after the testator’s death, the 
above rule has been modified by the decision in le MoBuen, [1913] 
2 Ch. 704. Each separate payment for debts, etc., is now taken as 
having been made with such a portion of capital as, together with 
the income derived from it from the testator’s death to the date of 
the payment— instead of for the full year — ^is sufficient to satisfy 
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the payment. The equitable principle remams the same, viz. that 
a tenant-for-lifc is only entitled, during the first year, to the income 
derived from the amount which will ultimately be available for the 
remainderman The rule m.dlfcse«.v. IFWMeZi! is not to bo slavishly 
followed, and should not be applied in cases where large sums are 
paid considerably before the end of the executor’s year. 

The above case was followed in re Wills, Wills v. Hamilton, 
[1916] 1 Ch. 769. In that case there were very large payments 
and appropriations for duties, debts, testamentary expenses, 
legacies and annuities, which were not completed until five years 
after the testator’s death. The rate of interest earned by the 
estate increased considerably after the first year. It was held 
that the process of calculation (of such a sum as with the interest 
would discharge the liabilities) ought to be continued after the 
first year and be applied to the liabilities discharged after that 
year, and further that income ought to be calculated upon the 
average rate earned in each year. In calculations of sums required 
to pa 5 ' annuities the same principle was adopted by Swinfen Eady, 
J , in re Perkins, [1907] 2 Ch. 696, interest being calculated at 
3 % (because the residue was invested m Consols, but the Judge 
said that 4 % would otherwise be the proper rate), and by Joyce, 
J., in re Thompson W.N., [1908] 196, and Parker, J., in re Poyser, 
[1910] 2 Gh 444, the interest in the two latter oases bemg calculated 
at 3^ %. The rule may now be considered to be well settled. In 
applying the rule, the income of the Estate is to be calculated on the 
net amount after the payment of income tax (re Oldham, Oldham 
V. Jf?yZes, [1927] W N 113). 

Testamentary Expenses. — ^These are expenses necessarily incurred 
in obtaining Probate or Letters of Administration, including 
Government Estate Duty, and expenses mourred in protecting 
the estate. Such expenses are a charge against Capital and are 
legally payable next after the funeral expenses. The term is not 
etymologically correct, since an administrator’s expenses are 
“ testamentary,” although there is no “ testament.” 

Funeral l^enses. — ^All expenses properly incurred in the 
burial of the testator may be deducted from the gross value of 
the estate for the purpose of aacertainmg the amount of duty 
payable. The cost of mourning and the erection of a tombstone 
must not be included. Any expenses incurred in bringing the 
testator’s body from abroad are disallowed. The amount of funeral 
expenses must be reasonable having regard to deceased’s position 
and property. 

Debts Due at Death. — ^Thc executor should pay the debts 
owing by the testator with reasonable expedition when assets 
come into his possession. He may pay himself in priority to all 
other creditors of equal degree if any debt is owing to him, or 
he may give preference to any other creditor of equal degree. 
He may pay debts which are barred by the Statute of Limitations, 
but not after the debts have been judicially held to be so barred. 
The order in which debts are paid is immaterial in cases where 
the estate is solvent, but the followmg order of payment should be 
observed, if there is any doubt as to the sufficiency of the assets to 
meet all the liabilities. 
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(1) Reasonable funeral expenses ; cost of obtaining probate 
and other testamentary and executorship expenses. 

(2) CroAvn debts due by specialty or record 

(3) Debts with statutory priority, such as Poor Rates, 
Regimental Debts, or moneys due from Savings Banks’ or 
Friendly Societies’ officers to the Society. 

If the estate is being administered in or out of Court as the 
estate of a deceased insolvent, the funeral, testamentary and 
administrative expenses have priority, subject thereto, the same 
rules prevail as to the rights of secured, preferential and other 
creditors, etc , as are in force in banlcruptcy {Administration of 
’ Estates Act, S. 34 and Pt. I, Sch. I, S. 130, Bankruptcy Act, 1914, 
and Expiring Laws Act, 1925). 

(4) Judgments of a Court of Record recovered against the 
testator and decrees of a Court of Equity. 

(6) Other debts of record, such as recognisances duly en- 
rolled, etc. 

(6) Debts for which judgment has been obtained against the 
executor 

(7) Ordinary debts, on contract, under seal, or otherwise. 

[Note. — Specialty and simple contract debts were placed on 

an equal footing by Hinde Palmer’s Act, 1869. An ^executor 
can still prefer a simple contract debt over a debt by specialty, 
and can retain for a simple contract against specialty creditors 
(re Samson, [1900] 2 Ch. 684; re Harris, [1914] 2 Cb. 396)] 

(8) Voluntary bonds, such as a covenant given without 
consideration to pay a certain sum of money ; but creditors 
under these rank pan passu with creditors for value in the 
administration of the estates of deceased insolvents {re Whitaker, 
11901] 1 Ch. 9). 

Marshalling the Assets. — ^The assets should be applied in pay- 
ment of funeral and testamentary expenses and debts in the 
following order ; — 

(1) Property of the deceased undisposed of by will, subject 
to the retention thereout of afund sufficient to meet any pecuniary 
legacies. 

(2) Property of the decea.=ed not specifically devised or 
bequeathed, but included (either by a specific or genera] descrip- 
tion) in a residuary gift, subject to the retention thereout of a 
fund sufficient to meet any pecuniary legacies so far as not 
provided for as aforesaid. 

(3) Property of the deceased specifically appropriated or 
devised or bequeathed for the payment of debts. 

(4) Property of the deceased charged with or devised or 
bequeathed subject to a charge for the payment of debts, 

(5) The fund, if any, retained to meet pecuniary legacies. 

(6) Property specifically devised or bequeathed rateably, 
according to value 

(7) Property appointed by will under a general power, includ- 
ing the statutory power to dispose of entailed interests, rateably 
according to value. 
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The expiession “marshalling the assets” is still used, though 
the process is no longer necessary in fayonr of creditors The 
principle of equity is that where a claimant A has two funds fo 
which he may resort for his claim, and another claimant B has 
an interest in only one of those funds, A cannot resort to B’s 
fund until he has first exhausted that fund in which B has no 
interest. If he has resorted to B’s fund first and so disappointed 
B, then the Court will allow B to stand in A’s shoes and have 
recourse to -the other fund in which B had originally no interest, 
so as to satisfy B’s claim. 

Residuary Aceount. — The term “ residuary legatee ” is explained 
at p. 987. In order to determine the precise interest of the 
residuary legatee, an account in the official form, termed a 
Residuary Account, must be prepared and filed at jSomerset 
House, giving a summary of the administration of the estate and 
showing the amount of the residue (if any) of the testator’s 
personal estate. From this accormt the Legacy Duty payable by 
the residuary legatee is assessed. The whole of the estate must be 
brought into the account, showing the assets at the amounts 
realised, the income received subsequent to the testator’s death, 
and the payments made, together with a valuation, at market 
prices, of the unrealised portion of the estate, if any, and any sums 
reserved- to meet unpaid legacies or liabilities. Legacy Duty is 
charged upon the net amount of the residue shown by the account 
and is payable upon distribution. If there is a life tenant, unless 
the life tenant and remainderman are liable to the same rate of 
duty, two Residuary Accounts are necessary, the second being 
deferred till after the death of the life tenant. The first of these 
accounts deals with capital items only (see p. 1028). 

Judicial Trustee. — The Judicial Trustees Act, 1896, gave the 
Court power to appoint a Judicial Trustee, who may be the sole 
trustee or act jointly with any other person, or may be substituted 
for existing trustees. An executor or administrator is a trustee 
within the meaning of the Act, so that a Judicial Trustee may 
in effect be appointed to act with or displace an executor or 
administrator The Court may allow the Judicial Trustee to be 
remunerated, and he must give security. The Judicial Trustee, 
m case of difficulty arising m the administration of the trust, may 
apply to the Judge without formal application for directions, 
though in substantial cases the Court will probably direct a 
summons to be issued A most important part of the Act is 
the direction that once in every year the accounts of the Judicial 
Trustee shall be audited. This is done by the Masters m Chancery. 
The Act IS not generally known or largely used. By S. 3 of the 
same Act trustees, including executors and administrators, whether 
appointed under the Act or not, are relieved from the consequences 
of a breach of trust if they have acted honestly and reasonably 
and ought fairly to be excused. 

Executorship AccouiTTa 

Apart from the legal considerations that enter into executorship 
book-keeping, there is not that intricacy about it which many 
students appear to imagine. The ordinary principles of double- 
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entry book-keeping apply. Tke chief diffioulties m their applica- 
tion lie in the accurate (hscriinmation between capital and income, 
and the proper apportionments rendered necessary by statute or 
case law. 

Two Systems of Accounting. — ^There are two recognised systems 
of keeping executorship accounts, viz, (a) the “ two column ” 
method, and (6) the “ Gash ” or “ three column ” method. The 
difference between them lies in the basis upon which the assets 
are recorded when the estate hooks are opened In the end both 
systems achieve the same result. 

S'ke “ Two Column ” Method . — ^By this method the valuations 
made for Estate Duty purposes are immediately employed for 
the compilation of the estate Capital, or Corpus, Account. The 
estate Capital Account is credited, by means of a Journal entry, 
with the aggregate value of the assets as shown in the Affidavit 
for probate, and each asset account is debited with its individual 
value Any profits or losses which may subsequently arise upon 
the realisation of the assets are adjusted by means of a “ Profit 
and Loss upon Eealisation Account,” or, more frequently in 
practice, by Journal entries transferring the profit or loss direct 
from the asset account to the Estate Capital Account. This 
method has the advantage of obviating the possibility of any 
asset being overlooked, and it also shows the aggregate value of 
the estate upon which duty has been paid. Under this system the 
Ledger account of each asset consists of two cash columns, for 
“ income ” and “ capital ” items respectively. In practice, a 
third “ memorandum ” column added to the clebit side is a con- 
venience for recording the nominal value of the investment 

In order to economise space, this third oolunin has been 
omitted in the long exercise which concludes this chapter. 

lUusiration.—A. testator, who died on November 30, 19. .. left £1,000 
Arcadia Government 5 % Gold Bonds. Inteiest payable June 30th and 
December 31at. This asset was valued at 90 for probate purposes, and 
was sold on December .31, 19.., at par. Ignore expenses of selling the 
investment. 

The ledger account would appear m shown on p. 1003 

The “ Cash ” or “ Three Column ” Method.- — By this method 
no assets axe passed to the ciedit of the Estate Account until 
they have been actually realised or otherwise dealt with The 
adherents of this method maintain that the values placed upon 
the testator’s assets are subject to fluctuation, and that the 
executors axe not responsible for them until they realise them, 
and that, for legal considerations, it is unwise to adopt the probate 
valuations, except as memoranda. Some lawyers hold the opinion 
that, from an executor’s point of view, it is unwise to record 
values in the books which may never be realised. It is also claimed 
that it is an advantage to show on the face of the accounts the 
proportions of realised and unrealised assets. Under this system 
the Estate Account shows only so much of the estate as has been 
actually realised at the date of the account. 

There can be no question that the “ Cash ” system is the older 
of the two, and is still largely favoured by solicitors. The “ two 
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column ” system is, however, more scientific from the double- 
entry book-keeper’s point of view, and is the method chiefly 
employed by professional accountants, and is the principle upon 
which the illustrations in this treatise have been prepared. The 
author may state, however, that he found the employment of the 
“ Cash ” system convenient in a case where the greater portion 
of the assets consisted of property and securities upon which it 
was practically impossible to place any but very tentative valua- 
tions, probate being granted upon the understanding that the 
approximate valuations appearing on the Estate Duty Account 
should be adjusted in the &rrcctive Affidavit. As stated above, 
however, the student should clearly understand that both systems 
have their advocates, and accounts opened upon either basis, if 
accurately prepared, disclose the same results. 

The Books oe Account. 

Nature of Records, — ^It is imperatively important that an 
executor should keep accurate books. He is under strict liability 
to render a full account of his stewardship to those for whose 
benefit he administers the testator’s estate. 

The interests derived under a will are diverse, and sometimes 
oonfiicting. For example, a testator may devise a life interest 
only m certain property to A, the property itself passing ultimately 
to B. In such cases the differing interests of the tenant-for-life 
and the remainderman must be adjusted in order that one party 
may not benefit at the expense of the other. 

An executor’s hooks must contain (1) full particulars of all 
the property which came mto liis hands as executor ; (2) a complete 
record of all his dcalmgs with reference to such property during 
his executorship , and (3) details of the final disposal of the 
proceeds of the estate. 

Books to be Kept. — ^Takmg the example set out at p. 1010, 
we find (1) particulars of the property winch oamo into the pos- 
session of the executor as shown in the Affidavit for Probate, 
and which is summarised at p. 1014; and (2) the subsequent 
transactions, as set out in the “ Diary ” given at pp. 1011-13, 
which remain to be suitably recorded For this purpose three 
books are necessary, ’viz. Journal, Gash Booh, and Ledger. In 
addition to these, it is the author’s opmion that executors will 
be wise if they keep certain subsidiary books, e.g. a Minute Book, 
particularly perhaps in cases where there is more than one 
executor. All proceedings and decisions arrived at by the 
executors should he there recorded, and signed by all executors 
present, so that an authentic record of the conduct of the executor- 
ship may be available in case of need. This is siiecially necessary 
if some of the beneficiaries are likely to prove troublesome Where 
the estate is large and trusts will remain after the close of the 
executorship, it is advisable to open an Investment liegister, con- 
taining the usual records of every investment. A Rents Book is 
also necessary where the estate mcludes considerable realty or 
leaseholds. 

A suitable form for an Investments Ledger is shown at p. 1006. 
The balances of the Income columns would be ‘ transferred, in 
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due course^ to tke Income Account. Any profits or losses on the 
realisation of investment would, m the ease of executors’ accounts, 
be dealt with m the Estate Capital Account. 

A form of Bents Ledger appears at p. 1007. This ruling is 
suitable where there are a number of small properties. Each page 
should be ruled to accommodate two or more ledger accounts 
It is convenient if the “ Bent ” column is ruled in red and the 
“ Cash ” column in bine ink. The debits for rents due originate 
from a Journal entry debiting individual tenants and crediting 
Rents Due Account with the periodical rents as they fall due, 

A second form of Bents Ledger is illustrated at p. 1007.. This 
is, suitable for employment in eases where an account showing 
the profit or loss on each individual property is desired This 
can be kept as a “ Memorandum ” Ledger only, or the balances 
can be collected and credited to a Property Profit and Loss 
Account. 

The. Journal. — In the record of executorship transactions, more 
particularly when the “ two column ” system is employed, the 
Journal should, in the author’s opimon, be more fully employed 
than in ordinary commercial work. Indeed, where seourities or 
other assets are divided in hind amongst the beneficiaries, full 
Journal entries are essential. If the “ Cash system is employed, 
the need for the Journal is not, perhaps, very obvious. Eor ready 
reference, it will also be found useful to record in the Journal a 
synopsis of the will, in so far as it affects the accounts. EuII 
explanations of all entries in the Journal should appear by way 
of “ narrative.” Eollowmg the epitome of the will, the first entry 
in the Journal under the “ two column ” system will bo the 
opening entry for the Estate Ledger, i.e “ Sundries {or ‘ Sundry 
Assets ’) Dr. to Estate Accouht'' with the narration, “ Being the 
assets comprising the testator's estate as per Estate Duty Account.” 
By means of this entry the individual asset accounts are opened 
The aggregate of the various debits makes up the gross total of 
the “ Capital ” or “ Corpus ” of the estate This entry is based 
upon the Affidavit for probate, and is the starting-point of the 
responsibility of the executors. An example of a Journal entry 
of this kind appears on pp, 1015-17 

Other necessary Journal entries are those made to adjust 
profits and losses upon the realisation of the investments ; the 
debit to the Estate Account of the debts due at death , the 
transfer of specific legacies ; the division of assets m kind , 
apportionments of income accrued to date of death ; the transfer 
of balances and the closing entries ; and any special items which 
cannot he suitably passed mto the books through any other 
channel. 

Some practitioners confine the Jouimal entries to those recording 
the opening of the books. In the author’s opinion, however, a 
fuller use of the Journal, as explained above, i.s advisable in 
executorship accounts. 

Cash Booh. — ^It is essential that executors should keep a separate 
banking account for the estate, that all moneys received should 





1008 ACCOUNTING 

be paid dii-ect to such account, and that all payments should bo 
made by cheque only. It is usual to provide three columns, for 
“ Income,” “ Capital,” and ” Bank ” respectively Each item is 
analysed in the two inner columns as between Capital and Income, 
and is then extended, m total, into the Bank column. By this 
method the division of the balance in hand, as between Capital 
and Income, is readily ascertainable at any time. The advantage 
thus obtained applies more particularly where there is a life 
interest m the estate necessitating careful distinction as between 
Capital and Income. The fullest detail relative to every entry 
in the Cash Book should be recorded. The opening entry will 
consist of the cash in the house at the date of death. The exact 
sum found in the house, and scheduled m the Estate Duty Account, 
should be paid into the Bank, and if any payments have been 
made a cheque should be drawn for the amount of such expenses. 
In due course the amount standing to the credit of the testator’s 
current account will be transferred to the executor’s account 
and duly recorded in the Cash Book. An example of a suitable 
Gash Book ruling mil befoimdatpp. 1018-19. If there are a number 
of ’petty cash fiayments, a cheque should be drawn periodically 
for the purpose, and a Petty Cash Book be opened in the usual 
way. All dividend counterparts, brokers’ bought and sold notes, 
vouchers for payments, and any other documents necessary to 
verify the entries in the estate boolcs should be filed and numbered, 
and the numbers recorded against the respective items in the Cash 
Book for ready reference. 

If there are several executors the signatures of all executors 
must be furnished to the bankers when the hanking account is 
opened, and it is advisable to arrange that all cheques must be 
signed by two or more executors. .Amy one executor can endorse 

cheques made payable to “The Executors of 

the endorsement being, for example : — 

“ Bober t Bobinson, 

for self and co-exectitors of ” 

The Ledger is provided with “ Capital ” and “ Income ” 
columns, and, as has been already explained, a third column is 
sometimes added in practice, in the case of investment accounts, 
for memoranda of the nominal amount of the investments. Where 
economy of space is desired, the nominal holding in each mvest- 
mont can be included in the heading of the ledger account in order 
that the balance of stock held at any time can be easily seen. 
Whether extended use of the Journal is favoured or not, there 
can be no question that full particulars of all items should appear 
in the Ledger, in order that each account mav be self-explanatory. 
The temptation to curtail ledger entries because full details have 
been set out in other books must be rigorously resisted. 

The first account appearmg in the Ledger is usually the 
Estate (‘ Corpus ’ or ‘ Capital ’) Account,” which takes the place 
of the Capital Aocoimt of the commercial world, and, as has been 
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explaixied, is opened by the Journal entry which records the assets 
as valued for Estate Duty Account purposes, and the liabilities 
and expenses allowable thereout. It is usual to close the account 
at this stage, and to bring down the balance showing the amount 
upon which Estate Duty has been paid When the provisions of 
the will have been carried out, the balance of the account repre- 
sents the residue of the estate. The Estate Account will ulti- 
mately be closed by the transfer of this balance to the credit of 
the accounts, of the residuary legatees 

As shown in the accompanymg illustration, a separate ledger 
account must be opened for every investment The profit or loss 
upon realisation of such investments as are disposed of must be 
transferred to the Estate Account. 

The “ Testamentary Expenses Account ” should contain only 
such expenses as are chargeable against Capital, the “ Executorsliip 
Expenses Account ” containmg those chargeable agamst Income. 
The balances of these two accoimts are transferred, in due course, 
to the “ Estate ” and “ Income ” Accounts respectively. An 
account must be opened for “ Debts due at Death,” to which the 
liabilities deducted in the Estate Duty Account are credited The 
payments in discharge of these debts are posted to the debit of 
the account as and when made. A “ Legacies Account ” must 
also be opened, to which all the pecuniary legacies, and the duty 
thereon, are debited as and when paid. Specific legacies (and 
the duty thereon if bequeathed “ free of duty ”) are transferred 
from the individual ledger accoimts to the Legacies Account, 
and, when all legacy transactions are comiilete, the balance of the 
accotmt is transferred to the debit of the Estate Account. 

The Income appearing in the “ income ” columns of the asset 
accounts is transferred to an “ Income Account ” in the Ledger, 
and the account is debited with the executorship and other 
current expenses. When complete, the balance of this account 
should agree with the relative columns in the Cash Book, and 
shows the income available for the tenant-for-life, to the credit 
of whose account the amount should be transferred. 

It is thought that the other ledger accounts, as shown in the 
example given at the close of this chapter, are self-explanatory. 

Business Books. — In cases where the executors are carrying 
on the testator’s business in accordance with the directions con- 
tained in the will, separate boolis relatmg to the trading transac- 
tions must, of course, be kept in the usual form. If the testator 
was a partner in a firm, there is no need to include in the Estate 
Duty Account any details of the partnership assets The only 
information necessary is the. figm-e which represents the testator’s 
share in the partnersMp property. 

Summary of Rules. — If the student will carefully follow each 
transaction from the Diary (pp. 1011-13) in its progi’ess through 
the various books, and in conjunction with the legal explanations 
given above, it is thought that httle further explanation of 
executorship book-keeping is necessary. It may, however, be 
useful to emphasise the following points : — 

66 
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(a) All Income received after the testator’s death has been 
duly apportioned as between Capital and Income. 

(b) Legacy Duty has been deducted from the various legacies, 
except in those oases where they were bequeathed “ free of 
duty.” 

(c) The method in which the amount liable to Estate Duty 
has been arrived at should be carefully followed, the amount 
-being calculated upon the total assets, as per the various 

valuations, less all such liabilities as are authorised as deduc- 
tions. 

(cl) Throughout the exercise more than usual detail has been 
given. This may perhaps be regarded by some as unnecessary 
repetition, but experience shows that it is useful to repeat full 
narrative in the ledger accounts in executorship books. Liti- 
gation may arise, and the books may be called for in the witness- 
box ; or they may be open to inspection by hostile beneficiaries 
or their professional representatives , and upon these and other 
occasions the immediate availability of full detail is frequently 
very advantageous. 

When submitting periodical accounts to the beneficiaries, it 
is a wise precaution to obtain signatures from all interested on 
the face of the accounts. 

When a division of residue is takmg place, beneficiaries may 
elect to take a transfer of existing investments in discharge of 
part, or the whole, of the share of the estate to which they are 
entitled. In such cases a certificate should bo obtained from the 
stockbrokers, stating the mean market price of the securities as on 
the day of the division. A Journal entry is then passed through 
the books upon the basis of this valuation. 

Illustration. 

Epitome op the Will op Eobeet Endive. 

Late of 368 Reter Eoad, London, W. The Will bears date 
October 6, 1918, and appoints George Eamshaw and William 
Endive (brother) as Executors. 

(1) £250 each to the Executors, if they act. 

(2) The £1,000 Stock in Illyria Harbour Trust to Edith 
Williams (niece), together with all income derived therefrom 
from date of death, all free of duty. 

(3) £100 to Mary Reeves (servant) and £50 to George 
Reimers (servant). 

(4) All Household Effects to wife, Hilda Endive, free of 
duty. 

(5) Ereehold House to wife, free of all death duties and 
mortgage. 

(6) £1,000 to Middlesex Hospital, free of duty. 

(7) Residue of Estate to wife. 

(8) The income of the Estate during the Executorship was 
to be divided as to two-thirds to the wife (Hilda Endive) and . 
as to one-third to the niece (Edith Williams). 
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(9) The Executors aro instructed to pay off the Mortgage 
on the Testator’s freehold house. 

The Testator died March 31, 1930 
The Will was proved on May 9, 1930. 

The Estate was sworn at £34,435 19s. lOd. 

The Testator’s assets and liabilities were as follows • — 


£ s. d. 

Cash in house 12 10 0 

Cash at ISTational Provincial Bank, Ltd. . . 1,240 0 0 

The Household Furniture and Effects were valued at £1,050. 
The debts owing by the Testator at the date of death were , 

£ s. d. 

J. Schofield (tailor) 26 0 0 

R. Reeves (solicitor) 12 12 0 

George Johnson (grocer) 10 0 0 

Dr. Forbes 16 5 6 


The Freehold House was valued at £3,600. There was a 
Mortgage thereon of £1,000 at 5 % (mortgagee, Geo. Jones ; 
interest due June 30th and December 31st). The Funeral Expenses 
amounted to £45. 

Investments ; — 

£8,000 Local Loans Stock, valued at 60 ex div. Dividends 
payable January 5th, April 6th, July 6th, October 5th 

£4,000 5 % War Loan, valued at 102. Dividends payable 
June 1st and December Ist 

£9,600 London County Council 3J % Stock, valued at 74 
ex div. Dividends payable January 5th, April 6th, July 6th, 
October 6th. 

£4,000 Canadian Pacific Railway 4 % Consolidated Debenture 
Stock at 80. 

£3,750 London, Midland & Scottish Railway 4 % Guaranteed 
Stock, valued at 78. 

£1,000 Illyria Harbour Trust 6 % Bonds, valued at par. 

£5,000 Loan on Mortgage at 6 % to Jonas Snnthers. 

£550 Loans due to deceased from : J. Ronar, £100 (free of 
interest) ; R. Barnes, £450 (at 5 % interest). 

Life Policy, £1,000 (Northern Assurance Company, Ltd., 
No. 96421). 

The Estate Duty exclusive of interest amounted to £3,787 19s. 2d. 

For the purposes of this Example, it is assumed that interest 
and dividends on all the investments, loans, etc., held by the 
deceased are due half-yearly on June 30th and December 31st, 
except where stated otherwise. 

Diaby OB Events. 

1930. April %th . — Paid into Bank Quarter’s Interest received 
on Local Loans and London County Council Stocks. 
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The Executors instructed their solicitors, Messrs. Deed & Co., 
to prepare the necessary Affidavit for probate. 

In order to meet the expenses and duties payable, the Executors 
borrowed £4,000 from the National Provincial Bank, Ltd. The 
Executors opened an account with the above Bank, to which the 
balance of the Testator’s Current Account was transferred and 
the above loan of £4,000 duly credited. The cash in the house 
(£12 10s.) was paid in. 

April \^th . — ^The Funeral E.xpenses (F. Drake & Co.), £45, 
were paid. 

April 21sf. — ^The Debts due from the Testator at death were 


paid, as follows . — 

£ s. d. 

J. Schofield . . 25 0 0 

George Johnson 10 0 0 

R. Reeves 12 12 0 


J. Ronar paid the loan of £100 owing by him. 

May 8th. — ^The Affidavit for probate was sworn, the Estate 
being stated at £34,435 lOs. lOd. Estate Duty on Personalty 
£31,945 128. 6d. at 11 % (£3,514 Os. 4d.) was paid, together with 
interest thereon, from March 31st to dale (38 days), at 4 % 
per annum (£14 12s. 8d.). 

Duty was also paid on the Net Real Estate of £2,490 7s. 4d. 
at 11 % (£273 18s. lOd.). 

Instructions were given by the Executors to Messrs Bond 
& Co., their stockbrokers, to sell all the investments, with the 
exception of the Illyria Harbour Trust. 

May loth. — Sold Notes were received from Messrs. Bond & Co. 
as follows 

£8,000 Local Loans Stock at 61 = £4,880, less expenses, 
£10 13s. 6d. 

£4,000 6 % War Loan at 102| = £4,100, less expenses, £6 11s. 

£9,600 London County Council 3^ % Stock at 73 = £6,935, 
less expenses, £14 18s. 

£4,000 Canadian Pacific Debentures at 81 = £3,240, less 
expenses, £10 6s. 

£3,760 London, Midland & Scottish Railway 4J % Guaranteed 
Stock at 78* = £2,956, less expenses, £16 6s. 

May 22nd —A Cheque was received from Messrs. Bond & Co. 
for £22,052 5s. 6d., being net proceeds of sales made on the 16th 
instant. 

May 25th . — The Mortgage of £1,000 on Testator’s freehold 
hou.se (George Jones, mortgagee) was paid ofi as directed by the 
terms of the wiU. Interest to date was also paid (less tax). 

Legacy Duty on the Household Furniture, £10 10s., and 
Succession Duty on the Freehold House, £22 3s. 3d. (specific 
legacy and devise to the widow), and Legacy Duty on the 
Estate Duty and Succession Duty (since these weie directed to 
be paid by the Estate), £2 19s, 3d., were paid. 
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Cash & Co. were paid £5 5s., being fee for valuing the household 
furniture and effects. 

May 2Qth. — Bond & Co. were paid £15 15s., being fee for 
valuation of investments for probate purposes. 

May 28th. — Dr. Forbes was paid £16 5s. 6d due for medical 
attendance on Testator. 

May 2Qth. — Jonas Smithers repaid Ms loan on mortgage of 
£5,000, with £79 Is lOd interest (less tax at 4s. 6d ) to date. 

R. Barnes repaid the £450 due from him, with interest (less 
tax), £7 2s. 4d. 

The Morthern Assurance Company paid £1,000, the amount 
duo under the Testator’s life policy (No. 96421). 

May 31sf. — A cheque was drawn for £5 to reimburse the 
Executors for sundry incidental expenses incurred on behalf of 
the life tenants. 

June 1st. — The dividend on War Loan for the half-year to 
date was duly received. 

June 2nd — The loan from the Bank of £4,000 was repaid with 
£35 2s. 2d. interest. 

Jime 5th. — The legacy to the Middlesex Hospital, £1,000, and 
the duty thereon, were paid. 

June 1th. — Messrs. Deed & Co ’s costs, £75, were paid. 

June '8th. — The legacies bequeathed to the Executors (£250 
each) were paid, less duty, which was deducted and paid to 
Somerset House 

June lH7i. — The legacies left to the servants, Mary Reeves 
(£100) and George Renners (£50), were paid, less duty, which was 
deducted and paid to Somerset House. 

June doth. — A half-year’s interest due this day on £1,000 
Illyria Harbour Trust 6 % Bonds was received. 

July 1st — The £1,000 Stock in Illyria Harbour Trust was 
duly transferred to Miss E. Williams, to whom it was specifically 
bequeathed, and Legacy Duty (£50) thereon was paid (the 
market value still being par ) The interest received upon this 
investment since the date of death was duly handed to Miss 
Williams on this date, and the legacy duty thereon paid. 

(Note. — Legacy duty on specific legacies must be paid upon 
the full amount passing on the date of assent.) 

From the above particulars prepare the Estate Duty Account 
for probate purposes, write up and balance the Executors’ books, 
and prepare accounts showing the position of the estate as at 
July 1, 1930. 

The Estate Duty Account has to be prepared upon the official 
forms; these, however, are not reproduced. Readers should obtain 
a set of forms from Somerset House, or from a Head Post Office. 
For examination purposes it is sufficient to set out the details as 
shown hereunder. The preparation of this account is essential 
and is the first step to be taken by the Executors, as probate AVill 
not be granted until it has been filed. In practice it will be found 
that in many cases the official form does not furnish adequate 
space for the record of the necessary detail. In such cases separat 
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schedules of the items are prepared and attached to the official 
forms, which contain totals only, with a reference note “ See 
Schedule A,” and so on. 

The figures appearing in the accounts set out hereafter are 
assumed to have been derived from the respective valuations of the 
stockbrokers, auctioneers, etc., which were obtained for probate 
purposes and duly submitted to the Inland Revenue authorities in 
support of the fetate Duty Account. The remaining figures were 
obtained from the Testator’s papers, which were left in good order. 

ESTATE DUTY ACCOUNT. 

ACCOUNT NO. 1. 

Fibst Past. — Peesonai Propebty. £ s d 

Local Loans 3 % Stock, £8,000, at 60 ex div 4,800 0 6 

Quarter’s interest to April 6th accrued 

thereon £60 0 0 

Less Income Tax at 4.3 12 0 0 

48 0 0 

!> % War Loan, £4,000 at 102 4,080 0 0 

London County Council 3J % Stock. £9,500 at 74 ex dw. 7,030 0 0 

Quarter’s interest to April 6th accrued 

thereon £83 2 6 

Less Income Tax at 48 16 12 6 

68 10 0 

Canadian Paoifto Railway 4 % Consolidated Debenture 

Stock, £4,000 at 80 3,200 0 0 

London, Midland & Scottish Railway 4 % Guaranteed 

Stock, £3,760 at 78 , . 2,926 0 0 

Illyria Harbour Trust 6 % Bonds at par 1,000 0 0 

Jonas Smithers, Loan on Mortgage Account 6,000 0 0 

Interest thoreon to date of death (Decem- 
ber 31, 1929, to March 31, 1930), 90 days 

at 6 % (tW X £126) £62 3 1 

Less Income Tax at 4s. 6d 13 19 9 

48 3 4 

Cash at Bank 1,240 0 0 

Cash in the house 12 10 0 

Debts due to deceased — 

J. Ronar 100 0 0 

R. Bames £460 0 0 

6 % Interest from Decem- 
ber 31, 1929, 90 days £6 11 10 
Less Income Tax at 4a. 6d. 15 2 

4 6 8 

xr X . ^54 6 8 

Northern Assurance Company, Life Policy 1,000 0 0 

Housohold Purniture and Efieets 1,060 0 0 


Less Debts due by Testator at death — 

J. Schofield 

R. Beeves 

6. Johnson 

Dr. Forbes 


Funeral Expenses 46 0 0 


Net Personalty 
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Sboonb Pakt.' — Beal Pbopeety in England 

Freehold House . . . . £3,500 0 0 £ s. d. 

Less Mortgage £1,000, and Intoroat thereon 


Net Realty £2,400 7 4 

Sdmmaby 

Net Personalty 31,946 12 6 

Net Realty’. .. .. ... ... 2,490 7 4 

Total £34,430 19 10 

Estate Ddty Payable. 

On Net Personalty. 11 % on £31,946 12s. 0d 3,814 0 4 

Interest thereon at 4 % per annum from day after death 
to date of delivery of the affidavit, both days molusive, 

38 days 14 12 8 

3,628 13 0 

On Net Realty, 11 % on £2,490 7s 4d 273 18 10 

Total £3,802 11 10 


JOURNAL. 
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EXAMINATION QUESTIONS. 

1, What are the requii-ements of a valid will ? By his will A appoints 
B as lus executor. Is R oompetent (a) to witness the will, (6) to take a gift 
under the will ? {Oenhal Association Accountants ) 

8. What are the requisites for making a valid will ’ What is the legal 
presumption as to alterations appearing on the face ot the will ? (Genital 
Assootaticn Accountants.) 

8, Describe the manner and effect of proving a will (a) in common form, 
(6) m solemn form. (Incorpotated Accountants.) 

4 . Explain briefly in what way a will may validly be (a) executed, 
(h) revoked, and (o) revived. (Incorporated Accountants.) 

6 . What IS the difference between an executor and an administrator ? 
How does each obtain office 1 (Ohartered Accountants.) 

6 . Distinguish between the office of o.xecutor and administrator with 
regard to (1) the time of vesting of the estate, and (2) the transmissibility 
of the office In what events is it necessary to obtain a grant of letters of 
administration (a) cum testamenio annexe, (b) de boms non 1 (inemporated 
Accountants.) 

7. If an accountant be appointed executor, can ho charge the estate 
for professional work done by himself for the benefit of the estate as distinct 
from the ordinary work of on executor ? (Central Association Accountants.) 

8. What liabilities does an executor incur if ho commits the following 
acts, viz. ! (1) He fails to invest a large sum of money duo to the testator ? 
(2) Ho uses some of the testator’s money in his own business f (3) He pays 
a statute-barred debt ’ (4) He overpays a creditor ? (Central Association 
Accountants.) 

9. In distributing the estate of his testator, in what order is the executor 

to pay debts, and what is the fund upon whioh they are m the first place 
chargeable ? What is meant by the “ marshalling of the assets ” ? (Incor- 
porated Accountants.) ^ 

10. Assuming that you had been appointed an executor, give a concise 
statement of the steps you woidd take to ascertain the nature and value 
of the deceased’s estate for the purpose of obtaining probate, it being knotvn 
that the deceased, m addition to his interest in a partnoriship, has been 
possessed of other sources of income (Ohartered Accountants.) 

lOontmned on p. 104], 
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XiSDOlSR — continued. 
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London Cottnty Co-dnoii, 
Income. Canlta!. 
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LEDGER— coniwved!. 

10 ROBl'Hl 

Income, Capital, 


1930, ' 
Mar 31 

To Kstote Account, Loan due at date of death 

1 

£ 




„ 31 

July 1 

„ Estate Account, interest accrued to date of ' 
death 90 days at 6 %, less tax . . 

„ Income Account, Transfer j 


J 

15 


6 8 

1 


£ 

J 


8 461 

6~S 


11 KOKTHaBN ASSUItANCE OoMPAHTY, LIMITED, 
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LED GBR — continued. 




J. 

£ 

is d 

£ s 

n 

July 1 

To Income Account, Income Tax Becoverable , 
on Bank IntercBt .. 

2 


'l8 ( 

> 14 1 

II 




7 

18~ 

) 141 

In 

July I 

To Balance Brought down 


0, 

, 


H 


be rea’eivc^ agaiqBt, it would bo incorrect not to bring it into account. 


TaiAi- Baiahoe, Jitly 1, 1930. 



The Re3idcaey Aocouht, 

When all legacies, debts, duties, and expenses have been paid, 
it is the duty of the Executors to prepare an account showing the 
undistributed assets which remain in hand. This account, called 
the Residuary Account, as stated on p. 1001, must be prepared in 
the official form and forwarded to the authorities at Somerset House. 
The object of the account is to show the residue available for dis- 
tribution amongst the residuary legatees, in order that the Legacy 
Duty payable thereon by those to whom the residue is bequeathed 
may be computed. In some cases succession duty is also payable. 
Upon reference to the form of this account (p. 1030), it will be 
noted that separate columns are provided (a) for assets sold, and 
{b) for those remaining unsold. The net amount realised by each 
asset sold is inserted in case (a), and in case (6) the market value 
of the assets remaining in hand upon the date when the Residuary 
Account is brought m. The basis for the necessary valuations 
is the same as that already explained in the case of the Estate 
Duty Account. After acoountmg for the balance of any income 
received during the executorship (Accoimt II), and for the necessary 
payments out of Capital and the expenses of administration 
(Account I), the net amount of the residue is arrived at, and this 
amount is liable to Legacy Duty, according to the Table already 
given (p. 993). Any amounts which have been retained to pay 
outstandmg debts or legacies may be deducted in arriving at the 
net residue. 

Where, however, the residue is left to persons in succession 
who are not all liable to the same rate of legacy duty, no income 
is to be brought into the account, since its purpose is then merely 
to enable the Inland Revenue Authorities to compute the annual 
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income, Bpon the capitalised value of which (as ascertained from 
the Succession Duty Act, 1863, Tables) the Life Tenant’s Legacy 
Duty is calculated. On the death of the Hfe tenant, a further 
Eesiduary Account is necessary to ascertain the capital value of 
the property then passing to the remainderman, upon which he 
is assessed to Legacy Duty 

Example . — George SmaJlways, of Benford, Essex, died on 
March 30, 19. He appointed Robert Ealing, 451 Broad Street, 
London, B 0., as his executor. A legacy of £100, free of duty, 
was to be paid to his coachman, and the residue of his Estate 
was to be divided as to two-thirds to his widow and as to one- 
third to his niece. 

The Estate was as follows ; — 

Cash in the house, £26. Cash at the Bank : Current Account, 
£960 ; Deposit Account, £1,000. 

Consols, £3,000, sold at 56. 

Bournemouth Corporation Stock, £3,000, sold at 62. 

Japan 5 % (1907), £4,000, unsold, valued at 88. 

Great Western Railway 4 % Debentures, £10,000, unsold, 
valued at 83. 

Loan on Mortgage, £2,000 at 6 %, still outstanding. 

Interest on Investments accrued due to date of death, £420, 
and since received. 

Interest on Mortgage accrued due to date of death, £40, 
and since received. 

Policy of Assurance (Northern Assurance Company), £3,000. 

The net income upon the investments and mortgages accrued 
since death and received during the executorship amounted to 
£230, and the interest on the Bank Deposit to £12. 

The following payments were made : — 

Estate Duty, £1,870 2s. Interest thereon, £3 7s. 7d. 

Debts due at date of death, £160. 

Euneral Expenses, £45. 

Executorship Expenses, £35, 

Legacy to coachman, £100, free of duty. 

Legacy Duty is payable by tbe widow on £13,862 6s. lid. 
at 1 %, and by the niece on £6,931 3s. 6d. at 5 %. 
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EESIDUARY ACCOUNT. 

AOCOTOTT I. 

Capmaii Aocotrjra. 


Deseription of Property. 


£3,000 Consols @65 

£3,000 Bournemouth Corporation Stock at 62 

£4,000 6 % Japan U907) at 88 3,520 0 0 

£10,000 44 Great Western Bailway Deben- 
tures at 83 8,300 0 0 


Dividends, etc., on the above investments 
declared, received and accrued duo prior 

to death 

Cash in hand 

Cash at Bank on Current Account 

on Deposit Account 

Loan on Mortgage, with mterest to date of 

death 2,000 0 0 

Policy of Assurance 

Total of Column I, carried to Account III £13,820 0 0 


420 0 0 
26 0 0 
060 0 0 
1,000 0 0 

40 0 0 
3,000 0 0 


Cash Capital 

Payments out of Cash Capital — 

Estate Duty 

Funeral Expenses 

Executorship Expenses . . 

Debts 

Pecuniary Legacies — £100 free of legacy 
duty, 10 % Legacy Duty £10 


1,870 2 0 
46 0 0 
36 0 0 
180 0 0 

110 0 0 


8;946 0 0 


2,210 2 0 


Net Total of Column 2, carried to Account III . . £6,734 18 0 


ACCOUNT II. 


Income subsequent to death — 

Dividends, etc 230 0 0 

Interest on Bank Deposit 1200 


Total 242 0 0 

Payments out of lucome — 

Interest on Estate Duty 37 7 


Balance of Income carried to Accomit III £23812 6 


ACCOUNT III, 


Net Total of Column 1, Account I 13,820 0 0 

Not Total of Column 2, Account I 6,734 18 0 

Balance of Income in Account HI 238 12 8 


Besidue on which duty is chargeable £20,793 10 6 
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Estate Duty on Certain Property Transebrbeb 
TO Companies. 

(1) Under 8. 34, Finance Act, 1930. 

Property in which the Deceased had an Absolute Interest. 

In recent years, owing to the high rates of Estate Duty payable, 
persons possessed of large landed estates, or holdings of inwestments, 
have sought to avoid Estate Duty by transferring their property 
to companies formed for the purpose. The consideration for the 
transfer was taken in the form of shares which the vendor of the 
property, caused to be aEotted to his dependants The shares 
were therefore gifts inter vivos and exempt from Estate Duty on 
his death, unless this occurred within three years of the transaction. 

The donor (i e. the vendor of the property to the company) 
would, by agreement with, or under the Articles of, the company, 
retain the control of the Company and the right to a substantial 
income from the company, e.g. in directors’ fees, annuities, etc., 
which did not attract Estate Duty, since their cessation did not 
constitute property passing at death. 

The Finance Act, 1930, contained provisions designed to prevent 
the avoidance of Estate Duty by such means. The provisions are 
very involved, and the interpretation of jnany of the points con- 
tained therein is not free from doubt, but it is here proposed to 
describe them in sufficient detail for the purposes of examination of 
candidates. 

The companies coming within the scope of the legislation are 
defined in S. 38, Finance Act, 1930, as: — 

“any body corporate wheresoever incorporated, which either — 

(i) IS so constituted as not to be controlled by its shareholders 
or by any class thereof; or 

(ii) has not issued to the public, or, in the ease of a company 
which is about to make an issue of shares to the public, will not, 
when it has made that issue, have issued to the pubEc, more 
than half of the shares by the holders whereof it is controlled.” 

The question of control would appear to be one of fact, to be 
decided upon in each case on its merits. Presumably “ issued to 
the public ” has the same meaning here as for the purposes of the 
Companies Act, 1929. 

The charging provisions are found in S. 34, s.-s. (1), and apply 
to all deaths after July 31, 1930, in respect of transfers of property 
after July 31, 1918. It does not matter whether the transfer was 
made directly or indirectly to the company, so long as it comes 
within the provisions of sub-section (2), i.e. “any transfer, whether 
made for consideration or not, of property (being property which, 
if it had been in the disposition of the deceased at his death, would 
have been property in respect of which estate duty would have 
been payable on the death) or any interest in any such property, 
other than — 

{a) bona fide sales where the consideration for the sale was 
received or receivable wholly by the deceased for his own use 
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or benefit and was satisfied [i.e. fully discharged] or to be satis- 
fied in one or more of the following manners, that is to say, by 
a capital sum of a fixed amount or by shares in or debentures 
of the company, 

(b) transfers of or incidental to the transfer of a business, 
not being a busmess which substantially consists in holding, 
managing, developing or dealing in land situate in Great Britain, 

(c) transfers of, or of any interest in, property which by virtue 
of section 36, Finance Act, 1930 (post) is deemed to pass on the 
death ; 

(d) transfers of patents or copyrights, or of any moveable 
. tangible property except money and securities [i.e. goods as 

defeed in S. 62, Sale of Qoods Act, 1893]; 

(e) transfers where either the deceased or the company is 
acting in the capacity of trustee, factor, agent, receiver, or 
manager.” 

It will be seen that transfers made before August 1, 1918, are 
exempt from the provisions, and that the property must consist 
of land in Great Britain, stocks or shares, money or securities for 
money; very little else could come within the above provisions. 
Property which, if retained by the deceased, would not have been 
subject to Estate Duty is specifically exempted. 

If a transfer coming within the meaning of the provikons has 
been made, and the deceased has received within the “ prescribed 
period ” out of the resources or at the expense of the company, 
whether directly or indirectly, any such “ benefit ” as is specified 
in sub-section (2) (i) and (ii) (see below), there shall bo computed 
for each accounting year falling wholly or partly within the pre- 
scribed period the proportion which the total value of the benefits 
so received in the accounting year* bears to the total income of 
the company in the accounting year, and, if the average of the 
proportions so computed exceeds 50 per cent., there shall, for the 
purposes of estate duty, be deemed to pass on the death (over and 
above any other property which passes or is deemed to pass thereon), 
such sum of money, not exceeding the value of the total assets of 
the company, as bears to the said value the same proportion as the 
said average proportion: 

Provided that — 

(a) the sum computed as aforesaid shall be reduced by the 
amount, if any, by which the principal value at the date of 
death — 

(1) of the subject of the transfer; or 

(2) if the subject of the transfer has been sold or exchanged 
by the company, either of the subject of the transfer or of 
the property in the hands of the company which is or repre- 
sents the proceeds of the sale or exchange 

* The words “received lu the accounting year” are important. There is 
no provision for apportionment, e g., if director’s fees for IQ.'iO were paid in 
1931, they would count as “benefite” of the recipient in 1931, even if the 
1931 fees wero also paid m 1931. 
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is shown to the satisfaction of the Commissioners of Inland 
Eevenue to fall short of the said sum; and 

(&) notwithstanding anything in this section, the value of 
any property or any mterest in property shall not be taken into 
account, directly or indirectly, for the purpose of assessment 
of estate duty more than once on the same death; and 

(c) if the total assets of the company comprise any property 
which is by virtue of S. 35, Finance Act, 1930 {post), deemed to 
pass on the death, there shall, in computing the said proportions, 
and ascertaining the sum of money, if any, which is deemed to 
pass by virtue of this section, be subtracted — 

(1) from the value of the total assets of the company, the 
value of the said property as ascertained for the purposes of 
the ’next succeeding section, 

(2) from the total income of the company in every account- 
ing year, and also from the total value of the benefits received 
by the deceased therein, a sum equal to so much of that total 
income as is ascribable to — 

(i) that property, or 

(ii) in a case where that property is deemed to pass as 
being or representing the proceeds of any other property, 
that other property or the proceeds thereof or any property 
re’presenting those proceeds. 

The “ benefits ” referred to above are defined in sub-section 
(2) as- — 

(i) any payments made, whether for consideration or not, 
to or for the benefit of the deceased, other than the following 
payments, that is to say. — 

(1) dividends in respect of shares in the company; 

(2) interest on, and repayments in respect of, money lent 
to the company (e.g. on debentures); 

(3) payments of or on account of purchase money under 
a 6ona fide sale, where that purchase money is a capital sum 
of a fixed amount; 

(4) payments of or on account of royalties, not being 
royalties limited to cease at the death of the deceased: 

(ii) any right in or enjoyment of any land. 

The above defimtion is comprehensive, and would include 
directors’ fees, salaries, annuities, loans by the company to the 
deceased, rent of premises let by the deceased to the company, etc. 

It is further provided by sub-section (3) that in ascertaining 
the value of a benefit — 

(а) in the case of a benefit consisting of a payment, a deduc- 
tion shall be made in respect of any income tax (other than 
sur-tax) paid or borne by the deceased in respect of that payment ; 
and 

(б) the value of a benefit consisting of any right in or enjoy- 
ment of land shall be computed by reference to the annual value 
of that land as ascertained for purposes of income tax, due 
allowance being made in respect of any rent paid by the deceased. 
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By sub-seotion (4), the total income for any aooonnting year of 
a company means the income of tbe company from any source 
computed in accordance witb the provisions of the Income Tax 
Acts relating to the computation of income from such a source, 
subject to the modification that the computation shall be made 
by reference to the actual mcome for the accounting year and not 
by reference to the income for any other period: 

Provided that — 

(a) no deduction shall be made in respect of any payment 
made to or for the benefit of, or any other benefit accorded to, 
the deceased, except dividends on preference shares 'in, and 

• interest on money lent to, the company; and 

(b) subject to the provisions of the last preceding paragraph, 
deductions shall be made for — 

(i) income tax paid or borne by the company; and 

(ii) interest on money lent to the company; and 

(iii) dividends on preference shares; and 

(iv) rents, royalties and other payments by the company 
on which income tax is deducted at source. 

Where the accounting years falling wholly or partly within the 
prescribed period do not coincide with the periods for which the 
accounts of the company are made up, the Commissioners of Inland 
Revenue may for the purpose of ascertaining the total income of 
the company for an accountmg year divide any of the said periods 
and make such apportionments and aggregations of the income 
of the company as may he necessary, so, however, that any appor- 
tionments so made shall be made in proportion to the number of 
months or fractions of months in the respective periods for which 
the apportionment is made [S. 34, s.-s. (6)]. 

For the purposes of these provisions, the expression “ accounting 
year,”— 

(a) in relation to a company which at the time of the death 
of the deceased person has made up accounts for a period of 
twelve months ending on a date within the twelve months next 
preceding tbe death, means a period of twelve months ending 
either on that date or on the same day of the year in any previous 
year; and 

(b) in relation to any other company, means a period of 
twelve months ending on such date within the twelve months 
next preceding the death as may be determined by the Com- 
missioners of Inland Revenue or on the same day of the year 
in any previous year; and 

The expression " the prescribed period ” means the period 
which — ■ 

(i) ends on the date on which the last accounting year ends ; 
and 

(ii) begins three years before that date, or, if the company 
in question was not then in existence, on the day on which the 
company came mto existence [S. 34, s.-s. (6)]. 
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“ Share ” includes any interest whatsoerer in a company, by 
whatsoever name it is called, analogous to a share, and the expres- 
sion “shareholder” shall be construed accordingly: 

“ Preference share ” means a share the holder whereof is entitled 
to a dividmd at a fixed rate only: 

“ Value of the total assets of the company ” means the principal 
value, ascertained in accordance with the provisions of sub-section 
(5) of section seven. Finance Act, 1894, of all the assets of the 
company as. a going concern, including goodwill, after deducting 
therefrom — 

(i) -the par or redemption value, whichever is the greater, 
of any debentures, debenture stock and preference shares of 
the company; 

(li)' aU debts of the company incurred or created hona fide 
for consideration in money or money’s worth; 

(iii) such sum as on a just and fair computation represents 
any future or contingent liabilities of the company or any 
liabilities thereof which are uncertain in amount; 

(iv) the amount of any reserve fund separately invested 
which is bona fide intended to be applied in payment of pensions 
to employees or otherwise for the benefit of them or their 
dependents or relatives, and in no other manner (S. 38). 

Property which is deemed to pass on a death by virtue of the 
provisions of S. 34, Finance Act, 1930, forms an estate by itself, 
and is not to be aggregated with any other property [S. 34, s.-s. (7)]. 
It is thus still possible to reduce the Estate Duty payable on death 
by such a transfer, although the scope for avoidance is diminished. 

As to the valuation of any shares retained by the deceased, 
see p. 1038. 


(2) Under S. 36, Finance Act, 1930. 

Property in which the Deceased had a Life Interest. 

Where property is left to a person for life with remainder over, 
it is subject to Estate Duty on the death of the life tenant (except 
where the life tenant is the spouse of a person on whose death 
Estate Duty was paid on the settled property). In order to avoid 
such Estate Duty, it became common for the life tenant and the 
remainderman to transfer their respective interests to a company, 
under an agreement which secured to the life tenant an income 
equivalent to his original interest, but in a form which did not 
bring about a cesser of interest which attracted Estate Duty on 
his death. S. 35 is designed to meet such avoidance, and is as 
follows : — 

(1) Where at any time before the death of a person dying 
after the commencement of this Act [July 31, 1930] any property 
in which the deceased had an estate or interest limited to cease 
at his death, was transferred by the deceased and the person 
interested in the remainder or reversion, whether directly or indi- 
rectly, and whether by one or more transactions, to or for the 
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benefit of a company to which this Part of this Act applies [see 
definition on p, 1031], then unless — 

(a) the transfer was made before the first day of August, 
nineteen hundred and eighteen; or 

(b) the property was settled property and the interest of the 
deceased would in any case have failed by reason of his death 
before it would have become an interest in possession, or 

(c) the share of the consideration payable to the deceased 
in respect of the transfer was satisfied [i.e. fidly discharged] 
otherwise than by an allotment of shares [see definition on p. 1035, 
but include preference shares] in the company or the 'grant to 

• him by the company of an annuity or other right to receive 
periodical payments, not being payments on account of .purchase 
money being a capital sum of fixed amount; or 

(d) the deceased had at least three years before his death 
relinquished all interest in the property and had not at any 
time within those three years the possession or enjoyment (other- 
wise than under a lease or agreement for a lease at a rack rent) 
of any part thereof or of any benefit secured to him, whether by 
contract or otherwise, in relation to the relinquishment of his 
interest therein, and was not at any time within the said period 
in receipt of or entitled to any payment from the company, 
otherwise than in respect or on account of debeirtures or loans 
or purchase money being a capital sum of a fixed amount, 

the property shall be deemed for the purposes of estate duty to 
pass on the death in like manner as if the estate or interest of the 
deceased therein had continued until the death' 

Provided that where the property or any part thereof had been 
bona fide sold or exchanged by the company during the deceased’s 
lifetime for full consideration in money or money’s worth, the 
property or so much thereof as has been so sold or exchanged 
shall not be deemed to pass on the death, but in lieu thereof the 
proceeds of the sale or exchange or, as the case may be, the property 
which, at the time of death, represents those proceeds shall be 
deemed so to pass. 

(2) In determining the value of any property deemed to pass 
under this section, there shall be deducted from the principal value 
thereof — 

(а) so much of any sum borrowed by the company as has 
been apphed by the company in the improvement of the property, 
and has not at the death been repaid by the company [i.e. loans, 
not debts other than loans]; 

(б) a sum equal to the capital sum of money paid to the 
deceased as part of the consideration for the transfer, and where 
estate duty is payable in connection with the death on any shares 
of or debentures in the company, a sum equal to the principal 
value of such of those shares or debentures as were transferred 
or allotted to the deceased in consideration of the transfer of 
the property. 
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(3) Property -which is deemed to pass on a death by virtue of 
the pro-nsions of this section shall, notwithstanding anything in 
any Act, be an estate by itself, and shall not be aggregated -with 
any other property. 


Enforcement of Liability. 

It is provided by S. 36, Finance Act, 1930, that — 

(1 ) The estate duty payable in respect of any property -which 
is by virtue "of the pro-dsions sections 34 and 35 deemed to pass 
on the death of any person shall be a debt due from the company 
concerned to His Majesty. 

(2) The company concerned shall be accountable for any such 
duty and shall, for the purpose of raising and pa3nng that duty, 
have air the powers conferred on accountable persons by the 
Finance Act, 1894, and if the duty or any part thereof is paid by 
the executor of the deceased it shall be repaid to him by the 
company. 

(3) Where on the death of any person a claim for duty arises 
by virtue of any of the provisions, sections 34 and 36, the company 
concerned shall notify the Commissioners of Inland Eevenue of 
the death of the said person, and any company wilfully failing to 
give such a notification shall be liable to a penalty not exceeding 
five hundred pounds. 

(4) The Commissioners of Inland Eevenue may, for the pur- 
poses of carrying sections 34, 35 and 37 [see ante] into effect, 
require any company to which the sections apply [see p. 1031] to 
furnish to them within two months copies of such of the balance 
sheets and profit and loss or income and expenditure accounts, 
and such other particulars, as the Commissioners may reasonably 
require, and if any company fails to comply with the provisions 
of this sub-section — 

(i) the company shall be liable to a penalty not exceeding 
five hundred pounds, and every director, manager, secretary 

, or other officer of the company who kno-wingly and wilfully 
authorises or permits the failure shall be liable to the like 
penalty; and 

(ii) an order may be made against all or any of the directors 
of the company requiring them to comply -with the requirements 
of the Commissioners in like manner as an order may be made 
against any person who is accountable for succession duty or 
legacy duty to dehver an account and the provisions of section 
fifty-five of the Crown Suits, etc.. Act, 1866, and in Scotland 
the provisions of section forty-seven of the Succession Duty Act, 
1853, shall apply accordingly, subject to the necessary modifica- 
tions. 


VAnuATioN oi' Shabes in Cbetain CoMPAmBS. 

In order to ensure that shares in companies controlled by a 
deceased person are properly charged to Estate Duty, particularly 
where property of the company is subject to Estate Duty under 
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the provisions already mentioned, and in order to avoid a double 
charge of duty in the latter cases, it is provided in S. 37, Finance 
Act^ 1930, that; — 

(1) Where there pass on the death of any person dying after 
the commencement of this Act [July 31, 1930], any shares (not 
being preference shares) in any company to which this Part of 
this Act applies [see definition on p. 1035], then if either — 

(a) there is deemed by virtue of the provisions of this Part 
of this Act [see SS. 34 and 35 auprd] to pass on the "death a sum 
of money computed by reference to the value of the total assets 
of the company; or 

(b) the control of the company was immediately before the 
death in the hands of the deceased; 

the principal value of those shares for the purposes of estate duty 
shall not be ascertained in the manner provided by sub-section (6) 
of section seven of the Finance Act, 1894, but shall be ascertained 
by reference to the value of the total assets of the company [see 
definition on p. 1035]; 

Provided that in oases falling within paragraph (a) of this sub- 
section, the value of the total assets of the company shall, for the 
purposes of this section, be deemed to be reduced by the sum of 
money therein referred to. 

(2) For the purposes of this section the control of a company 
shall be deemed to be in the hands of a person if — 

(а) by vii’tue of the shares which he controls he has control 
of more than half the voting power of the company , or 

(б) he has by virtue of the provisions in the memorandum 
of association or articles of the company, or other instrument 
whatsoever constitutmg or defining the constitution of the 
company, the powers of a board of directors or of a governing 
director or the right to nominate a majority of the directors or 
the power to veto the appointment of a director, or powers of 
the like nature; or 

(c) he has otherwise the right to receive, or the power to'* 
dispose of, more than half of the income of the company. 

(3) This section shall not apply to shares which have, within 
the period of twelve months immediately preceding the death of 
the deceased, been the subject of dealings on a recognised stock 
exchange in the United Kingdom or been quoted in the official • 
list of such a stock exchange. 

lUiistralion. — ^In. 1920, A transferred to a company formed for the 
purpose land (including a mansion-house) worth £60,000 and stocks and 
shares worth £260,000. The company issued 100,000 6 % Preference 
Shares, and 200,000 Ordinary Shares, all of £1 each, fully paid, as con- 
sideration, 30,000 Ordinary Shares being allotted to A, i.he balance to 
his wife and children By on agreement with the cornpany, as part of 
the arrangement, A was appointed governing director for Ihe at a salary 
of £8,260 per annum, and the mansion-house was lot to him at £120 per 
annum. The Net Annual Value of the mansion-house was £620, increased 
m 1931-32 to £720. 

In 1926, on the death of his mother, A transferred to the company 
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his life interest m his mother’s estate, the romamdennau, X, also trans- 
farrmg his interest. A took m consideration £10,000 m cash and an 
annuity of £6,000 per annum, and X took 100,000 fully paid Ordmary 
Shares, the property bemg valued at £100,000. 

On May 16, 1930, the company loaned A £650, free of interest. 

The company made up its accounts at March 31st each year. On 
April 1, 1932, A died. 

From the following information, compute, to the nearest £, the Estate 
Duty payable by the company, and caloulate the value of the ordmary 
shares to be included in A’s estate: — 

Company’s adjusted profits — 1929-30, £20,000; 1930-31, £12,000; 
1931-32, £18’,000. Interest and Dividends received by company, 1929-30, 
£7,000; 1930—31, £7,000; 1931—32, £6,000. Loan Interest paid, 1929—30, 
£2,000. Income Tax paid by the company on its profits, interest and 
dividends (includmg tax deducted therefrom at source), 1929-30, £3,624; 
1930-31, £6,075; 1931-32, £4,276. Value of property which had formed’ 
mother’s estate, £98,000. Total Assets of company, £405,000. Creditors, 
£10,000,' The Salary, Annmty and Preference Dividends were paid each 
year. 


Sohihon . — 

Oalcidation of " Benefits." 

1920-30 1930-81 1081-32 

££££££ 

Salary 8,260 8,260 8,260 

Less Inoomo Tax thereon after de- 
ducting earned Income allowance 

£260 (@ 4/-) 1,600 (@ 4/6) 1,800 (@ 4/6) 1,800 * 

6,660 0,450 6,460 

Mansion-house — 

Not annual value 620 620 720 

Dess Rent .. 120 120 120 

600 600 600 

Loan 660 

Annuity ignored under provisions of S 

84, B.-S (1) (0) (2). 

Benefits £7,160 £7,600 £7,060 

Oalculation of " Total Income of the Company." 

1929-80. 1930-31. 1981-32, 

Profits as adjusted for Income Tax 

purposes 20,000 12,000 18,000 

Net annual value of Mansion-house . . 620 020 720 

Interest and Dividend on Investments 7,000 7,000 5,000 

27.620 19,620 28,720 

Less Annuity 6,000 6,000 6,000 

loan Interest 2,000 — — 

Preference Dividends 0,000 6,000 6,000 

13000 11,000 11,000 

14.620 8,620 12,720 

Less Income Tax paid 3,524 6,075 4,275 

Less Income Tax recouped by deductions 2,600 2,476 2,476 

m 8,600 1,800 

£13,696 £6,020 £10,920 

Proportions, per cent 

52 21-1-151 -39+ 64-50 268-16 „„ „„ 

Average, per cent 3 =-^=89-39 

Liability under 8. 36, Finance Act, 1930. 

£ 

Value of property transferred 98,000 

Less Capital Sum paid to A on transfer 10,000 

Amount liable £88,000 

Estate Duty thereon at 19 % 

(Oontinmd on page 1040 ) 


. . . , £16,720 
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Liabihty under S. 34, FinanceTAct, 1930. 



Hence each share is valued at Is. 5Jd. approx. A holds 
30,000 shares, valued at £2,196, for the purposes of his Estate 
Duty Account, 

If A had held any of the Preference Shares in the company 
on his death, these would he valued at par for Estate Duty 
purposes. 
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11, Under what circmnslanoos can an executor carry on the buamoss 
of a testator, and to what extent ? 

If lie docs carry on the busmeBS, what ia the position (a) if profits are 
made, and (6) when there proves to be a deficiency of asseta ? {Chartered 
Accountants.) 

13. A testator with an ample estate left for the most part upon trust 
for many years, gave an annuity to a stranger in blood without any specific 
instructions as to the funds which were to provide such annuity. 

State the different ways in which the trustees may provide for the payment 
of this annuity. 

What duty, ia payable, and at what rate ? How is the amount of the 
duty arrived at, and how may it be paid 1 {Chartered Accountants.) 

13. Mention the various steps which an executor must take in order to 
obtain probate of a will. On what ground will a grant of probate be revoked, 
and what is the effect of such revocation ? {Incorporated Accountants. ) ' 

14. Explain fully a personal representative’s (a) right of preference , 
(6) right of retainer ; (o) right to pay a statute-barred debt. How, if at all, 
are such rights affected by the fact that the Court has made an order for 
the administration of the estate ? {Incorporated Accountants.) 

15. When and how may the office of executor be refused, and what are 
the consequences, as regards the future couree of dealing with the estate, 
of such refusal respectively by (a) one of several executors, (6) all the 
executors f {Incorporated Accountants.) 

16. Within what time ought legacies to be paid 1 How is the executor 
to deal with (i) a legacy bequeathed to an infant, (li) the residue of the 
estate ’ What accounts has an executor to prepare m the course of his 
duty ? {iHcorporated Accountants.) 

17. To what extent, if at all, is an executor entitled to delegate the duties 
of his office ? {Incorporated Accountants.) 

18. What is meant by Administration Order, Kenouncmg Probate, 
Apportionment, Besidue ? {Chartered Accountants.) 

19. State shortly tho duties of an executor, and how he may secure 
indemnity from a testator’s creditors. {Ohaitered Accountants.) 

20. What do you understand by the term “ executor’s year ” f {Central 
Association Accountants.) 

21. In relation to executorship law, explain the terms : Nuncupative 
will. Limited grant. Lapse, Estate Duty, Caveat, Abatement, Realty. 
{Incorporated Accountants.) 

22. What 13 meant by (1) an executor’s, right of preference ; (2) an 
executor’s right of retainer ? By what means can the exercise of either 
such right be prevented ? Has tho administrator either such right ? {Incor- 
porated Accountants.) 

23. In what oiroumstonoos {a) is an executor entitled to remuneration ; 
(6) does a legacy carry interest ; and (o) is an executor converted into a 
trustee 1 {Incorporated Accountants.) 

24. Explain the nature of the following forms of death duties, viz. 
(a) Estate Duty, (6) Succession Duty. After what length of time, if at all, 
are claims to these duties barred ? {Central Association Accountants.) 

25. Explain the following terms : Ademption, Right of retainer, Gestm que 
trust, Devise, Administration de bonis non. {Central Assocuttion Accountants.) 

28. What do you understand by the " Statutory Trusts ” f Explain 
fully the rules for distributmg the estate of a person who dies mtestate. 

27. Distinguish between " general,” ‘‘ specific ” and “ demonstrative ” 
legacies, and give examples of each. 

What do you understand by " vested ” and “ contingent ” legacies ? 
{Chartered Accountants.) 

28, What items, if any, in connection with the “ Funeral Expenses of the 

67 
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Deceased ” are not allowed to be deducted when preparing the forms for 
Estate Duty ? {Central Association Accountants.) 

29. The executors of A B ask you to undertake the audit of the estate 
accounts in due course, and to advise them whether you consider that a 
Minute Book is essential or advisable. 

What reply should you make to this inquiry 7 If you consider such a 
book necessary, give a brief synopsis of the information it should contain. 
{Ohaitered Accountants ) 

80, What items of expenditure would you expect to find in an Estate 
Account under the head of (a) Executorship Expenses, (b) Testamentary 
Expenses ? {Ghaitered Accountants.) 

31. Define the following terms : (a) A demonstrative legacy ; (6) Mar- 
shalling the assets j (c) Personal and real estate , (d) the executor’s year. 
{Chartered Accountants ) 

32. Eor what purpose are the following required, by whom and to whom 
must they be rendered, and what information must they contain ; (a) Cor- 
rective affidavit; (&) Eesiduary Account 7 {Chartered Accountants.) 

33. If shares aie sold between two dividend days, is a life tenant entitled 
to any apportionment of proceeds in respect of acermng dividend 7 {Central 
Association Accountants.) 

84. Is a Minute Book essential or advisable in connection with executor- 
ship accounts 7 If so, when should it be introduced and how should it bo 
kept 7 {Central Association Accountants.) 

85. Enumerate the classes of death duties now in force. {Central Asso- 
ciatio.i Accountants.) 

36. What interest has a widow in the estate of her husband who has 
died intestate, (o) where there are children of the marriage, (6) where there 
are none 7 {Central Association Accountants.) 

37. X died leaving assets valued at £6,000, the income therefrom to be 
paid to his widow for life, with remainder to his only daughter. The income 
for the first year was £300, and the total of the debts and testamentary 
expenses due and paid was £1,000. Appoition that amoimt between Capital 
and Income in accordance with the rule in Allhusen v. Whittle. {Central 
Association Accountants.) 

88. State tho order of priority in which debts conneofced with an estate 
muat be paid by the executor. {Central Association Accountants.) 

89. Explain fully the meaning of the following terms : — (1) Ademption ; 
(2) Intestate; (3) Life interest; -(4) Residuary legatee; (6) Advancement; 
(6) Hotchpot. {Chartered Accountants.) 

40 . What relief has boon granted by recent enactments where the net 
value of an estate for Estate Duty purposes just brings the estate from one 
rate of duty into another 7 Illustrate your answer showing at what point 
the higher rate of duty is more advantageous to the estate. {Chartered 
Accountants.) 

41 . In connection with Estate Duty accounts, what evidence of value 

would you be required to be furnished with in the case of the following 
assets: (1) Stocks and shares; (2) Household goods, pictures, ohma, 
horses, carnages, motors, etc. ; (3) Freehold and leasehold properties. 

{Chartered Accountants.) 

42. By his wiU B left his estate m trust, the income therefrom to be 
paid, as to one-half to his widow during her lifetime, and, as to the other 
half, equally amongst his four children. The value of the estate was £40,000 
after discharging all habilities, and the average rate of interest realised 
was 6 %. 

He had, however, during his lifetime given to two of his children £6,000 
and £3,000 respectively ; and he directed that if these two desired to par- 
ticipate in the estate they were to bring the above sums into “hotchpot,” 
to which they agreed. ’ 
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How should these amounts be treated in the books of the trust ? {Char- 
tered Accountants.) 

43. What should be the procedure of an executor (a) when there is an 
msuffioienoy of estate to satisfy all legacies under a will ; (6) when, after 
the distribution of an estate, liabilities not previously ascertained are dia 
covered ? [Chartered Accountants.) 

44. Distinguish between a general and a speeific legacy. In the event 
of abatement, has the one any advantage over the other ? [Chartered 
Accountants.) 

45. Name- three different classes of legacies, and briefly explain each. 
[Chartered Accountants.) 

46. Dpsoribe tho following offices in respect of the estate of a deceased 
person : Executor, Administrator, Trustee, and state briefly under what 
circumstances and by whom they are severally appointed [Chartered 
Accountants ) 

47. Explain the following terms : Admimstration de boms non ; Net 
Personalty ; Real estate [Cential Association Accountants.) 

48. Set out in order the course of the pnnoipal duties of an executor, 
and say when and how he may get his release. Under what circumBtanoes 
and to what extent, is he justified m carrying on the testator’s business ? 
[Incorporated Accountants ) 

49. A testator dies on October 19, 19.., leaving among his assets 200 
Ordmary £1 shares m Allgood & Sons, Ltd. On the following August 28th 
a dividend was paid on these shares m respect of the year ended June 30th 
at 6 % loss tax. 

Apportion the dividend, treating the shares as an authorised security. 

60, A portion of a trust property consisted of a Mortgage of £2,000 at 
6 % on cottage property. Interest on the Mortgage had been paid regularly 
up to December 31, 19.., after which default was made The trustees, 
exercising their powers under the Mortgage, foreclosed, and the property 
was sold on September 30th. in the following year, for £1,860 

You are required to show the Mortgage Accoimt after realisation, and 
how you arrive at the apportionment as between Capital and Income. Ignore 
Income Tax [Chartered Accountants.) 

61. Who are included in the expression “next of kin,” and m what 
order are they entitled to claim adiffinistration of the estate of a deceased 
person ? Is such order liable to be varied ? [Incorporated Accountants.) 

52. An executor, having paid all the testator’s debts of which he had 
knowledge, has distributed the estate. Shortly afterv'ards a creditor, of 
whom the executor had not heard, presents a claim to him . Is the executor 
liable to pay the debt ? If not, what remedy has the creditor ! [inemporated 
Accountants,) 

63. What is a donatio mortis causa t What circumstances are requisite 
to the validity of such a gift, and in what respect does it (a) resemble, 
(6) diSer from, a legacy ? [Incorporated Accountants.) 

84. A died intestate on May 1, 19. . , leaving a widow, a son, a daughter, 
and two grandchildren, who were the children of a deceased daughter. The 
estate consisted of personalty and realty which, after payment of all funeral 
and testamentary expenses, amounted to £17,500 and £4,500 respectively. 
Show how the property would devolve and what each beneficiary would 
receive, [Chartered Accountants.) 

66. A has died intestate, leaving as his only relations a wife, mother, 
C and D, his only sons, and E and F, sons of his deceased daughter Gr. During 
his lifetime A made advancements to C of £2,000, and to D of £1,000. A’a 
property consists of personal estate of the value, after payment of all debts 
and liabilities, of £10,000. Who is entitled to letters of administration ? 
How should A’s estate be distributed f [inoorpenated Accountants.) 

56. Explain the following expressions : Devastavit ; Equitable assets, 
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Executor according to the tenor ; Administration cum tesiamento annexe ; 
Account on the footing of ■wilful default {Incorpoi ated Accountants.) 

67. What 13 a Kesiduary Account f By whom is it to be rendered, and 
to -whom ? {Incorporated Accountards ) 

58. You are instructed to audit the books of an executor at the end of 
the first year from the testator’s death. The estate consisted of : Freehold 
Property ; Leasehold Property ; Mortgages , War Loan ; Railway Shares 
(Ordinary and Preference) ; Half-share in a Manufacturing Business ; Life 
Assurance Policy ; Eumiture ; and Cash at the Bank. 

Briefly describe the audit you would conduct, and the sources from 
which you woifld expect to obtain the necessary mformatidn. {Chartered 
Accountants.) 

59. A testatrix, whose total property chargeable with Estate Duty 
£kmounted to £24,500, left the following legacies : (a) To her husband, £6,000 . 
(6) To each of three children, £5,000 ; (c) To her sister, £1,000 ; (d) To her 
godchild (a stranger in blood), £1,000. 

Show how these legacies, when paid, should appear in the executor’s 
books. {Otartered Accountants.) 

60. At what rate is interest chargeable on Estate Duty ? For what 
period, and how, would you deal with it m preparing executors’ accounts ? 
{OJiartered Accountants.) 

61. When conducting the audit of an executor’s books, you find that 
certain shares held by the testator m limited companies have not been 
transferred into the name of the executor, although probate has been regis- 
tered with the companies concerned. 

Do you consider this a satisfactory position from your point of view as 
auditor ? {Chartered Accountants ) 

63, Set out the headings (i.e. titles) of ten Ledger aooounts that you 
would expect to find and that are typical of an executor’s Ledger. {Chartered 
Accountants.) 

63. Submit a pro-forma Estate Duty Aooount, and explain how the 
particulars contained therein are utilised to open a set of executorship books 
upon the double-entry principle, 

64. You aro instructed to audit the final aooounts of an executor. You 
find that all the estate has been realised and distributed, and that all debts, 
of which the executor appeared to have knowledge, have been paid. During 
the course of your auiht the executor reports that he has just received a 
claim from a creditor of whom he had no previous linowledge. He asks 
your advice ns to how he should deal with the olaim, and what, if any, his 
personal liability may be. What adidce should you give ? {Chartered 
Accountants.) 

65. When conducting the audit of the aooounts of an executor at the 
conclusion of his first year of office, you find that the existence of certain 
bearer bonds has been disooverod since probate was obtained. Upon calling 
the executor's attention to this, he states that he intends to rectify the 
Estate Duty Account by means of a corrective affidavit. 

Explain the nature of this document, and state how it will rectify the 
omission referred to above. {Chartered Accountants.) 

68. Briefly describe the documents you would require and the method 
you would adopt in opemng a set of estate books on behalf of the executors 
and give your reasons for the system you adopt. (Chartered Accountants.) 

67. A diod on March 1, 19... Part of his estate consisted of £6,000 
6 % War Loan, in the form of Bearer Bonds, which was valued for Estate 
Duty purposes at 101| ex div. You are required to show the Ledger account 
of tins stock, including the interest paid on June 1, 19.., bringing down 
the balance on the account. {Chartered Accountants.) 

68. A died intestate on January 1, 19.., leaving an estate consisting of 
realty and personally. 

How would his property devolve : (1) If he left a widow, a son, and a 
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daughter ; (2) jf he left a widow only and no blood relation ? {Gliartered 
AccountanU.) 

69. Whioh do you prefer — ^the two-oolumn or three-column system, for 
executorship aooounta ? Give your reasons. {Incorporated Accountants.) 

70. Give the rulings for Gash Book, Ledger, Bent Boll and Journal in 

executorship accounts, and write up the following entries • Testator died 
December 31, 19... 19 .. January Slat. Cash received for six months’ 

interest on £10,000 Mortgage at 6 % per annum to January 31, 19. , 
£235 8a. 4d. January 10th. Cash received for one quarter’s rent to Christmas 
19 . on B Warehouse at £2,000 per annum (tax deducted once a year from 
rent due Lady Day), £500. March 31st Rnal Dividend at the rate of 20 % 
per annum (free of tax) on £1,000 m Ordinary Shares of the X Y Gold Mining 
Company for the six months ended March 31, 19. ., making 15 % for the 
year. Silt months’ interim dividend at 10 % per annum paid to previous 
September 30th, £100. Loss on roahsation of mortgaged property (total 
amount due being £1,000 principal and £47 Is. 8d. interest), £100. Amount 
realised, £947 Is 8d. (Incorporated Accountants.) 

71. Prepare, with imaginary figures, a Balance Sheet of the estate of a 
testatoi for submission to the beneficiaries, which, without subsidiary 
accounts, will show the whole of the deahngs with the estate by the executors. 
(Incorporated Accountants.) 

72. What books would you recommend should be kept by an executor 
in respect of an estate consisting of . (a) Throe freeholcf properties let for 
99 years on ground rents ; (6) two large blocks of residential flats held on 
lease and sublet to, say, 100 tenants ; (c) sundry investments m stocks and 
shares ? The income is directed to be divided quarterly. Show ruling 
of Ledger, giving an example of one of the share investment accounts. 
(Ohartered Accountants.) 

78. you are requested to prepare the Income and Expenditm’e Account 
of an estate for the year following the death of the testator, showing the 
amount payable for that period to the life tenants. State to what points 
you would give speoial attention. (Chartered Accountants ) 

74. Prepare an Estate Account and Balance Sheet from the following 
particulars : The testator died in 19. . The executor was able to close 
his account two years later, and instructs you to prepare a Statement showing 
how he had carried out his duties The testator left investments which 
had cost £7,800, and realised £4,640. There were insurances on his life 
of the face value of £3,000, the bonuses on which amounted to £500. There 
was cash at the Bank £460, and in house £10. The latter was spent in 
sundry expenses between the date of death and the funeral. The furniture, 
valued at £380, was left to the widow, together with a legacy of £6,000. The 
residue of the estate was bequeathed to chanties. The executor had dis- 
bursed £694 in Estate Duty and m legal and other expenses. (Incorporated 
Accountants ) 

76. The late Henry Smith left property as follows : Leaseholds (subject 
to Mortgage of £7,000), £27,000 ; Cash in house, £7 lOs. ; Cash at Bank, 
£1,206 7s. ; Insurance Policy, £6,000 ; Household Eumiture, £1,840 ; Debts 
duo to him, £811 ; Interest in Business valued at £12,097. 

To his widow he bequeathed £20,000 , to his aophew he left his interest 
in the business ; to each of his three nieces £1,000 ; to the Hospital Fund, 
£600 ; and the residue to the 0 B Charity. 

His executors realised the estate as follows • The widow took the 
Furniture as above as part of her £20,000 , the Leasehold Property sold 
for £28,300 , the Debts due to the testator realised £740 ; they paid Estate 
Duty £2,800 ; the costs of Sale and other charges amounted to £1,060. 

Prepare a Cash Account and an Estate Account showing exactly the 
disposition of the estate by the executors when the wishes of the testator 
had been complied with, the mortgage having been paid off and the life 
policy realised. (Incorporated Aceountants.) 

76. AB died on August 31, 19... His estate consisted as follows.- 
£10,000 L.M. & S. Consolidated 2i % Preferred Stock at 67^^ ; £5,000 
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Viokera, Son & Masm, Ltd., 5 % Preferred Stock at 107J ; £10,000 2^ % 
Consols at 67 ; £3,000 advanced on Mortgage to Henry Jones at 4 %, interest 
payable half-yearly May 31st and. Novomber 30th^ — interest paid to May 31, 
19.. ; £1,230 Life Pohey and Bonuses in the Equitable Life Assurance 
Society ; £600 Household Furniture and Effects, bequeathed to wife abso 
lutely ; £50 Cash in house at date of death ; £700 Cash at Bank on current 
account. 

A B left a widow and five children (three sons and two daughters). 
During Ins lifetime he had made advances to his sous as follows . Eldest 
son, £300 ; second son, £600 , and third son, £100 ; and he directed that 
these sums should be considered as debts due to his estate 

The debts due at death omoimted to £300, and funeral expenses £50. 

Make out a statement showing the net value of the estate for Estate 
Duty purposes, and show what amount would he payable supposing the 
affidavit was presented on November 30, 19. .. {Chartered Aocountants.) 

John Berriediedon January 31, 19. ., and left the following property, 
etc , viz. : Freehold House and Land, valued at £3,600 (mortgaged for 
£2,400 at 4 % interest per annum, paid to December 31, 19..), £6,000 
2i % Consohdated Stock, quoted at 56-68 ; £2,000 India 3 % Slock, quoted 
at 84-65 ; £4,000 Asaam-Bengal Railway 3 % Stock, quoted at 78J-79J ; 
£1,600 Metropolitan Consohdated 3 % Stock, quoted at 72-74 ; Insurance 
Policy for £2,000 on his life j Household Furniture, etc., valued at £500 ; 
Cash at Bank, £300 ; Cash in the house, £20 ; £1,000 Loan at 6 % per 
annum (half-year’s interest, to Deoemher 31, 19.., had been received by 
the testator) ; Other Debts due to him, £360 ; Liabilities, £200 ; Funeral 
Expenses, £36. 

Pr^are the Estate Duty Account showing the amount of duty payable. 
The affidavit was delivered on March 31, 19. .. Ignore Income Tax. {Char- 
tered Accountants.) 

78. OZD died in 19... By October Slsfc, two years after death, his 
executors were in a position to prepare a final Statement of Accounts, and 
instructed you to undertake the work. As the estate was realised the money 
had been invested m Exchequer Bonds, and the interest, £1,687, paid to 
the Widow. 

The following are the figures and particulars with which you have to 
deal : Cash m house at dale of death, £7 10a. ; Cash at Bank, £526 j 
Furniture and Effects sold for £1,600 j £20,000 2i % Consolidated Stock 
realised at SSj ; £16,000 Ordinary Shares of £1 each in a private limited 
company realised at 138. each ; a Debt due to the testator of £2,000, on 
which was a first and final dividend paid of 4s. in the £1 ; Share of Capital 
in Business after adjusting profits to dale of death, £17,800. 

The executors had paid duty and interest, £2,722 , funeral expenses, £62 , 
had discharged debts amounting to £683 10a., and legal and other charges, 
£316. {Incorporated Accountants.) 

79, JB died on October 31, 19. , and left the following estate i Cash 
in house, £6 ; Cash in Bank, £1,100 ; Furniture, £600 j Life Insurance 
(received December 1, 19..), £1,000: Capital and Goodwill of Business, 
£10,000 , Share of Profits to date of death, £1,000 : Leasehold Property, let 
at £300 per annum, £5,000 (rent, receivable June 3Qth and December 31st, 
received to June 30, 19 ., subject to payment of Ground Bent £50 per 
annum, payable June and Deoemher, paid to June 30, 19. .) , £1,000 6 % 
Preference Shares in the Blank Aeroplane Company (dividend for year 
ended December 31, 19.., received on February 1, 19 .); £1,000 4J % 
War Loan (interest payable on December 1st and June Ist). 

The Debts owing by testator amounted to £260 ; the Funeral Expenses 
to £80 ; and the Testamentary Expenses to £1,760. 

The whole of the income was lett to the widow for life. The rents, 
dividends, and interest were regularly paid on the due dates, and the liabilities 
were discharged by December 31, 19... 

The Capital and Goodwill of the Business, together with the accumulated 
profits, were, according to the terms of the will, left in the business, interest 
at 6 % per annum being paid on June 30th and December 31st. 
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In calculating Interest and Dividend, ignore Income Tax 

Draw up Income Account and Balance Sheet as on October 31, 19... 
{Incorporated Accountants.) 

80. John Joyce died on March 31, 19... The estate consisted of the 
following • Biokton Brick Company, Ltd., 5 % Debentures, £6,000 ; Out 
Diamond Mining Company, Ltd , 4,000 6 % Preference Shaies at £6 each, 
£20,000 ; Furniture and Household Effects valued at £1,000 ; Debts due 
by testator, £400 ; Cash at Bank, £2,000 , Debts due to testator, £300 ; 
Funeral Expenses, £50. 

All dividends and interest were received on the usual quarter days. 
Ignore Income Tax. The Income is to be apportioned as to four-ninths 
to the widow and five-ninths equally between two daughters. All creditors 
were paid on April 30, 19. ., and all amounts due were received on that day. 

Write’ up the accounts to September 30, 19.., showing testamentary 
duties which were paid on April 30, 19. .. (Central Association Accountants.) 

81. Martin Ohuzzlewit died on January 1, 19. , leaving you sole executor 
of his estate, which consisted of the following Railway Stock, £30,000 
at 4 % ; Municipal Loans, £20,000 at 3J % ; Furniture, £700 , Jewellery, 
£400 

Debts due by the testator amounted to £200 The dividends on the 
Railway Stock were received on February 28th and August Slst. The 
interests on the Municipal Loans were received on Juno 30th and Decem- 
ber 31st. Income Tax to be deducted at Is. m the £1 

The Railway Stock reahsed £27,000, and the Municipal Loans par. 

Expenses of administration amounted to £200, and funeral expenses £00. 
The debts due by the testator were paid on May 4th. 

For the purposes of this question you may ignore Estate and Legacy 
Duties ' 

The whole of the estate to be realised and the proceeds divided equally 
between Wilkins Mioawber and tinah Keep. 

(а) Describe your procedure as executor from the date of the death to 
the time when you complete your trusLeeslup on December 31, 19... 

(б) Show Capital and Income Accounts as submitted to the legatees on 
that date. (Incorporated Accountants.) 

83. A B dies June 30, 19. ., leaving his widow as life tenant. The will 
gives no instructions as to investments. The estate consists of : (a) Part- 
nership interest in a business, valued at £6,000, which was paid to the 
executors in cash ; (6) Mortgage of £4,000 at 4 %, on which IJ years' interest 
was due at date of death ; (o) 1,000 Shares of £1 each, fully paid, in K. iSs Co , 
Ltd., on which an interim dividend of 40 % had been paid in respect of the 
half-year ended March 31st. And the following transactions took place : 
(1) The business was on October 1st converted into a limited company, in 
which the executors invested £6,000 in 7 % Preference Shares at par, and 
a SIX months’ dividend was received March 1, 19 . (2) On December 31st 

the executors foreclosed on the Mortgage and realised £3,872. (3) Final 
dividend m K. & Co , Ltd., of 10 % m respect of half-year to September 30th 
was received on October 26th, and shares sold on Ootobor 31st for £1,250. 

On March 1st the year following £4,600 India 3 % Stock at 75 was 
purchased 

Show how these entries should be recorded in the Ledger, and draw up 
Income Account for the year ended June 30, 19. . Comment on the 
transactions. (Incorporated Accountants.) 

83. John Brown died on December 5, 19. . He bequeathed the residue 
of his estate to his son and daughter m equal shams, but directed hia trustees 
to retain the share of his daughter upon trust, to pay only the income thereof 
to her for life. The Estate Affidavit showed that the estate consisted of : 
Cash at Bank, £200 , Household Furmture, £250 (bequeathed to daughter) ; 
Leasehold Property, £1,760 (bequeathed to son, subject to the mortgage) ; 
£10,000 Consols at HI, £7,600 ; Life Policy, £3,000 , Capital in Partnership 
of John Brown & Co., £1,000 

The debts due by the deceased were £400, and there was a mortgage 
of £760 on the Leasehold Property The executors eolleoted the cash at 
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Baak aad the amount payable under the Life Policy. They also received 
the dividends on Consols, and were repaid the capital of deceased in John 
Brown & Co., together with hia share of the profits for the year ending 
December 31, 19. ., £250. The interest received from the temporary deposit 
of cash covered the executorship expenses. The debts were paid j and 
the funeral expenses and death duties (together £689 4s 9d.) were also paid. 
On April 6, 19 . , the executors, being in a position to distribute the estate, 
appropnatod, in satisfaction of the daughter’s share in the corpus, such 
portion of the investment in Consols (taken at 68, the market price at that 
date) as was necessary for that purpose. The balance of Consols, taken 
at the same valuation, was transferred, on the same date, to the son, on 
account of his share, the balance due to the son and any iiiconie due to him 
and the daughter bemg paid to them in cash. 

Prepare an account lowing the distribution of the estate, and show 
the respective amounts of Consols and cash allocated and paid to the son 
a'nd daughter. (Chartered Accountants.) 

84, William Smith died on August 31, 10 ., at 9 am., and. his wife, 
Mary Smith, died on the same day at 9 p m They had six children— three 
sons and three daughters — all of whom survived them, and were over 
twenty-one years of age. 

(1) William Smith by his will loft to his wife an immediate legacy of 
£500, and a life interest m the whole income of his estate, with remainder 
to his children equally. 

(2) During his lifetime he had placed in trust certain Leasehold Property 
valued at £2,500, the income from which was to be paid to himself during 
his lifetime, and on his death to his wife , and, on the death of both of them, 
the property to go to his three daughters in equal shares as tenants in 
common. 

(3) A friend of William Smith, named Btenry Jones, had le'ft a sum 
of £5,000 in trust for William Smith ; and, on his death, for his wife, with 
remainder to their throe daughters in equal shares. 

(4) Mary Smith, by her will, left one-fourth of her estate to her three 
sons equally, and the other threo-fourths to her three daughters equally. 

(6) Under the will of Mary Srmth’s father, who died m 1920, certain 
furmture, valued at £500, had been left to her for life, and at her death to 
her three daughters in equal shares. Succession Duty had been paid on this 
by her father’s estate. 

The estate of William Smith amounted to £20,000, and of Mary Smith 
to £3,000, both exclusive of the above Trusts (2) and (3)i 

In prepanng the Estate Duty Accounts of the estates of William and 
Mary Smith, how should the above matters be dealt with ? 

What amomit of Estate Duty would be payable in each ease, and what 
chfforenoe 'would it have made if Mary Smith had. died at 9 a.m. and Wilham 
Smith at 9 p.m. on August Slat ’ (Chartered Accountants.) 

85. Henry Bobbms died on March 26, 1930. The Estate Duty Account, 
sworn in May 1930, showed net personalty amountmg to £18,272 and realty 
amounting to £2,700. Duty was assessed thereon at 8 % with mterest for 
60 days. 

On December 17, 1930, a Corrective Affidavit ■was made to bring into 
aoooimt the following adjustments: — 

(а) Testator at tho time of his death owned 300 shares in Spanish 
Castles, Ltd., valued for probate at 3f. It was subsequently discovered 
that this quotation was in fact e» d%v., the dividend of 2s per share, free 
of tax, being payable on March 28, 1930. 

(б) A book of National Savmg Certificates worth £57 6s. Cd. on March 26, 
1930, was discovered in June. 

(c) The District Valuer having objected to the valuations of the real 
estate, this was amended and finally agreed to £3,300 

(d) A olaun for refund of Income Tax for 1929-30, amounting to 
£39 10s. Od., was admitted and paid in August 1930. 

(e) The Estate Duty Account included £6,000 Mexican Railway Bonds, 
valued at 74. This was found to be a typist’s error on a statement from 
the bank. The actual figure was £600. 
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(/) A debt for a Tailor’s Account £17 10s. Od. had not been included in 
the Estate Duty Account and the medical attendant’s bill £57 15s. Od. 
had been estimated at £30. 

You are required to prepare the Corrective Affidavit and to calculate the 
imount of additional duty (including interest) payable. {Ghartered Aocount- 


86. Z, a widower, left by his Will the residue of his Estate in trust for his 
children K, M, and N, in equal shares. Each child was to receive his share 
of the income until reaching the age of forty, or marrymg, when his share 
of the capital fund was to be ascertamed and paid over. 

Z died in April 1930, at which data K was aged 25, M 23, and N 18, and 
the following fs a summary of the balances standmg m the Estate Books on 
April 30, 1931.— 

£ a. d. £ s. d. 
Estate Account (as valued for Probate) 16,198 10 9 

Investments retained (as valued for 

Probate) 21,482 13 9 

Investments purchased 11,169 11 9 

Profit on Investments sold 214 3 1 

Estate Duty 6,467 16 11 

Interest thereon 68 11 7 

Testamentary Expenses (Capital) . . . . 623 1 6 

Testamentary Expenses (Income) . . 17 3 0 

Debts due to Testator, not yet received 200 0 0 

Dividends received (Capital Apportion- 
ment) . . 377 3 a 

Dividends received (Income Apportion- 


Interest on Overdraft 

Deposit Interest 

Income Tax on Bank Interest and War 
Loan Interest (Income Apportion- 
ment) 

Legacies and Legacy Duty 

Payments for N’s mamtenanoe and 

education 

Profit on Sale of Eurniture and Effects 
Cash at Bank . . 


£48,377 3 11 £48,377 3 11 

You are required to prepare Accounts showing the position as on April 30, 
1931 {Chartered Accountants.) 

87. John Jones by his Will left the following legacies (all free of legacy 
duty) — 

£1,000 to his brother X. 

£500 to his friend Y. 

" My holdmg of £3,000 6 % War Loon ” to liis sister Z, 

Jones died on January 31, 1929. The legacy to X was paid on Septem- 
ber 1, 1929, and the War Loan was transferred to Z on the same day. 

Y, however, had emigrated to Australia, and efiorts to trace him failed 
until early m 1930, his legacy being paid on January 31, 1931. 

You are required to state what each of the legatees is entitled to receive. 
{Ghartered Accountants.) 

88. A. Howard died on January 31, 19.., leaving the following estate : 
Railway Ordinary Stock, £6,000, valued at 86 % ; Railway 3 % Preference 
Stock, £10,000, valued at 77 % , Railway 3 % Debentuie Stock, £8,000, 
valued at 80 % (interest payable January 1st and July Ist) ; Loans on 
Mortgage at 1 %, £10,000 (interest due March 26th and September 29th) ; 
Chief Rents, £85 a year, valued at 25 years’ purchase (interest due March 26th 
and September 29th) ; Life Pohoies, £5,000 : Household Efioots, valued at 
£1,600 Debts due by testator, £160. 
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He left £250 each to his two executors, £250 to a nephew, and £3,000 
to ohatities, all free of duty, and the residue of the estate m moieties to his 
son and daughter. 

The Railway Ordinary Stock was sold on March 1st (immediately after 
the receipt of the final dividend for 19. , at 5 % per annum, the interim 
dividend in August 19 , having been at the rale of 3 % per armimi) at a 
profit of £260 ; the Life Policy money had been received, and £1,620 had 
been realised from the sale of the Household Rffects. 

Assume the receipt of all interest and dividends on investments as they 
became due, and also that Estate and Legacy Duties, debts owing, and 
funeral and executorship expenses (£600) had been paid by September 30th. 

Write up the books, and prepare Corpus and Income Accounts on that 

Ignore Income Tax. (Chartered Accountants.) 

89 . AB died on July 1, 19.., and left estate as follows: Cash at 
Sank, £743 ; Cash in hand, £12 10s ; 60 4 % Debenture Bonds of £100 
each in the Spinners’ Company, £6,000 ; Household Eumiture, .valued at 
£1,500 ; Capital m A B as limited partner, bearing 6 % interest, £15,000 ; 
Freehold Land, etc., valued at £110,000 ; Leasehold Properties, £7,000. 

The admirastrators of his estate wore empowered under the will : First 
to pay tho liabilities, including Estate Duty, amounting under all heads 
to £7,080 , and then to distribute the balance as follows ■ One half-share to 
his son George, and the remainder to a olianty to be founded beanng 
his name, for the benefit of widows and orphans in the town in which he 
was born. 

The Debenture Bonds were sold at a premium of £2. 

The Household Goods realised net £1,200. 

The money m the business could not be drawn out without loss, so the 
son consented to treat it as part of his inheritance. 

The Freehold Property proved for the most part to be unsaleable, but 
a portion was sold for £25,000. 

The Leasehold Properties were transferred to the trustees of the charity. 

Draw up a full statement showing the position as at the end of the first 
year when the above transactions were completed. 

No income is to be dealt with. 

Do not make any Journal entries. (Incorporated Aooountcmta.) 

90 . The late George Robinson left estate as set out below. He bequeathed 
£16,000 to his widow, £5,000 to each of his three daughters, and the residue 
to his son. You are required to prepare and certify an account which tho 
executor can produce to the beneficiaries showing m detail the money 
received and paid, supplementing the figures given where you think it 
advisable or necessary 

Cash in hand, £8 ; Cash at Bank, £1,706 10s ; Furruture sold for £1,490 , 
£17,600 L.M.S. Railway Consolidated Ordmary Stock realised £22,360 10 b. 6d. ; 
£6,000 Q.S. Railway Preferred Ordinary Stock realised £5,791 14s. 3d j 
£7,000 London General Omnibus Company, Ltd , 4 % First Debenture 
Stock realised £6,611 9 b. 3d ; Debts due by Testator, £340 ; Executorship 
Expenses, £89 38. 4d. ; Funeral Expenses, £44 9s. , Estate Duty, ml ; 
Succession Duties, nil. (Incorporated Accountants.) 

91 . The following is the estate of X Y Z, who died on January 25, 19. . : 
Cash in house, £5; Cash at Bank: Current Aoooimt, £712, on Deposit, 
£17,800 ; Household Efleets, £1,350 , Leasehold Property, held on a mnety 
years’ lease from 1847, and let at £300 per annum, valued at £3,500 ; Real 
Property, let on a yearly tenancy at £120 per annum, valued at £1,900 ; 
Equitable Life Society Policy, £5,000 ; Bonus accrued, £425 ; Loan due 
to Testator, £130. 

The testator owed debts amounting to £78, and his funeral expenses 
were £33 10s. The rent of the Leasehold Property to Deoember 26th had 
not been paid at the date of death, but was received by the executor ; the 
rent of tho Freehold had been received. Tho loan of £130 was irrecoverable 

£1,900 was paid in duties, and £180 in legal charges. The testator 
bequeathed the properties to his daughter, the furniture to his widow, and 



EXAMINATION QUESTIONS 1051 

direoted the residue to be divided equally between his daughter and widow 
Ihe estate was closed for distribution three months after death. Piepare 
Estate Account, and make the necessary adjustments, including the dis-. 
tribution. {Incorporated Accountants.) 

92. J died on March 1, 19 and left the following estate : Freehold 
Prop6rt3’', £8,000 ; Loans on Mortgage, £4,000 , Capital in Busmeas, including 
Goodwill, £3,000 ; Bank Shares (30 shares of £20 each fullj' paid) valued 
at £930 , 'Industrial Shares (1,500 of £1 each) valued at £1,216 ; Household 
Furniture, £400 , Cash in Bank, £50 , Rent due at date of death, £90 ; 
Interest accrued on Loans, £30 

The habihties at date of death amounted to £50, and the funeral expenses 
were estimated at £20. 

The Testamentary Expenses amounted to £995, and the Funeral Expenses 
to £25. . 

The testator left an annuity of £400 with the use of the furniture to his 
widow, and the balance of income to his three children (aged 26, 2.S, and 2iy, 
with instructions that the income of each child was to be held in trust until 
the age of 25 years was attained. 

The following is an account of the executor’s receipts during the first 
year : Rents of Propeity, £438 ; Interest on Loans, £150 , Dividend on 
Bank Shares (half-year to June 30th), £27 ; Dividend on Industrial Shares 
(half-year to June 30th), £33 I63. j Dividend on Industrial Shaies (half 
year to December 31st), £33 16 b. j Sale of business and Goodwill, £3,600 ; 
Interest on the above Sale price from date of death, £126 ; Bank Interest, 
£8 10s. 

The repairs to property amounted to £66, and painting cost £16. These 
accounts were paid. 

The executor had invested £2,000 m War Loan, discharged all the 
liabilities,’ paid to the widow £300 on account of her annuity, and paid to 
the eldest child £100 on account of Income. 

Ignoring questions of Income Tax, prepare Income Account and Balance 
Sheet as at March 1, 19 . . , and draft a report on the accounts for the trustee, 
advising him as to his position. {Incorporated Accountants ) 

98. Valentine Smith died on September 30, 19.., leaving estate as 
follows ! Cash in house, £30 ; Bank Deposit at 4 % (interest payable 
June 30th and December 31st), £1,000 ; Bank Current Account, £120 j House- 
hold Furniture, £600 j Life Insurance Policy, £1,000 ; Freehold Property 
(net assessment £260 per annum), £6,000 j £1,000 War Loan 4J % (interest 
payable June 1st and December 1st), £960 , £2,000 6 % Preference Shares 
of £1 each (fully paid and valued for probate at 22a ), £2,200 (dividends 
due February 1st and August 1st). 

He also held a mortgage of £3,000 at 4 % on leasehold property, interest 
being due on December 31st and June 30tli 

A quarter’s rent, £75, on the Freehold Property was due on October Ist. 

The Debts amoimted to £260, and the Funeral Expenses to £35. Renta, 
dividends and interests were aU received on the due dates, and the Estate 
Duty, Testamentary Expenses and Debts were all paid on November 30, 

19.. . Testamentary Expenses amounted to £126, and Estate Duty -was 
paid at the rate of 5 % The insurance money was received on November 

19. . , and the Schedide A Tax was paid on January 1, 19 . 

He left the whole of the income to his widow for life 

Draw up the Estate Accounts of the Trust to March 31, 19. .. {Incor- 
porated Accountants.) 

94. Abraham Hargreaves died on February 28, 19 . . , leaving a widow 
and an aged mother. To his mother he left an annuity of £150, and to his 
widow a legacy of £100 and the residue of the estate. 

The estate consisted of : Cash at Bank, £120 ; Furniture, £200 ; Railway 
Stock, £20,000 ; Freehold Property, £10,000 , and Life Insurance, £3,000. 
The Creditors amounted to £1,250, and the Probate and Funeral Expenses 
amounted to £1,600. The capital value of the annmty on a 4 % basis was 
taken as £1,057 for probate purposes. By direction of the testator all 
investments remained intact. The life insurance money was duly received 
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and pmd into the Bank, and the creditors and expenses were paid off. 
The eliares yielded 6 % per annum, and the dividends were duo and 
received on dune 30th each year. Rents accrued due at date of death 
amounted to £70, and the net income from the property for the three 
years ended December 31, 19.., 19.., and 19.. was £480, £420, and £460 
respectively. 

The mother died on November 30, 19. ., the annuity having been paid 
to her quarterly to August 31, 19 .. 

Draw up (1) an account showing the position of the Annuity Account, 
and (2) the final Balance Sheet at the date of the mother’s death. {Incor- 
porated Accountants.) 

95 . An estate was proved for probate purposes at £42,000. Within 
one year of the date of death certain assets were realised and liabilities 
settled as follows, viz. £16,000 2J % A B Stock, valued for probate at 
86, realised 76^ ; Book Debts, valued at £4,000, roahsod £3,200 ; the 
iiabilities, estimated for probate at £6,000, were found to be actually £6,500 
(including £105, cost of bringing the body of the deceased from, abroad) ; 
Stook-in-Trade, valuod for probato at £11,620, leahsed £9,000 ; £6,000 
Debenturos, vrfued at £7,800, were sold at par. 

Prepare a statement showing the differences to bo included in the 
“ Corrective AJOdavit,” and the amount by which the Estate Duty would 
be thereby increased or decreased. {Chartered Accountants.) 

96 . W, Smith (a widower) died on September 30, 19.., leaving the 
following property : — 


Life Policies 6,780 

Household Furnitm'e, valuod at 600 

Freehold Property, valued at 7»500 

Cash at Bankers 1,600 


Sundry Securities (at market values, September 30, 19. ) 12,000 

£28,260 

The debts due by him at his death amounted to £600 The funeral 
expenses were £95, and the legal expenses and duties £1,800. The securities 
realised £13,000, and the furniture (less expenses) £750. He left pecuniary 
legacies (free of duty), £760. 

He gave the option to liis eldest son John of taking over the freehold 
property at the price of £8,000, which hia son elected to do. He left the 
residue of his estate to his three olnldren equally, but directed them to 
bring into hotchpot the under-mentioned advances made to them five 
years previously, viz. John, £3,600 j James, £4,250 , and William, £2,000. 

Prepare an account showing the division of the residue. {Chartered 
Accountants.) 

97 . John Ryder died intestate, leaving the following estate : Cash in 
the house, £20 , Cash in bank, £160 ; four Policies for £1,000 each, one 
of winch was taken out for wife’s boneflt, £4,000 , Household Furniture, £500 ; 
Value of Share in Partnership Business, £2,600 ; Birmingham 3 % Stock, 
£ 1 , 000 . 

He leaves a widow (who administers the estate) and two brothers. Upon 
each policy it is found that £1.60 profits had accumulated, the Birmingham 
Stock veahsPB 101 %, and the remaining estate the values stated. Prepare 
an Estate Accoont showing the distribution after allowing £300 for debts 
due by deceased, £80 for funeral expenses, and making provisions for duties. 
{Incotporated Accountants.) 

98 . X died m 19 . His estate, after payment of all expenses except 
Legacy Duty, oonsiated of : Cash, £15,016 , Consols, £1,000, valued at 90, 
and Fumiture, £600. 

By his will X left : (a) The Consols standing in his name at his death 
and the furniture to his wife, free of duty , (6) £6,000 to his wife ; (c) £10,000 
and the residue of his estate to his son ; (d) £4,000 to hia brother ; (e) £1,000 
to his daughter. 
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Draw up a brief statement showing the amount each benefloiary is 
entitled to receive. (Ohartered Accountants.) 

99. The executors under a will prove the testator’s estate at £41,000. 

The testator died October 31, 19.., and Estate Duty at 6 % was duly 

paid on January 31st next year 

It IS afterwards discovered that certain of the assets have been over- 
valued tg the extent of £2,000. 

What should the executors do in these circumstances, and what amount, 
if any, can be recovered for Estate Duty overpaid ? (Chartered Accountants.) 

100. The following figures are taken from the books of the trustees of the 
will of the late William LyndhuriSt as at January 22, 19 ., exactly one year 
from the date of death : Estate Account, Balance at July 22, 19. ., £22,609 ; 
Debts d^e at death by Testator, £104 ; Estate Duty Account, £1,379 ; 
Legacies, £300 , Mortgages on Properties, Or Account, £17,360 ; Divest- 
ments Account, £6,3 o 6 Freehold Building Land, £7,700 , Leasehold 
Properties, £5,254 16a. ; Household Goods, Furniture, etc , £890 , No. 40u0 
Staines Boad, £1,478 ; No. 4001 Staines Road, £1,670 ; Dividends and 
Interest received on Income Account, £1,107 , Rents received on Income 
Account, £620 7a. ; Inteiest on Mortgages, Income Account, £709 ; Sundry 
Expenses, Income, £68 14s. , Testamentary Expenses, £127 16s. ; Law 
Charges, £198 4s. , Amount of Capital left in Testator’s Business, £16,000 
Accountants’ Charges, £62 lOs. , Cash at Bank, £1,926 7s ; Payments to 
Widow on account of Annuity of £1,000 a year, £600. 

The first account was talren at July 22, 19. .. 

The trustees have received from the business £1,000 by way of interest. 
One-third each of the law and accountancy charges is chargeable against 
Income. 

The h’ousehold goods are left absolutely to the widow. 

The balance of the income is held m trust for the children. 

Prepare a Trial Balance, and draft from it accounts showing the position. 
Open no Ledger accounts. (Incorporated Accountants.) 

101. Robert Render died on November 30, 19. .. Tinder his will George 
Gunter was appointed executor. 

The following legacies were to be paid : George Gunter, for his services 
ns executor, £200 ; Loiuse Render, niece, £1,000, free of duty j S. Smith, 
gardener, £100. 

The residue of the estate was to go to the widow. 

The following property was left : Freehold House, oooiipied by the 
deceased to date of death, valued at £6,000 , Household Effects, valued at 
£900 ! Local Loans Stock, £6,000, quoted at 66-67 ; Belfast Corporation 
Stock, £5,000, quoted at 76-78 ; D. H. Evans, Ltd , First Moitgage Deben- 
ture 4 J % Stock, £10,000, quoted at 96-96 ; Cash in the house, £20 j Cash 
at the Bank : Deposit Account, £3,000 ; Current Account, £860. 

The debts due at the date of death amounted to £166. The funeral 
expenses amounted to £40. 

Prepare the necessary Estate Duty Account, and give the amount of 
duty payable. 

The date of the Affidavit was January 1, 19... 

103. What IS “ Succession Duty,” and upon what is it chargeable ? 
Give the rates of tins duty, and state m what oiroumstanoes it is not payable. 
(Ohartered Accountants.) 

108. A testator died on December 3, 19. . , After the payment of Debts, 
Funeral Expenses, Estate Duty, etc., the estate consisted of Cash, £10,600, 
and Household Furniture, which was valued for Estate Duty at £500, and 
which was speoifioally left to his daughter, free of duty The will provided 
for the following legacies : Executor, £1,000 (free of duty) , Daughter, 
£5,000 ; Son, £3,000 ; Cousm, £1,000 , two Grandchildren, £1,000 each ; 
and the residue, if any, to his Son. The executor was the testator’s brother. 
Legacies were paid oil February 10, 19. .. 

Show the accounts as they would appear m the estate books, after 
carrying out the provisions of the will. (Chartered Accountants.) 



1054 ACCOUNTING 

104. AB died on April 8, 19.., and at that time owned 1,260 6% 
Oumulative Preferonoe Shares of £1 each m A B & Co., Ltd., upon which no 
dividend had been paid since August four years earlier, when the full amount 
had been received by A B in respect of the year to June 30 in that year, 
Dunng the year ended June 30th following death the Company made profits 
which enabled it to pay the dividend for that year and all arrears of dividend. 
How shoidd you deal with the amount received in the executor’s aooounts ? 
{Ohartered Accountants.) 

105. Robert Riger died on March 31 19... He appointed George 

Smithson as his executor. 

The estate left was as follows • £10,000 Consols, valued at 65 ; Cash 
at Bank : Current Account, £200 j Deposit Account, £1,000 ; Cash in 
house, £36 , Household Pumiture, valued at £1,200 ; Policy of Assurance, 
£1,600 ; Freehold House (in occupation to date of death), valued at £5,000 ; 
Metropolitan Consolidated 3J % Stock, £5,000, valued at 86 ; 1,000 Ordinary 
Shares of £1 each in the Gramophone Company, Ltd., valued at 35s. ; Loan 
on Mortgage at 5 %, £6,000 (mortgagor, C. G. Bell) 

The debts due at death amounted to £210, and were paid on May 1st. 
The Funeral Expenses amounted to £60, and wore paid on May 3rd. A loan 
of £2,000 was obtained from the Bank on April 1st, and repaid on May 15th, 
6 % interest being charged for the accommodation. 

Probate was obtained on May 1st, and the duty paid 

All the investments were sold, and the proceeds received from the stock- 
brokers on May 14th. The following prices were obtained : Consols 67, 
less £10 expenses , Metropolitan Consolidated Stock 86, less £9 expenses j 
Gramophone Shares 36s., less £12 expenses 

The loan on mortgage was called m and was repaid on May 3rd. The 
cash in house and at Bank was paid into the executor’s account on 
May 2nd. 

The Freehold House and Furniture were left to the widow absolutely. 
The Policy of Insurance was paid on May 6th. 

Legacies were left as follows : Gardener, £100 ; Executor, £200, “ free 
of duty ” ; and £600 to George Riger (brother). Various testamentary 
expenses, exclusive of duty, were paid on May 28th amounting to £28 

Assume that all dividends and interest are payable half-yearly at 
December Slat and Jrme 30th. Ignore all questions of Income Tax. 

The residue of the estate was left to the widow. 

Prepare the necessary aooounts as they would appear in the estate books. 
(Chartered Accountants.) 

106. A died, leaving the following legacies : (1) His Household Furni- 
ture (valued at £600) aud £1,500, “ part of my deposit at the London and 
County Bank,” to his wife. (2) £600, ” part of my deposit at the London 
and County Bonk,” to liis daughter. (3) £600 to each of his three sons. 

A’s estate, after payment of debts, duties, and expenses, consisted of the 
following . (1) Cash at Bankers, £2,000 ; (2) Deposit at London and County 
Bank as at the date of testator’s death, £1,600 ; (3) the Household Furniture 
(valued as above). 

Set out the “ Legacies Account ” which should appear in the Executors’ 
Ledger upon the diinsiou of the estate (Chartered Accountants.) 

107. An executor is directed by the will of a testator to pay an annuity 
of £100 per annum out of the incomo arising from £3,000 6 % War Stock 
which for Estate Duty purposes was valued at 96 This Stock, the interest 
upon which was payable upon June 1st and December 1st, formed part of 
the balance of the estate of £16,050. 

You are required to show how the executor should record the interest 
received on this Stock on June 1, 19.., and the payment of the amount 
then due to the annuitant in the boolcs of the estate. (Chartered Accountants . ) 

108. An executor finds, after paying all debts of the testator, that the 
estate is not sufficient to satisfy the legacies directed by the will. 

Show how the balanoe available should be distributed, taluug an assumed 
ease in which there are direoiaons : (a) To pay an annuity ; (h) to pay a legacy 
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free of duty ; (o) to pay legacies to the widow, to a son, to a sister, and to 
strangers in blood. {Chartered Accountants.) 

109. A testator, who died on September 16, 19.., directed by his will 
that one-half of the income of his estate should be paid to his widow, and 
one-half to be divided equally between his three ohildron. At the date 
of death the Cash at Bank was £1,242, and Cash in the house £26. 

The folloiving amounts were received and paid by his exeoutois to 
December 31, 19., • 19... October 2nd. Received one quarter’s rent (less 
second instalment of Schedule A, £27) on Freehold House, let at £180 per 
annum, due at Michaelmas. Received half-year’s interest on £1,000 6 % 
Exchequer Bonds (received gross). October 6th. Received one quarter’s 
interest on £2,000 India % Stock. November 8th, Received dividend 
at %, less Income Tax, on 1,000 £1 Ordinary Shares in a limited company 
for the year to June 30, 1919. Paid Tostamentory Expenses, £90 ; Debts 
due at death, £127 ; and Funeral Expenses, £60. November 15th. Received 
proceeds of sales of shares in limited company above mentioned, £1,300. 
Received from the remaining partners m testator’s business the amount 
of his capital therein, £17,000, with interest at 5 %, less Income Tax, from 
date of death. Placed £18,300 on Deposit at Bank at 3 %. December 1st. 
Received half-year’s interest on £6,000 6 % War Loan (received gross). 
December 3rd Paid Legacies directed by the will : Widow, £1,000, free 
of duty , Sister, £500 ; Executors (one a brother and one a stranger in 
blood), £100 each Central Hospital, £100, free of duty. December 6tb. 
Paid Estate Duty, £3,204, and interest on Personalty Duty, £26 lOs. Paid 
Legacy Duty. December 15th. Withdrew from Deposit at Bank the above 
amount, and received accrued interest thereon. Invested the balance of 
the Corpus in Bank of England Stock at 170 (ignore brokerage). Decem- 
ber 27th. .Received one quarter’s rent of Freehold House, £46, less £7 10s. 
for repairs. December 31st. Paid shares of income to widow and children. 

You are required to write up the Cash Account and the Income Account 
to December 31, 19 .. {Chartered Accountants.) 

110. John Jones died on April 30, 19. ., leaving the following estate ■ 
Cash in house, £27 ; Cash on Deposit at Bank, £5,000 ; Cash on Current 
Account at Bankeis’, £660 , Household Emniture, valued at £2,000 ; Mort- 
gage at 4 % of Leasehold Premises to secure £4,000 (six months’ interest 
fell due on Juno 30, 19. .) ; £8,000 Consols 2J %, £4,460 ; £4,000 Arcadia 
4 % Loan (half-year’s interest payable on Jimo 30, 19.,), £3,700; Debts 
due to Testator, £1,900 ; Life Policies and Bonuses, £6,000 ; Sundry 
Creditors, £100. 

You are required to write up the books and to make out a Balance Sheet 
at October 31, 19.., ignoring Income Tax and Interest on Bank Deposit. 

The widow was to have the use of the furniture for life and an immediate 
legacy of £1,000, which was promptly paid. 

Funeral Expenses and Testamentary Expenses amounting to £76 and 
£1,600 respectively had been paid, and the liabilities discharged before 
October 3Ist. 

The Life Assurance moneys had been received, as also all interest due 
on investments, and the debts had been collected with the exception of 
£160, which had proved bad. (Chartered Accountants.) 

111. A testator died on Jime 30, 19.., leaving as his principal asset 
certain freehold land, and having a large overdraft at the Bank, He directed 
that an annuity of £500 be paid by his exeoutors to his widow, the balance 
of income to be distributed equally among his three daughters. If in any 
year the income was not sufficient to pay Qie annuity, resort was to be had 
to capital for the purpose of making the necessary payment. 

Up to June 30, 19. ., the annuity had been paid regularly for six years, 
but no distribution of income made. No accounts had been kept by the 
exeoutors other than a Cash Book, m which no disbinotion was made between 
capital and income. 

At the last-mentioned date the exeoutors instruct you to prepare an 
account of the income for the whole period in order to see whether there 
is any balance available for the daughters. 
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The beneficiaries are A, B, C, and D, who are equally mteroated both 
in Capital and Income. Write off for depreciation in value of Investments 
£1,100 14s. 9d., and show the shares of Capital acoruing to each of the 
beneficiaries. Also divide the Income, after ohargmg A with one-quarter 
year’s interest and C with half a year’s interest at 4 % on their advances 
(disregarding Income Tax). Set out the new list of balances thus arrived at. 
{Chartered Accountants.) 

115. A died on February 8, 19 ., and left the foUowiug property: 
Freehold House, in which he was livmg at the time of his death, valued at 
£2,000 ; Household Furniture, etc , valued at fOOO ; £2,500 5 % War Stock, 
quoted at 93f-93| ; £1,000 2J % Corporation of London Debenture Stock, 
quoted at 64-56 ; £1,000 3^ % Dominion of Canada Bonds, quoted at 76-78 ; 
16,000 £1 shares in a commercial company, quoted 3x4-314 cum div. : Cash 
at Bank, '£327 ; Cash in the house, fS 9s. 6d. 

There was a mortgage on the house of £1,000, 6 % interest upon which 
was payable half-yearly, and was paid to September 30th prior to death. 

The Debts due at death amoxmted to £196, and the Funeral Expenses 
to £65 

You are required to prepare the Estate Duty Account (ignoring Income 
Tax), and to show the amount of duty payable, assuming that the Affidavit 
was presented on June 30, 19... [Okartered Accountants.) 

116. A testator died on May 31, 19. ..possessed of the following estate . 
Freehold Land and House, £6,000 ; Life Policy and Bonuses, £5,600 (duly 
received by the executors) j Consols, £10,000, valued at 57 : Loans on 
Mortgage at 4 %, £12,000 (interest receivable March 31st and Septem- 
ber 30th) ; Railway Ordinary Stock, £6,000, valued at 94 ; Railway 3 % 
Preferenop Stock, £8,000, valued at 78 (dividends receivable February and 
August) i 4 % Debenture Stock, £16,000, valued at par (mterest receivable 
January let and July 1st); Household Furniture and Effects, £2,600; 
Cash at Bank, £1,000 ; Cash in the house, £30. 

The Debts due at death amounted to £660, and the Funeral Expenses 
to £110. 

Testator left each of his executors. A, his son, and B, his nephew, £260. 
He bequeathed £1,000 to his widow, £600 to his sister, and £1,000 to the 
Town Infirmary. 

' The widow was to have the use of the House and Furniture and the 
income of the Residuary Estate during her lifetime, after which the estate 
was to go absolutely to the son. 

The Railway Ordinary Stocks were sold in August at 96, immediately 
after the receipt of the half-year’s dividends (at the rate of 4 % per annum). 

All dividends and interests were received when due. 

All duties were paid, and £250 legal expenses. 

The widow died on December 31st, all income having been regularly 
paid to her as received. 

Prepare Estate Revenue Account, Estate Capital Account, and Balance 
Sheet as on Deoexnber 31st. 

Ignore Income Tax and Bank interest, {Olmrtered Accountants.) 

H7. A B, a client of yours, who was not a relation, died on January 1, 
19. .. Under his will you were appointed sole executor. Particulars of his 
estate are as follows : Industrial Ordinary Shares, £62,000 ; Colonial 
Government Loans, £16,000 (interest rate 4 %) ; Furniture and Personal 
Effects, £1,200 ; Cash at Bank, £726 ; Freehold House, valued at £3,000. 
mortgaged for £1,500 at 6 % (interest payable February Ist and August Ist). 
The half-yearly interest on the Colonial Loans is payable on Januory 5th 
and July 6th, for the half years December 31st and June 30th respectively. 
Assume that the dividend on the Industrial Shares is 8 %, and that it is 
paid on February 27th for the year ended December 31st previous. 

The Debts due by the testator (excluding the accrued interest on the 
mortgage) amounted to £296, and were paid on January 29th. The Funeral 
Expenses were £62. The Executorship Expenses were £362, 

The Industrial Shares were sold on February 28th, and realised £61,000, 
and the Colonial Loans were sold on the same day at par. The Freehold 
68 
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House realised £2,600, and the mortgage was paid off on March 1st, The 
Furniture and Effects realised £1,282 A legacy of £500 was left to you 
for your aervioes as executor, and £100, free of duty, was left to an old 
servant. The residue was to be divided as to two-thirds to B B, and one- 
third to 0 B, tho testator’s brothers ignore the question of Estate Duty 
and the expenses of soiling the investments, Assume Income Tax at 4s. 6s. 
in the £1. 

Describe your procedure as executor from tho dote of death to April 8th, 
when the estate was closed. 

Give the accounts you would submit to the residuary legatees, showing 
the administration of the estate. {Chartered Accountants ) . 

H8. The beneficiaries. A, B, C, D, and E, of a trust are all minors, with 
the exception of A, and share equally m the income of tho trust. The 
{ollowmg is the Trial Balance of the trust as on May 10, 1922. ' You are 
required to prepare a Balance Sheet os on that day. 


TRIAL BALANCE, MAY 10, 1922. 

£ s. d. 


Estate Account 

Advances to A on account of Income . . 
Investments on Estate Account 

Income from Estate Account 

Deposit Interest 

Investment on Accumulations Account . . 
Income from Accumulations Account 
Beneficiaries’ Accumulations Aoooimt as on 
May 10, 1921— 

B 

C 

D 

E 

Beneficiaries’ Maintenance Accounts — 

B 

O 


hi 

Cash at Bonk — 

Current Accoimt 
Deposit Account 


750 0 0 
84,300 0 0 


4,766 0 0 


626 0 0 
460 0 0 
812 0 0 
297 0 0 

376 18 10 
1,600 0 0 


£ s. d. 
84,300 0 0 


3,970 0 0 
31 10 0 

218 8 10 


Ml 0 0 
910 0 0 
1,605 0 0 
1,784 0 0 


£93,286 18 10 £93,286 18 10 

(Chartered Accountants.) 


119. W, who died on August 1, 1929, left his Estate in trust to X for 
life, then to Y for life, with remainder to Z. 

X died on October 1, 1930. 

(i) You are reqmrod to apportion the following items among the interests 
concerned, on the basis of the mvestments in question all bomg " authorized ” 
under W’s Will (any apportionments may be made m months) i — 

(а) £64, being an interim dividend of 2 %, less tax at 4s , on £4,000 
L.M.S Rahway Ordmary Stock for the year 1920, received August 20, 1929. 

(б) £80, being the final dividend of 2i %, less tax, on the above Stock, 
received on March 6, 1930. 

(c) £60, being six months’ interest due and paid on December 1, 1930, 
on £2,000 6 % War Loan, purchased by the Trustees on September 1, 1930. 

(d) £217, being two years’ dividend, less tax at 4s. 6d., to June 30, 1930, 
on 2,000 7 % Cumulative Proference Shares of £1 each in Slow and Sure, 
Ltd. Dividend on those shares had been in arrear since June 30, 1928, 
and the dividend now in question was declared and paid in January 1931 
out of the profits of the year to June 30, 1930. 

(ii) What would have been tho position had the Trustees sold the shares 
in Slow and Sure, Ltd , in December 1929 ? (Chartered Accountants.) 
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180. W X died on January 1, 10... Hia estate was as follows: 

Household Furniture (of which the wife was to have the use during her 
■lifetime), £1,600 ; Life Assurance Policy, with bonus additions, £6,600 ; 
£10,000 % War Loan, valued at 95 , Leasehold House (99 years from 

March .1, 1910, at a ground rent of £24 per annum, payable half-yearly, 
March 31st and September 30th), valued at £1,500 ; 20,000 Shares of £1 
each, fully paid, in W X & Co., Ltd., value agreed with the Inland Revenue 
at 25s. per share, exclusive of dividend (a dividend of 10 % for the year 
19.. was declared and paid on February 21, 19..); Cash at Bank, on 
Current Account, £3,600 ; Cash in the house on date of death, £100 j Debts 
due by the Testator at death, £400 ; Funeral Expenses, £50. 

Prepare Estate Duty Account, and show the amount payable, the rate 
of duty being 7 %, and the account being rendered and the duty paid on 
March I, 19... Ignore Income Tax. (Chartered Accountants.) 

181. X died on July 6th, and you are instructed to obtain the necessary 
particulars for the Estate Duty Account. How would you proceed ? 

X was a partner in the firm of X & Y, stock and share brokers. 

He also possessed a freehold estate. The Elms Farm, Crookhom, which 
he let, and a leasehold house and grounds at Hazelhead, which he occupied. 

He had numerous investments in Home and Colonial Government 
Securities, British and Foreign Railways, and Mining and Industrial com- 
panies (Chartered Accountants.) 

138. John Williams died on January 31, 19.., leaving a widow, and 
two sons and three daughters, all above twenty-one years of age. Eis estate 
was as follows . Cash m the house at the date of death, £25 ; Cash at Bank, 
on Current Account, £3,000 ; Household Furniture and Effects and Motor- 
cars, £1,800 (exclusive of a cabinet of cutlery and silver, which, under the 
terms of the will, was to be offered to the eldest son for £40, at which figure 
he agreed to take it ; the cabinet was valued at £30) ; 10,000 Shares of £1 
each, fully paid, in Williams’ Stores, Ltd., on which large dividends had been 
paid for several years. This was a private company, and after negotiations 
with the Inland Revenue authorities, the value of these shares was fixed at 
30s. each j 1,000 Shares of £1 each, fully paid, m the Western Stone Company, 
Ltd , valued at par ; Freehold House, in which he had resided, valued at 
£3,000 ; Deceased was Chairman of Wilhams’ Stores, Ltd., his remuneration 
being at the rate of £600 per annum, which had been paid to December 31st 
prior to death. 

The Debts due at death amounted to £200, and the Funeral Expenses 
to £00. 

Prepare Estate Duty Account, and show the amount payable supposmg 
the account filed on April 30, 19... Apportionments and interest calcula- 
tions may be made in months, and Income Tax ignored. (Chartered 
Accountants.) 

183. AB died on August 31, 19... His estate consisted of: Cash in 
the house at date of death, £20 ; Ca.sh at Bank, on Current Account, £300 ; 
Cash at Bank, on deposit at 3 %, £3,000 ; £3,000 L.M & S Railway 2i^ % 
Preferred Ordinary Stock, valued at 74 ; £2,000 L.M. & S, Railway Deferred 
Ordinary Stock, valued at 71 ; £2,500 United Gas Company Ordinary 
Stock, valued at 130 ; 60 6 % Cumulative Preference Shares of £6 each 
in the Great Western Coal and Iron Company, Ltd, valued at 4; £1,500 
4 % Debenture Stock of the York and Lancaster Breweries, Ltd., valued 
at 90 , Household Furniture (bequeathed to his wife), valued at £500. 

The Estate Duty was (approximately) £600, which was paid out of the 
Deposit Account on November 30, 19. . , when the will was proved. Interest 
had been received on the Deposit Account to June 30, 19. ., by the testator 
The Debts due at death (£220), Funeral Expenses (£60), and Testamentary 
Eimenses (£200) were all paid out of the Deposit Account on December 31, 
19... 

Write up the Capital Account of the estate from the above particulars, 
(Chartered Accountants.) 

184. AB died August 31, 19.. During the ensmng twelve months 
the following dividends, etc., were received by his executors: 19... Sep- 
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tember 15th. United Gas Company, half-year’s dividend to June 30, 19.., 
£126 (less tax). December 31st. Interest on Cash on Deposit at the Bank, 
£43 (tax not deducted) 19... January 1st. York and Lancaster Breweries, 
Ltd., Interest on £1,500 4 % Debenture Stock for the half-year ended 
December 31, 19.. (less tax). February 28th. Dividends on £3,000 L.M 
& S. Railway % Preferred Ordinary Stock, and on £2,000 Deferred 
Ordmai-y Stock at 23 % per annum, for the half-year ended December 31, 
19.. (less tax) February 26th. Great Western Coal and Iron Company, 
Ltd., £15 (less tax) on accoimt of arrears of dividend on 60 6 % Cumulative 
Preference Shares of £5 each, on which no dividends had been paid since 
the previous June 30th. March 16th Umted Gas Company, half-year’k 
dividend to December 31, 19.., £125 (less tax). June 30th. Interest on 
Cash on Deposit at the Bank, £38 (tax not deducted) July 1st. York and 
Lancaster Breweiies, Ltd., half-year’s Interest on Debenture Stock (as 
above, January let) August 20th. L M & S. Railway, half-year’s Dividends 
on Preferred and Deferred Ordinary Stock (as above, January 1st). 

Write up the Cash Book as regards the above transactions, making the 
necessary apportionments between Capital and Income. Post up the Income 
Account, and make the division amongst the beueflciaries, the widow being 
entitled to one-half and the three children to one-sixth each. (Oharteied 
Accouniants ) 

125. John Smith died Juno 30, 19.., possessed of the following estate 
(valued for jirobate) . Cash at Bank, £10,000 j Cash in house, £623 16s. 2d. j 
£20,000 2J Consols at 56 (ea dividend), £11,200 ; Loasohold House. £2,000 ; 
Household Furmture and ESecta, £750 ; Other Investments (cum dividend), 
£116,000 

The debts due at death were £6,310. 

By his will, dated June 1, 19 ., John Smith left his estate as .follows i 
(a) £600 each (free of duty) to his executors (A, a stranger in blood, and 
B, his eldest son). (6) £1,000 annuity to his sister 0 (free of duty), payable 
quarterly, first payment to be made three months after date of death, 
(c) The residue of his estate in equal shares to ins three sons B, D, and E 
(cliildren of a deceased son to take “per stirpes”), with the stipulation 
that the sum of £5,000 advanced to his son D on May 1, 19.., must be 
brought into “ hotchpot.” 

Son E died January 1, 19.., leaving two children, F and Q. 

The executors proved the will, and on September 30, 19.., paid the 
Estate Duty 

On October 1st the Consols were sold at 67, and the Household Furniture 
was sold for £700. 

The dividends (less Income Tax) on the Consols, due July 6th and 
October 6th, were duly received and banked. 

By December 31, 19 ., the executors had made the following payments : 
Funeral' E^enses, £76; Tombstone, £25, Debts due at death, £6,310; 
Executorship Expenses (including first instalment of duty payable on 
sister C’s annuity), £720 , Executors’ Legacies and duties thereon ; and 
two quarterly payments of Annuity (less Income Tax). 

In the meantime £2,040 had been received as interest and dividends on 
Other Investments, of which £1,000 had accrued due at date of death. 

Write up the Executor’s Cash Book, prepare tho following accounts : 
Estate Account on December 31, 19.. , Income Account for six months 
ended December 31, 19 ; Balance Sheet on December 31, 19.. ; and 

give a statement showing the amount due to each of the residuary legatees, 
assuming that the annuitant died on January 1, 19.., the leasehold and 
investments realised the amounts stated, and there were no further receipts 
or expenses except the necessary legacy duties. {Chartered Aecountants.) 

126. X died on May 31, 19 ., possessed of the following estate: — 
Assets : Freehold Property (let at £600 per annum, payable quarterly, 
rent received to March 25, 19. .), £12,000 , Life Policies and Bonuses, £2,600 , 
Cash at Capital and Counties Bank, £10,000 ; Cash in house, £26 ; House- 
hold Furniture and Efleols, £1,000 ; 4 % Debentures (interest payable 
June and December ; interest received to December 31st prior to death), 
£4,600 , Capital in X, Y, and Z, £16,000 ; Share of Profits m X, Y, and Z 
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to date of death, £500. Liabilities : Debts due at death, £600 j Mortgage 
on Freehold Property (latorest at 4 %, payable on usual quarter days, has 
been paid up to March 25, 19..), £3,000. 

By his will X left hts property as under : To his wife A (an executrix) 
£50 in cash, his Household h'umiture and Effects (both free of duty), and 
the income from the residue of his estate during her lifetime. To his son B 
(an executor) £50 in cash and his Freehold Property, both free of Legacy 
and Succession Duty. To his friend C (an executor) £50 in cash, £600 
“ Consols standing in my name at the Bank of England,” and £250, “ part 
of my Deposit at Parr’s Bonk.” To his son D the capital in the business 
Of X, Y, and Z. free of duty. To his daughter E £5,000, free of duty, and the 
residue of his estate on the death of her mother. 

On August 31, 19.., the executors obtained probate, paid the Estate 
Duty, the Funeral Expenses (£80), the Dobts due at the death and the 
Executorship Expenses (£177 8s.). 

On September 29, 19.., the Mortgage on the Freehold Property wag 
paid off by the executors, together with interest to date. The legacies and 
the devise were satisfied, and the duties thereon paid. 

Assume that the assets realised the amounts stated, the debentures being 
sold on December 31, 19.., that all income due to the estate has been 
received, and that on January 1st next the residue of the estate was placed 
on deposit at the Bank at 3 % interest. Write up the Executors’ Cash 
Book for the year ended May 31, 10 ..set out the Estate Accoimt and the 
Legacy Account as they should appear in the Executors’ Ledger, end 
prepare an Income Accoimt for the year, and a Balance Sheet. 

N.B. — Income Tax is to be ignored, and interest and apportionments 
may be calculated in months. (Chartered Accountants.) 

127., RB died on January 31, 1922, leaving a widow and three sons, 
A, B, and C. He directed that his estate should be held in trust and the 
income therefrom paid to the widow during her lifetime ; and, upon her death, 
the estate to bo divided equally between the sons 

On January 31, 1923, the estate stood as follows : Cash in hand, £60 , 
Balance at Bank, £600 , £5,000 4 % War Loan (at 96) ; £8,000 2J- % Consols 
(at S7i) ; Household Furnituie, £800 j Leasehold Property, £1,600 (let at 
£70 per annum, rent payable half-yearly on Juno 30th and December 31st, 
rent having been paid to June 30, 1924 ; Schedule A assessment, £60 per 
annum net) ; £4,000 3 % Sheffield Corporation Stock (at 80), interest payable 
half-yearly, March 31st and September 30th The balance of the Income 
Account due to the widow on January 31, 1923, and paid to her on Feb- 
ruary 28, 1923, was £300. 

The widow died on May 31, 1923, and, on August 31st, the investments 
were sold at the prices quoted, the Leasehold Property was disposed of for 
£1,260, and the Furniture for £600. 

The income was received as and when due, and the expenses of winding 
up the estate amoimted to £250. 

Write up the acoomits, and show the division of the estate. (Chartered 
Accountants ) 

128. William Smith died on January 6, 19. ., and left estate as follows : 
£20,000 Consols (valued at 66) , Cash in hand, £50 j Cash at Bank, £1,360 , 
£9,000 5 % Debenture Stock in the British Ordnance Company, Ltd (valued 
at par) ; Debts due by Testator at death, £150 ; Funeral Expenses, £30 

The Death Duties were paid on April 6, 19.., and, on the same dato, 
Executorship Expenses, amounting to £180, and the Funeral Expenses were 
paid. The Debts due by the Testator at death were paid on Jiily 6, 19. . 

The income of the estate for the year 19. . from investments was £900, 
less tax (at 6s, in £1). 

Prepare the Estate Income Account, showmg what was due to the tenant- 
for-hfe on January 5, 19... (Chmtaed Accountants) 

129. A died on February 28, 19 .. On December 31, 19 ., after pay- 
ment of all duties, expenses, debts, etc , the estate consisted as follows : 
Leasehold House, let at £60 per annum to Y (rent payable quarterly on the 
last day of March, June, September, and December in each year ; rent received 
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as and when due ; ground rent £10 per annum, payable half-yearly on 
March Slat and ^ptember 30th, was paid when due) ; £5,000 L M. & S. 

% Preferred Ordinary Stock (dividends payable February 16th and 
August 16th) j £10,000 London & North-Eastern 4 % Bebenture Stock 
(interest payable January 1st and July 1st) ; £4,000 lent on Mortgage to 
Z at 4 % (interest payable half-yearly, January 31st and July Sist) ; 10,000 
Ordinary Shades of £1 each, fully paid, in A & Co., Ltd. (dividend for the 
year 19. . at the rate of 16 %, free of deduction for Income Tax, received 
February 28, 19. .) ; 16,000 6 % Cumulative Preference Shares of £1 each, 
fully paid, in A & Co., Ltd. (half-year’s dividend to December 31, 19 , 

received January 1, 19..). 

A left a widow, and four sons and three daughters. Th^ widow was 
entitled to a quaiterly allowance of £100, to be paid to hor on March 31st, 
June 30th, September 30th, and December 31st. The Preference Shares 
and 3,000 of the Granary Shares m A & Co., Ltd., were left in trust for the 
three daughters in equal shares, and the remainder of the Ordinary Shares 
in A & Co., Ltd., to the sons in equal shares The residue of the estate 
was left to the seven children equally. 

The expenses belonging to the half-year, and chargeable against income, 
amounted to £21. 

Supposing all income received and all payments made regularly when 
due, write up the Executor’s Gash Account for the half-year to June 30, 19 . . , 
and divide the income amongst the benefloiaries. (Ohurteied Acaountanta.) 

130. A died on Juno 30, 19. . , leaving the following estate : Cash, £166 j 
Loan to the firm of A & Co., of which his son B is the proprietor, six months' 
interest at 6 % due and no further interest to be charged unless the winding 
up of the estate takes more than six months, £12,000 ; Household Furni- 
ture, etc , valued at £370 , Corporation Stocks (interest paid to date), £6,000 
6 % Stock, valued at 105 % j Liabilities, £310 

A directed by his will that, after payment of duties, debts, and funeral 
expenses, the sum of £2,000 bo paid to his cousin 0, a sum of £660 be used 
to purchase an annuity to his housekee^r D, and the residue of his estate 
be divided between his son and his niece E in the proportions of three-fourths 
and one-fourth respectively. The funeral expenses, amounting to £100, 
were paid on July 16th, and the executors paid Estate Duty on August 16th 
and interest (£2 3s 7d.) on overdraft allowed by the Bonk for one month 
to pay the duty. 

The executorship expenses amounted to £38 10s., and on September 12th 
the Corporation Stocks were sold cum d%v. at 108 % less £26 for commission 
and expenses, and the Household Furniture, etc., for £402 From the 
proceeds of these sales the debts and legacy were paid, and a Government 
Annuity of £60 was purchased for £660, and the Bonk overdraft wiped out 

On September 30th B paid over to the executors £5,000 on account of 
the loan, retaining the balance as part of his share of the estate, and on 
October 16th the Residuary Account was prepared, legacy duties paid, and 
the estate divided in the proportions named. 

You are required to give the entries necessary to record the above in 
the executors’ books. Ignore Inoome Tax {Chartered Accountants.) 

131. A testator died on June 24, 19. Under his will he left the residue 
of his personal estate to his widow for life, and remainder to his son, and 
he directed the executors to sell the property when they thought it desirable 
to do BO. Tart of the residue consisted of leasehold property with 33 years 
to run from the date of death. This property was valued for probate at 
£5,000, and produced £650 per annum, subject to a groimd rent of £47 10s. 
per annum payable on the usual quarter days. The property was not sold 
until July 1922, when it realised £5,350 

You are required to show the Leasehold Acoomit for the year following 
death. Ignore Income Tax. {Charteted Accountants ) 

132. A purchases an annuity on the joint lives of his wife and himself, 
the annuity to be payable, on the death of either of them, to the survivor. 

A dies. How is the amount chargeable with Estate Duty arrived at and 
how may the duty be discharged? {Chartered Accountants.) 



EXAMINATION QUESTIONS 1063 

133. Part of the estate of X, who died on November 30, 1630, consisted 
of £6,000 Victory Bonds (Interest due March 1st and September Ist) which 
ivere valued for probate purposes at 96 These bonds were surrendered and 
accepted m part payment of Estate Duty (which was paid on January 1,1931). 

You are required to show how the surrender of the Victory Bonds and the 
accrued interest should be dealt with in the estate books. (Chartered Account, 
ants.) 

134 W. Brown by his Will bequeathed the following: — 

“ To my sister Jane, my freehold house.” 

" To my brother John, my collection of foreign stamps, free of legacy 
duty.” 

" To my nephew Phillip, my presentation gold watch, free of legacy 
duty ” 

" To my cook Sarah, an annuity of £S0, free of legacy duty and income 


" To my butler Jenkins, £600, free of legacy duty ” 

" To the Home Counties Hospital, £1,000.” 

The residue of the estate was left to his sister Elizabeth. 

The house was valued at £1,600, the stamp collection at £860, and the 
annuity at £640. The gold watch had been sold by the testator, realismg £20. 

After realisation of tho assets (except the house and the stamp collection) 
and payment of testamentary expenses (including Estate Duty) and debts 
the funds in the hands of Brown’s executor amounted to £1,468 
Show how this should be distributed (Chartered Accountants.) 


135. Within what time should legacies be paid? 

A testator directs his executor to purchase an annuity of £62 per annum 
for an old servant How should this annuity be treated for Legacy Duty 
purposes' and how will duty upon it be assessed ? (Chartered Accountants.) 



